
Tomasz Michalski & Evren Örs
HEC Paris

(Inter-state) Banking & (Inter-state) Trade: 

Does Real Integration Follow
Financial Integration?



1

The Research Question
- Does Financial Integration lead to Real Integration?

- Is there a trade channel to the finance-growth nexus?

- Our theory model: 
- Channels of bank integration that spur real integration 

through trade.

- Our empirical model: 
- We rely on the U.S. inter-state banking entry deregulation to 

estimate the “gravity model” obtained from our theory model 
with data from the Commodity Flow Survey.
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Finance & Growth Nexus
- Finance and growth:

- King and Levine (1993a, b)

- Channels through which finance leads to growth:
- Jayaratne and Strahan (1996), Black and Strahan (2002), Cetorelli 

ans Strahan (2006), Demyanyk (2008), Kerr and Nanda (2009) 

- Finance and trade (exports):
- Depth of financial markets and trade: Beck (2002), Svaleryd and 

Vlachos (2005), Manova (2008a, b), Becker and Greenway (2003)

- Credit constraints and trade: Chaney (2005), Ronci (2004), 
Greenaway, Guariglia and Kneller (2007), Zia (2008)
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Finance & Growth Nexus
- Morgan, Rime and Strahan (MRS, 2003, 2004): 

- Financial integration & transmission of macroeconomic shocks

- No pattern in out-of-state shipments for states that are 
financially integrated with the rest of the U.S.
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Finance & Growth Nexus
- Morgan, Rime and Strahan (MRS, 2003, 2004): 

- Financial integration & transmission of macroeconomic shocks

- No pattern in out-of-state shipments for states that are 
financially integrated with the rest of the U.S.

- Our paper: A new testable hypothesis  
- Our theory suggests an increase in trade shares for state-pairs 

that become financially integrated after bank entry deregulation.

- If our theory is economically insignificant or simply wrong, we 
should not observe a change in trade shares as bank integration 
increases

- For ex., an easing of credit constraints alone after deregulation 
would increase all trade flows leaving trade shares unchanged.
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Theory Model: Set-up and Intuition
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Theory Model: Set-up and Intuition
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Theory Model: Set-up and Intuition
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Theory Model: Set-up and Intuition
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Implications
- Each of our channels implies (separately and 

altogether) that there will be higher trade flows 
between states i and j than between states i and k
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Implications
- Each of our channels implies (separately and 

altogether) that there will be higher trade flows 
between states i and j than between states i and k

- We embed this mechanism in a standard trade model 
with monopolistic competition and obtain a “gravity” 
equation:
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A Conservative Calibration Exercise
- The impact of the loan price channel on trade flows, 

embedded into a standard trade model with 
monopolistic competition, depends on:
- the industry markups (the level of industry competition) and,

- the fall in the marginal costs for manufacturers thanks to 
cheaper (appropriately priced) bank financing
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Fall in marginal costs

1% 2.5%

Markup

10% 10.5% 28.8%

15% 6.9% 18.4%

20% 5.1% 13.5%
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Data
- The Commodity Flow Survey:

- We use the 1977 and 1993 surveys for the 48 contiguous states
- 4,512 origin-destination state-pair-and-year observations
- Problems: sampling errors that vary over time & “0” trade flows
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Data
- The Commodity Flow Survey:

- We use the 1977 and 1993 surveys for the 48 contiguous states
- 4,512 origin-destination state-pair-and-year observations
- Problems: sampling errors that vary over time & “0” trade flows

- Bank data:
- Bank deregulation dates (Amel, 2000) 
- Bank ownership from Call Reports

- State-level Macro data: BEA
- Destination-state GDP and Wage index

- Geographic characteristics of origin-destination state-pairs
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Bank Entry Deregulation: Michigan 1977
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Bank Entry Deregulation: Michigan 1986
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Bank Entry Deregulation: Michigan 1987
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Bank Entry Deregulation: Michigan 1988
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Bank Entry Deregulation: Michigan 1989
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Bank Entry Deregulation: Michigan 1990
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Bank Entry Deregulation: Michigan 1991
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Bank Entry Deregulation: Michigan 1992
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Bank Entry Deregulation: Michigan 1994
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Bank Entry Deregulation: Michigan 1994
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Difference-in-Differences: Michigan up to 
1993
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Empirical Specifications
- Difference-in-Differences models:

- Did interstate banking deregulation between origin-
destination state-pairs lead to higher trade shares compared 
to non-deregulating state-pairs over time?

- We treat interstate bank-entry deregulation as exogenous: 
- the way state-pair bank-entry deregulations took place
- political economy analysis of inter-state bank 

deregulation in Kane (1996) or Kroszner and Strahan 
(1999) do not consider trade flows.
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Empirical Specifications
- Difference-in-Differences models:

- Did interstate banking deregulation between origin-
destination state-pairs lead to higher trade shares compared 
to non-deregulating state-pairs over time?

- We treat interstate bank-entry deregulation as exogenous: 
- the way state-pair bank-entry deregulations took place
- political economy analysis of inter-state bank 

deregulation in Kane (1996) or Kroszner and Strahan 
(1999) do not consider trade flows.

Michalski & Örs – October 2010

- But deregulation need not result in actual entry



33

Bank Integration: Michigan as of 1977
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Bank Integration: Michigan as of 1993
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1.256%
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Empirical Specifications
- Instrumental Variable (IV) regression models:

- Test variable: fraction of common bank assets for a state-pair
- Bank entry is potentially endogenous. 
- IVs as in Morgan, Strahan and Rime (2003):

- Banking deregulation in the state-pair occurred
- Years since deregulation (both origin and destination)

- We test for potential identification problems.
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Difference-in-Differences Results
- Coefficient estimate for D_DEREG×D_1993:

- Log-linear model with fixed-effects:

Pooled-OLS: 0.0752 * Within: 0.0598 (not significant) 
 7.52% increase in trade shares on average over 11 years

Sub-sample with $ 10 million trade flows: 3,512 observations

Pooled-OLS: 0.0921 *** Within: 0.0924 ***
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IV-Regression Results
- Coefficient estimate for BANK_INTEGRATION:

- Instrumented as in Morgan, Strahan, and Rime (2003)

- Log-linear model (IV-GMM2S & state-pair fixed-effects): 
“Full” sample: 7.3626 ** “$10 million” sample: 11.0970 ***
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IV-Regression Results
- Coefficient estimate for BANK_INTEGRATION:

- Instrumented as in Morgan, Strahan, and Rime (2003)

- Log-linear model (IV-GMM2S & state-pair fixed-effects): 
“Full” sample: 7.3626 ** “$10 million” sample: 11.0970 ***

Bank integration were to increase from 0% to 2.28% (the mean of 
the data), trade share would increase by 16.79%.

- Identification tests: 
- Under-identification test: H0 of under-identification rejected (✓)
- Weak-identification tests: H0 of weak instruments rejected (✓)
- Over-identification test: joint-H0 of valid instruments & 

appropriate exclusion restrictions cannot be rejected (✓)
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- Poisson-IV model (with time-varying origin-state fixed-
effects and geographical controls): 
“Full” sample: 6.5961 *** “$10 million” sample: 6.8093 *** 

44

IV-Regression Results
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- Poisson-IV model (with time-varying origin-state fixed-
effects and geographical controls): 
“Full” sample: 6.5961 *** “$10 million” sample: 6.8093 *** 

If bank integration were to increase from 0% to 2.28% (the mean of 
the data) leads to an increase in trade shares by 15.04%
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- Poisson-IV model (with time-varying origin-state fixed-
effects and geographical controls): 
“Full” sample: 6.5961 *** “$10 million” sample: 6.8093 *** 

If bank integration were to increase from 0% to 2.28% (the mean of 
the data) leads to an increase in trade shares by 15.04%

- Poisson-IV with trade-shares
- Highly similar results
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IV-Regression Results
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Conclusion (I)
- We model & estimate the impact of financial barriers on 

trade flows:

- For the 48 contiguous states, we find that the removal of such 
barriers prior to 1995 lead to approximately 14% higher trade 
shares between state-pairs that deregulate banking entry.

- Actual entry that increases bank integration from 0% to 2.28% 
(the mean of the data) leads to 11% to 25% increase in trade on 
average.
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Conclusion (II)
These results:
- are robust to different specifications
- are economically important
- are consistent with a 10-20% markup range and a 1-2.5% fall in 

marginal costs as a result of the banking deregulation.
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Additional robustness checks
- Excluding state pairs with large trade shares (more than 

5%)
- Similar results as before.

- Difference-in-Differences for 1993 and 1997 data. 
- The treated group: the state-pairs that were federally forced to 

deregulate
- The control group: all the remaining state-pairs

- Again, the treated groups’ trade shares increase relative to the 
control group, though they do not “catch” up with the control group 
shares (between 1993 and 1997). 

- This indicates the effects we study are “level” effects.

Michalski & Örs – October 2010


	Tomasz Michalski & Evren Örs�HEC Paris
	The Research Question
	Finance & Growth Nexus
	Finance & Growth Nexus
	Finance & Growth Nexus
	Theory Model: Set-up and Intuition
	Theory Model: Set-up and Intuition
	Theory Model: Set-up and Intuition
	Theory Model: Set-up and Intuition
	Theory Model: Set-up and Intuition
	Theory Model: Set-up and Intuition
	Implications
	Implications
	A Conservative Calibration Exercise
	A Conservative Calibration Exercise
	Data
	Data
	Data
	Bank Entry Deregulation: Michigan 1977
	Bank Entry Deregulation: Michigan 1986
	Bank Entry Deregulation: Michigan 1987
	Bank Entry Deregulation: Michigan 1988
	Bank Entry Deregulation: Michigan 1989
	Bank Entry Deregulation: Michigan 1990
	Bank Entry Deregulation: Michigan 1991
	Bank Entry Deregulation: Michigan 1992
	Bank Entry Deregulation: Michigan 1994
	Bank Entry Deregulation: Michigan 1994
	Difference-in-Differences: Michigan up to 1993
	Empirical Specifications
	Empirical Specifications
	Empirical Specifications
	Empirical Specifications
	Bank Integration: Michigan as of 1977
	Bank Integration: Michigan as of 1993
	Empirical Specifications
	Empirical Specifications
	Empirical Specifications
	Difference-in-Differences Results
	Difference-in-Differences Results
	Difference-in-Differences Results
	IV-Regression Results
	IV-Regression Results
	IV-Regression Results
	IV-Regression Results
	IV-Regression Results
	IV-Regression Results
	Conclusion (I)
	Conclusion (II)
	Additional robustness checks


<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /PageByPage
  /Binding /Left
  /CalGrayProfile (Gray Gamma 2.2)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.6
  /CompressObjects /Off
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.1000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType true
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings true
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams true
  /MaxSubsetPct 99
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
    /Arial-Black
    /Arial-BlackItalic
    /Arial-BoldItalicMT
    /Arial-BoldMT
    /Arial-ItalicMT
    /ArialMT
    /ArialNarrow
    /ArialNarrow-Bold
    /ArialNarrow-BoldItalic
    /ArialNarrow-Italic
    /CenturyGothic
    /CenturyGothic-Bold
    /CenturyGothic-BoldItalic
    /CenturyGothic-Italic
    /CourierNewPS-BoldItalicMT
    /CourierNewPS-BoldMT
    /CourierNewPS-ItalicMT
    /CourierNewPSMT
    /Georgia
    /Georgia-Bold
    /Georgia-BoldItalic
    /Georgia-Italic
    /Impact
    /LucidaConsole
    /Tahoma
    /Tahoma-Bold
    /TimesNewRomanMT-ExtraBold
    /TimesNewRomanPS-BoldItalicMT
    /TimesNewRomanPS-BoldMT
    /TimesNewRomanPS-ItalicMT
    /TimesNewRomanPSMT
    /Trebuchet-BoldItalic
    /TrebuchetMS
    /TrebuchetMS-Bold
    /TrebuchetMS-Italic
    /Verdana
    /Verdana-Bold
    /Verdana-BoldItalic
    /Verdana-Italic
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.40
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.40
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (None)
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<


    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e55464e1a65876863768467e5770b548c62535370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200036002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc666e901a554652d965874ef6768467e5770b548c52175370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200036002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /CZE <>
    /DAN <>
    /DEU <>
    /ESP <>
    /ETI <>
    /FRA <>



    /HUN <>
    /ITA (Utilizzare queste impostazioni per creare documenti Adobe PDF adatti per visualizzare e stampare documenti aziendali in modo affidabile. I documenti PDF creati possono essere aperti con Acrobat e Adobe Reader 6.0 e versioni successive.)
    /JPN <>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020be44c988b2c8c2a40020bb38c11cb97c0020c548c815c801c73cb85c0020bcf4ace00020c778c1c4d558b2940020b3700020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200036002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /LTH <>
    /LVI <>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken waarmee zakelijke documenten betrouwbaar kunnen worden weergegeven en afgedrukt. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 6.0 en hoger.)
    /NOR <>
    /POL <>
    /PTB <>


    /SKY <>

    /SUO <>
    /SVE <>
    /TUR <>

    /ENU <FEFF004b006900720073007400750075006e0020006a00610020004d0075006c00740069007000720069006e0074002d007000610069006e006f006f006e0020006d0065006e0065007600e4007400200074007900f60074002e>
  >>
>> setdistillerparams
<<
  /HWResolution [600 600]
  /PageSize [595.276 841.890]
>> setpagedevice


