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Abstract

This study is a sequel to the Singh and Hamid's [1992] monograph on corporate financing
patterns and structurs in nine industrializing economies. Singh and Hamid's was the first large scale
research on this subject for developing countries and it yielded quite unexpected results. The two auihors
found that developing country corporations rely in general very heavily (a) on extermnal finds and (b) on
new issues of shares to finance their growth of net assets. These results are extremely surprising as they
are opposite to that which most economist would expect. They also suggest almost the reverse of the
'pecking order' patern of finance found in advanced economies whereby the latter mosdy use retained
profits to finance their investment needs; if more finance is required, they have recourse to bank or long-
term debt, and only as a last resort go to the stock market

The present study extends the Singh and Hamid analysis in three ways: (a) it establishes the
robustness of their results on much bigger corporate samples for each oountry; (b) it provides a more
systematic comparison of corporate financial paterns in industial and semi-industrial countries; (c) it sets
out a theory to explain why developing country corporations use equity capital so extensively to finance
the growth of their net assets.
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Foreword

Questions of corporate capital structures have long attracted the interest of researchers in
developed countries, and there are clear links between these issues and debates over the kinds of financial
markets and institutions that are supportive of long-term growth. Yet there has been very little empirical
work on the capital structures of corporations in developing countries, and it was to remedy this
deficiency that IFC's Economics Department began, in 1989, a research project to compile and analyze
relevant data.

As the largest multilateral institution lending to and investing in private enterprises in developing
countries, IFC is uniquely well placed to examine these issues. The Corporation is also particularly
interested in the results of the work, precisely because of the nature of its operations. Of course, these
issues are of great relevance to the development community as a whole.

This study presents the second look at this topic in an IFC publication. The first study was
authored by Singh and Hamid and published in 1992 as 'Corporate Financial Structures in Developing
Countries," IFC Technical Paper Number 1. This second study is based on an analysis of accounting
data from large corporations in ten countries - Brazil, India, Jordan, Republic of Korea, Malaysia,
Mexico, Pakistan, Thailand, Turkey and Zimbabwe - using more countries, more companies and longer
time series than the previous effort. The findings of the study reinforce those of the previous study, but
the further analysis that this study provides also illustrates the complexity of the issues involved.

Guy Pfeffermann, Director
Economics Department, IFC
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Executive Summary

In the vast literature on Industrialization and economic development in semi-industrial countries
which has sprung up over the last three decades, there is very little work on corporate organization,
corporate financing patterns, capital structures and industrial development. Development economists have
generally not given a great deal of attention to the role of large private corporations in fostering
industrialization and development. Similarly corporate finance has been a rather neglected subject in
development literature. There are no empirically established answers to elementary but important factual
questions like: how do corporations in the less developed countries (LDCs) finance their growth - to
what extent do they rely on internal as opposed to external sources of fmance (e.g., long-term debt or
equity)? Are the financing patterns or capital structures of LDC corporations similar to those o0 fims in
advanced countries - either now or at an earlier stage of development of the latter? Are there systematic
differences in this respect among the developing countries themselves? The more interesting general
question is, of course, whether there are structures and patterns of corporate finance which are
particularly conducive to economic development.

These questions are not only significant from a theoretical or academic standpoint but are
particularly important today from a policy perspective. Developing countries around the world are in the
process of establishing stock markets, or expanding existing ones. Many of them (e.g., India, Republic
of Korea) are also introducing other liberal and market oriented reforms in their financial sectors. A
central analytical and policy concern is what will be the impact of these financial developments on
industrialization and long-term economic growth in these countries. A prope; investigation of this subject
requires inter-alia a systematic examination of corporate financing patterns and capital structures in the
industrializing economies.

As there are few extant studies in this area, the Economics Departnenit of the IFC launched in
1989 a large research project on the subject. The first fruits of this research were reported in Singh and
Hamid (1992). The empirical analysis of this study was based on an examination of corporate accounting
and stock market information from nine countries - India, Republic of Korea, Jordan, Pakistan, Thailand,
Mexico, Malaysia, Turkey and Zimbabwe. Its sample frame consisted of the top fifty listed
manufacturing corporations in each country.

This research yielded quite unexpected results. Singh and Hamid came to two important
conclusions. First, their results showed that the developing country corporations rely in general very
heavily (a) on external funds and (b) on new issues of shares to finance their growth of net assets.
Secondly, comparing their results with Mayer's (1990) stylized facts concerning the financing pattems
of advanced coumtry corporations, Singh and Hamid concluded that there were important differences
between the two groups of corporations. Specifically they suggested that LDC corporations used both
external finance and particularly equity finance to a much greater extent an their counterparts in
advanced economies. Both these conclusions ran contrary to most economists' a priori expectations. The
results suggested almost the reverse of the "pecking order' pattern of finance observed for advanced
country corporations whereby the latter mostly use retained profits to finance their investment needs; if
more finance is required, they have recourse to bank or long-term debt, and only as a last resort go to
the stock market.
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The present paper reports on work from the second phase of this Project which is currently being
carried out at the IFC and at the Department of Applied Economics at Cambridge. Since the Singh and
Hamid results were based on relatively small samples, the first main object of this paper has been to
assess their robustness by substantially increasing the size of the corporate samples and by including an
additional country, Brazil. Secondly the paper seeks to compare more systematically, than was the case
in Singh and Harnid, results for developing country corporations with those from the advanced
economies. Thirdly, it explores some initial hypotheses to explain the observed results -specifically the
reasons why LDC corporations apparently resort to equity funds to such a large degree to finance their
growth.

The chief conclusion of the present analysis is that the enlargement of corporate samples from
the top fifty to, normally, the top hundred listed manufacturing corporations in each country does not
impair the central Singh and Hamid findings. Tbe result shows that in five out of the ten sample
countries (Republic of Korea; Thailand; Mexico; Turkey; Malaysia), more than 70 percent of the growth
of corporate net assets during the past decade was financed from external funds. In another two (India
and Brazil), the external financing proportion was more than half. Similarly the importance of equity
financing of the LDC corporations is indicated by the fact that in five of the nine sample countries
(Republic of Korea, Mexico, Turkey, Malaysia, Zimbabwe), more than 40 percept of the growth of assets
in the 1980s was financed by new share issues. In another two countries (Jordan and Brazil), equity
finance accounted for more than 25 percent of corporate growth during the relevant period.

On the second theme, a more systematic comparison of the Singh and Hamid results with those
for the United Kingdom using similar accounting data, and the same definition of variables, suggests that
the second Singh and Hanid conclusion concerning the differences between the financing proportions of
developing and developed country corporations, needs some qualifications. The conclusion of the present
analysis is that the top listed developing countries corporations do in general rely to a much greater extent
on external sources of funds to finance their growth of net assets than similar corporations in the United
Kingdom, except during periods of very high takeover activity. However, recourse to external finance,
and particularly to new share issues by large United Kingdom corporations is closely connected with the
exchange of shares in takeover activity. In sharp contrast, the developing country corporations issue
shares to finance new investments rather than to acquire existing corporations and their assets. In
economic terms, this difference in the motivation between the two groups of frms for going to the stock
market is extremely important.

The third section of the paper considers reasons for the observed general phenomenon of the large
reliance on the stock market by the top third world firms and for the fast growth of these markets in the
1980s. It is skeptical about the view that the LDC corporations in their financing patterns are simply
repeating the corporate history of the advanced countries in the late 19th century. The paper proposes
instead a different explanation for these phenomena which is historically specific to the particular
circumstances of the recent period. The main elements of this theory are:

(a) Unlike in the United States at the turn of this century, stock market development
in today's industrializing countries is not a spontaneous response to market
forces. Rather for various reasons, the third world governments have played a
major role in the expansion and developments of these markets.

(b) An essential reason why the developing country corporations went to the stock
market so much in the 1980s to raise new issues is because the relative cost of
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equity capital fell significandy as a result of large rises in share prices during the
course of the last decade. This, together with an increase in the cost of debt
capital, made equity issues relatively more attractive for financing corporate
growth.

(c) The supply curve of corporate securities in the LDCs would aggear to be
reasonably elastic. In some countries this was a result of deliberate government
policy measures.

(d) There were domestic and international factors involved which helped raise share
prices and the P/E ratios in this period.

The concluding section of the paper comments on the palicy implications of the empirical findings
of the study, particularly those connea.xd wit the high degree of equity financing by the top LDC
corporations.
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I. Introduction

In the vast literature on industrialization and economic development in semi-industrial countries
which has sprung up over the last three decades, there is very litde work on corporate organization,
corporate financing patterns, capital structures and industrial development. Development economists have
generally not given a great deal of attention to the role of large private corporations in fostering
industrialization and development. Similarly corporate finance has been a rather neglected subject in
development literature. There are no empirically established answers to elementary but important factual
questions like: how do corporations in the less developed countries (LDCs) finance their growth - to
what extent do they rely on internal as opposed to external sources of finance (e.g., long-term debt or
equity)? Are the financing patterns or capital structures of LDC corporations simiar to those of firms
in advanced countries - either now or at an earlier stage of development of the latter? Are there systematic
differences in this respect among the developing countries themselves? The more interesting general
question is, of course, whether there are structures and patterns of corporate finance which are
particularly conducive to economic development.

These questions are not only significant from a theoretical or academic standpoint but are
particularly important today from a policy perspective. Developing countries around the world are in the
process of establishing stnck markets, or expanding existing ones (Singh, 1993b). Many of them (e.g.,
India, Republic of Korea) are also introducing other liberal and market oriented reforms in their finacial
sectors. A central analytical and policy ooncern is what will be the impact of these financial
developmenis on industrialization and long-term economic growth in these countries. A proper
investigation of this subject requires inter-ali a systematic examination of corporate fiancing patterns
and capital structures in the industrializing economies.

As there are few extant studies in this area, the Economics Department of the IEFC - an
organization which has played an active and significant role in the development of emerging stock markets
- decided at the end of 1989 to launch a large research project on the subject The first fruits of this
research were reported in Singh and Hamid (1992). The empirical analysis of this study was based on
an examination of corporate accounting and stock market information from nine countries - India,
Republic of Korea, Jordan, Pakistan, Thailand, Mexico, Malaysia, Turkey and Zimbabwe. Its sample
frame consisted of the top fifty listed manufacturing corporations in each country.

The chief results of this research may be summarized as follows: first, Singh and Hamid found
that although there are significant variations in corporate financing patterns among their sample countries,
in general, the top LDC corporations relied very heavily (a) on extermal funds and (b) on new issues of
shares to finance their growth of net assets. Thus, the median Korean corporation among the top 50
financeL nearly 90 percent of its growth in the 1980s from extenal sources; the corresponding figure for
t.e median Mexican, Thai, and Turkish corporations was, in each case, more than 80 percent Similarly,
the results showed that among the large listed LDC corporations, equity finance is a very important
source of funds, accoupting in the 1980s for as much as 40 percent of corporate growth in Republic of
Korea, more than 50 percent in Jordan and over 60 percent in Turkey.

Singh and Hamid's second main conclusion was that the corporate financial structares and paterns
in developing countries differed in important ways from those suggested by widely held stylized facts for
industrial country corporations. They noted that the differences with respect to the U.S. and the U.K.
are particularly marked; however, they are also significant even in relation to the pamter of corporate
finance in the non-Anglo-saxon countries. Specifically Singh and Hamid suggested that the LDC



corporations used both external finance and particularly equity finance to a far greater extent than their
counterparts in advanced economies.

These results concerning corporate financing patterns in developing countries are surprising and
quite unexpected. This is for two reasons. First the results indicate almost the reverse of the "pecking
order" pattern of finance found in advanced economies. Stylized facts concerning corporate financing
pattemrs in the U.S. and the U.K. suggest that corporations in these countries prefer using internal sources
(retained profits) as far as possible to finance their growth; if their investment requirements are greater
than the retained profits, and they require external finance, they would first go to the banks or issue other
long-term debt, and only as a last resort go to the equity market to raise finance-'

Secondly Singh and Hamid's results for LDC corporations run contrary to most economists a
priori expectaons. In view of the low level of development of the LDC capital markets and their much
greater imperfections, one would have expected developing country corporations to rely more on internal
finance. A priori, one would also expect them to resort far less to the stock market to raise finance than,
for example, firms in industrial countries with well developed capital markets.

However, the results of the Singh and Hamid study are based on relatively small samples (the top
50 listed manufacturing corporations in each country). Therefore the first task of the second phase of
this research project (funded by the Research Committee of the World Bank) has been to assess their
robustness by substantially increasing the size of the corporate samples, and by including an additional
country (Brazil). This phase has also been investigating a range of new questions concerning corporate
growth and capital structures in the sample countries. As this is a very data-intensive project, the main
work on this phase of the project until the past few months has been the preparation of the new extended
data sets. That work has now been completed together with the completion of the basic theoretical work
on the adjustment of accounting data for LDC corporations for inflation.

This paper reports on a selection of results from the second phase of the project2 It is a part
of a series of Working Papers which are being prepared in this phase; a brief description of the contents
of the other papers is given in Appendix A.' The present paper is specifically concerned with the
following issues. First it attempts to verify wbether the central conclusions with respect to financing of
corporate growth of the Singh and Hamid study still hold when the corporate sample sizes are enlarged
to include, where possible, the hundred largest manufacturing corporations listed on the stock market in
each country. Secondly the paper seeks to compare more systematically, than was the case in Singh and
Hamid, results for developing country corporations with those from the advanced economies. Such a
comparison, which involves using accounting data and as far as possible exacty the same definitions of
variables for both sets of corporations, leads, as we shall see below, to significant departures from Singh
and Hamid in the economic interpretation of the new empirical findings. Thirdly the paper explores some

1 See furthr Myers (1984) and Section UI below.

2 Som rensults from this phase of the project were presented in a summary form in Singh, (1994). The
present study builds on and extends the analyses of that paper, it also provides a comprehensve
examination of the empiical evidence.

3 The other Working Papers will be published by the Department of Applied Economics, University of
Cambridge-
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initial hypotheses to explain the observed results - specifically the reasons why the developing county
corporations apparently resort to equity funds to such a large degree to finance their growth.

At the methodological level, the overall research strategy of this project is not to test
comprehensive formal models of corporate decision making. Rather, in the present state of knowledge
about corporate finance in LDCs, the aim of the exercise is much more modest: to establish stylized facts
with respect to financing patterns and some of the inter-relationships between corporate characteistcs
in the developing countries. The economic and policy significance of these findings will then be explored
in broad analytical and institutional terms.

The paper is organized as follows. Section It provides the analytical and policy context for the
issues outlined above. In order to put into perspective the empirical findings widt respect to financing
patterns in LDC corporations, Section m outlines the main stylized facts in this area for the advanced
country corporations. Section IV gives a brief description of the data and the variables; precise
definitions and sources of the data are given in the Appendices. Sections V and VI present empirical
analysis of the data for industrializing country corporations. Section VII gives corresponding results for
industrial country corporations using similar data and same definitions of variables. Section Vm outlines
some preliminary results on the inter-relationships between corporate characteristics, with particular
emphasis on the relationship between size and other variables. Section IX explores preliminary
hypotheses which can shed some light on one of the main empirical findings of the study: why do large
LDC firms resort to equity finance to such a large extent? The last section concludes.

3



IL Analytical and Policy ConteLt for the Study of Corporate
Financing Patterns In Developing Countries

In order to set out the analytical and policy context for the study of corporate finance in
industrializing economies, there are tiree subjects issues which require comment: (a) the role of the large
developing country firms in late industrialization; (b) the relationship between financial markets, financial
intermediation and economic growth; and (c) the theory of corporate finance.

The Role of the Large Dewloping Couiry Firms in Late Industrializtion

In the literature on industrialization of developing countries, it was noted above, that very little
work has been done on the relationship between corporate organization, corporate financing patterns and
capital structures and economic and industrial development. There are two main reasons for the neglect
of this subject in the development literature. The first is obviously the lack of ready availability of
comparable inter-country data on corporate finance. This however should not have precluded studies of
corporate finance in the more industrialized of the individual developing countries.

Ihere is a sewnd and more substantive reason which is perhaps of greater significance.
Development economics, at either theoretical or empirical levels, has paid very little attention to the role
of the developing country firm in economic development'. The literature emphasizes capital
accumulation and studies it by and large at a macroeconomic level. The question of investment allocation
is indeed examined at a microeconomic level, but it is done within the context of cost-benefit analysis of
investment projects. However, the literature has not paid sufficient attention to the fact that the leading
actors in industriization and development, particularly in today's semi-industrial economies, tend to be
large firms, organizatons and managements. We have not so far begun to develop an analytical
perspecive on the nature and role of these entities in carrying out industrial development. There is no
theory of the third world firm. Is a large third world firm much like a large firm in the advanced
countries or is it different in any important respects?

To illustrate the significance of this point it is usefuil to draw attention to Aoki's (1990) work on
the differences between Japanese and Anglo-Saxon firms. Aoki has emphasized the differences between
the two groups of firms with respect to (a) their relationship with their workers; (b) their respective
managera cultures; (c) relationships with the providers of finance; (d) relationships with their suppliers
and sub-contractors; (e) their respective ownership patterns. He has formalized these differences into a
distinct theory of Japanese firm.

There are indeed very important differences between large developing country firms and those
in the United States and Western Europe either today or in the past when these countries themselves were
industrializing. It is a remarkable fact that the prvate sector large developing country firms tend to be
highly diversified industrial groups operating in a number of unrelated fields, i.e., they are what might
be called lrrational' conglomerates. This kind of "group" business organization seems to have arisen
in countries with diverse cultures, institutions and historical development. Such widely diversified groups
comprise the leading firms in India, the Republic of Korea, Mexico, Brazil, Argentina and many other

4 Thmae r, however, notable exceptions. See for examle Leff (1978, 79), Pfeffermaun (1988), Amsden
(1989).
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countries. As Table I in the Appendix shows, of the 31 largest private industrial enterprises in the semi-
industrial countries in 1987, twenty-seven were diversified groups which were mostly family controlled.

There are important differences between these third world conglomerates and the oontemporary
American ones. Many of the latter are products of the huge merger wave which swept American industry
in the 1960s. Subsequently, a majority of these turned out to be unsuccessful. A number of them
became victims of the what Scherer (1988) has called the "bust-up' takeover movement which was
characterized by de-conglomeration, i.e., acquisitions followed by the sale of a number of divisions of
taken over corporations.' In contrast, the third world conglomerates are by and large products not of
merger waves but of organic growth in unrelated fields. Amsden and Hikino (1994) in a pioneering
contribution suggest that the Third World conglomerates have been notably more successful than the
United States conglomerates of the last two decades and they provide an analysis of why this should be
so.

The two authors go on to show that today's large developing country firms are also a differet
specie than the big firms in the United States and Western Europe in the past when these countries were
industrializing. As Chandler (1977) has demonstrated, large firms did play a key role in the
industrialization of countries like United States and Germany in the late nineteenth cenury. These fims
were also often diversified, but their diversification tended to be much more limited and was confined
to technologically related activities.6

The special characteristics of contemporary giant developing country firms need systematic
investigation. Whether or not a distinct theory of third world firm is required, an important building
block in such research has to be a detailed knowledge of how third world firms finance their growth and
what kind of capital structures they choose to have.

Fnanciail IntrmedWion, Financil Markets and Economic Growth

The relationship between financial markets, financial development and economic growth bas
received more attention in the development literattre.In addition to the earlier historical contributions of
Goldsmith, (1969), Cameron (1976) and Gerschenkron (1962), and the theoretical work of Mckinnon
(1973) and Shaw (1973), there has been in recent years a large and a growing amount of work on dds
subject.

One strand of this literature, which draws its inspiration from endogenous growth models of
Roemer (1988) and Lucas (1988) argues that financial intermrFliation, as well as the stock market helps
economic growth by (a) increasing the rate of investment and (b) improving the producty of
investments.7 Adje and Jovanovic (1993) provide a model in which financial markets have a greater
stimulatng effect on economic growth than financial intermedion. This is because it is assumed that

5 See firther Ravenscaft and Scherer (1989); Singh (1992).

6 The Third World firms conform more to the pro-War Japanese model of the Zaibatsu - the lar Japa
industrial groups. See fiuther Amsden and Hjikino (1994).

7 For a recent overview of ths contributions, see Pagano (1993).
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stock markets are more conducive to the development of venture capital and hence technical progress than
the banks.

However, another important strand of the literature stresses the negative impact of stock markets
on the rate of investment, the time horizon of firms, international compettiveness, and economic
development. It is argued that even with well organized and complex stock markets such as those found
in the United States and the United Kingdom, the market does not in practice perform at all well its
supposed monitoring, screening and disciplinary finctions. The perceived failures of the pricing and
takeover mechanism are thought to lead to the phenomenon of 'short-termism".' This, it is contended,
puts the stock market dominated United States and United Kingdom economies at a competitive
disadvantage with respect to countries like Japan and Germany, where historically the stock markets have
played a minor role in industrial development'

T The implications of these analyses for the developing country stock markets and financing of
corporate growth in these countries are as follows. First, because these countries do not as yet have the
accounting standards, or possess in sufficient numbers information-gathering and disseminating private
firms or public organizations of the kind found in developed countries, the share prices in these emerging
markets are likely to be dominated by "noise" and speculation. Second, the fact that not many listed
companies in these young markets will have a long enough track record, or sufficient time to establish
reputations, will tend to produce market volatility and arbitrary prices. Third, apart from reducing the
efficiency of the pricing signals from the market, this will also discourage firms from seeling a stDck
market listing or attempting to raise fiuds by new issues. Other inter-related market impections such
as asymmetric information which, a priori, will be greater in emerging markets than in the mature ones,
will also act in the same direction.

The Theory of Corporate Fiace

For nearly two decades, between 1960 and 1980, the field of corporate finance was domind
by the two "irrelevance" theorems of Modigliani and Miller. In their pioneering papers of 1958 and 1961
the two authors demonstrated that in fully idealized neo-classical markets Ci.e., perfect competition, no
tansactions costs, no bankruptcy, etc.), a firm's share price will not be affected eidter by its capital
structure or by its dividend payout decision. At a practical level, these theorems suggested a sharp
dichotomy between the financial and the real economy.

However, the theory of corporate finance has litaly been revolutionized in the last dozen year
by the introduction of concepts and analyses from the theory of imperfect ination; frem agency

Comh, Hughes & Singh (1990); Froot, Scharstein & Stein (1990); Stein (1989). For an altenaive
peective soe Marsh (1990).

Thus, Michael Porter (1992, p.65), reporig recently on the results of a lmrge research project - various
aspects of the US financial system: "..the cbange in nature of compeition and the increaing preme of
globalization make investmt the most critical detrminant ofcompetitive advantage... yetlthUS systm
of allocaig inestmeat capital bothwithinandcros mpes isailig. ThisputsAmec m
at a senous diedvantage in global competition and ultimady threatens the lng-tem growth of the US
economy."
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theory; and from transactions cost theory.?° The new theory of corporate finance fully recognizes the
importance of financial variables for the real economy. It shows that even the introduction of small
variations (e.g., taxation or bankruptcy costs) in the strict assumptions of the Modigliani and Miller
models generate an optimal capital structure for the finn. Similarly the pecking order pattern of finance -
whereby the firms prefer internal finance to debt and debt to equity - which is actually observed in the
real world can be rationalized by introducing concepts from the theory of asymmetric information. [Myers
1984]."I

The literature contains a relatively small number of empirical studies which have tried to relate
the new theoretical concepts to inter-firm or inter-industry differences in capital structures.12 This
empirical research is by and large confined to the United States and a few advanced countries, anut as
noted earlier, there is very little work on corporate financial patterns for developing countries. In trying
to explain corporate debt/equity choice, the empirical studies emphasize the role of variables such as
product characteristics, capital intensity, size, the degree of preponderance of tangible assets to intangible
assets in the firm's balance sheet, profitability, volatility of income, rate of growth of firm's tangible
assets and tax considerations.13

The theory of corporate finance so far has very little to say directly on inter-ountry differences
in corporate financing patterns: why for example corporations in some counties use more debt than
equity. However, one can draw indirect implications from the various conceptual approaches comprising
the theory. At the simplest level the theory suggests that inter-country variations in corporate financial
structures should depend on differences in taxation regimes, transaction costs and in general on the
institutional arrangements prevailing in different countries which either mitigate or exacebate various
kinds of market imperfections fmcluding for example the nature and incidence of asymmetric
information). Mayer (1990) has attempted to explain inter-country variations in corporate capital
structures and financing patterns among advanced countries in terms of these altenative corporate finance
models. He concludes that except for the control models,14 the relevant implications of the other models
do not accord with the pattern of results he finds. (The latter are reported in the next section).

0 HRaris anod Raviv (1991) in their excellent recent review article examined nearly ISO maiy theodical 
papers which have been published on this subject during the 1980s alone This number excludes not aonly
largely empirical contnbutions but also those relating to theones of taxation. Other usefid reviews of
various aspects of the liteature are provided in Taggart (1986), Maslis (1988), and Miller (1988).

" This claim has however been denied by Brenan and Kiaus (1987) and Noe (1988). On this issue soe lIso
Krasker (1986); Naryran (1988); Fazzri et al (1988); and Myers and Majhuf (1985).

12 See Long and Malitz (1985); Titman and Weases (1988); WilLiamson (1988), among othes

3 For a summay of the variables which may affect the debtlequity choice- for firms, soe Deminrgc-Kunt
(1993).

14 'Control' models suggest that, that capital structure of the firm is optimal at which control, if necessay,
can easily be transferred from the firm's management to its creditors. These models stress the relationsip
beween optimal governance ules for the firm and its capital structure. See furtber Aghion and Bolto
(1992) and Dewatripont and Timle (1993).
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m. Corporate Fmancial Patterns in Advanced Countries: Stylized Facts

In seminal contributions, Mayer (1988, 1990) has investigated on a comparable basis corporate
financing patterns for the period 1970 to 1985 for a range of industrial countries. His analysis is mainly
based on the flow of funds accounts and covers the following economies - the United States, the United
Kingdom, Japan, West Germany, France, Italy, Canada and Finland. This work provides a usefid
benchmark for putting into perspective the conclusions from the present exercise on corporate financial
structures and patterns in developing countries. On the basis of his analysis (see Table A-1), Mayer
suggests the following ten stylized facts about corporate finance in industrial countries.

1. Retentions are the dominant source of firnince in all countries.

2. There are some marked variations in self-financing ratios among countries. These ratios are
greater in the Anglo-Saxon countries than elsewhere.

3. Corporations do not raise a substantial amount of finance from the stock market in any country.

4. Banks are the dominant source of external finance in all countries.

5. Bank finance is particularly pronounced in France, Italy and Japan. It represents a surpisingly
small proportion of German corporate financing.

6. United Kingdom investment has been consistently financed frcm retentions (91 percent on
average). Bank finance has contributed dose to zero (3 percent on average) on a net basis.

7. TIere is a strong inverse relation between the proportion of expenditure financed from retentios
and bank credit.

8. Securities markets have declined in significance as sources of finance for British ndustry. Trade
credit increased in importance at the end of the 1960s and early 1970s.

9. Small and medium sized firms are considerably more reliant on external finance ta large fims.
A smaller proportion of small - than large - company finance comes from securities markets.

10. Bank (and short-term) finance accounts ior approximately two-thirds of United Kingdom
companies' total debt but more than five-sixths of small companies' total debt.

These stylized facts about corporate financial patterns in advanced countries are widely accepted
and are particularly influential in relation to current theoretical wort Leading theorists [see for example
Stiglitz (1992), Hellwig (1992)] use them as points of departure for their analysis. It is important to
emphasize however that the generalizations (1-5) about finaing proportions are based on flow of finds
accounts; tde others (i.e., 6-10), employ accounting data. Nevertheless, Mayer (1990) has also carded
out the financing proportions exercise using OECD corporate accounting data for Finland (197584),
France (1976-84), Japan (1972-84) and the United States (1970-85). He reports tat the average financing
ratios 'looks similar for the two sources of data".
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IV. The Sample Frame, the Date, the Variables and the
Robustness of Singk and Hamid Results

Sample Selecaon

As noted in the Introduction, the analysis of Singh and Hamid has been extended in the present
exercise in a number of directions, including most importantly, the increase in corporate sample sizes.
Wherever possible the sample sizes were increased from the top fifty listed manuacturing corporations
to the top hundred. This was however not feasible for some countries, either because the number of
manufacturing corporations listed on the stick market in these countries was less than a hundred, or
because the necessary accounting data was not avalable for a sufficient run of years. It should be borne
in mind that the firms included in the samples are the largest companies which continued to be listed
throughout the whole period, normally 1980-90.

The large third world corporations, as emphasized in Section HI, are playing a central role in the
modernization and industrialization of semi-industrial economies. They are particularly significant in
relation to the acquisition and adaptation of foreign technology in late industrialization, (Amsden and
Hlkino, 1994; Amsden, 1989). However, because of the 'group" nature of the large tiird world firms,
it is difficult to obtain accurate quantitative information about their overaUl economic significance or
economic power. Comparable international data on aggregate industrial concentaion in developing
countries is very hard to come by. Nevertheless, for Republic of Korea, Amsden (1989) estimates that
in the early 1980s the top ten business groups (chaebols) accounted for 30 percent of the manfcturing
value added and the top thirty, over 40 percent. Castaneda (1982) simflarly suggests that the hundred
largest Mexican finms in 1981 accounted for 59 percent of GNP and 73 percent of capital in that country.
Cordero, Santin and Tirado (1983) estimate that the top fifty Meaican groups controlled over seven
hundred companies in the early 1980s, nearly four hundred and fifty of which were in industry.
Similarly, for Argentina, Sguiglia (1988) reports that in 1986, the top fifty business groups represented
22 percent of firms quoted on the Buenos Aires stock excbr-r,e and were among the top five producers
in thirty industries.

An important implication of the overall economic predominance of the large third world firms
is that the individual industry concentration ratios in semi-industrial countries also tend to be very high.
The four firm concentration ratios in the manufacuring sector in Argentina (1984) was 43 percent; in
Brazil (1980) 51 percent; in India (1984) 46 percent; Mexico (1980) 48 percent; Pakistan (1985) 68
percent Turkey (1976) 67 percent. The comparable ratio for the United States for 1972 is 40 percent.'

Table B-O provides a very rough guide to the economic significance of the giant corporations
which are included in the samples for each of the ten countries in this study. The table presents the total
aim of all corporations included in the country sample as a percentage of manufacuring value added in
the economy as a whole and of GDP. These are by no means ideal measures, but do provide an
indication of the economic power of the sample corporations. In one important respect these numbers
understate the degree of aggregate concentration. For each country, the sample consists of top companies
listed on the stock markets. However, in some countries, for example in Republic of Korea and MIdia,

5 The source of these data is World Bank (1993).
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some business groups have more than one company listed on the stock market. In our data, these will
be treated as independent companies.

Data and Variables

Essentially the same sources of data and mosdy the same variables are being used in this study
as in Singh and Hamid. As explained in Singh and Hamid, in analyzing corporate financial structures,
two different kinds of data can be used: (a) flow of funds data for the non-financial corporate sector as
a whole; and (b) corporate accounting data for individual corporations. Each of these sources of data
have their strengths and weaknesses.16 However, the focus of the present research project is not simply
on broad aggregate analysis of corporate financing patterns for the non-financial corporate sector as a
whole or on the financial structure of the "representative firm' in that sector. Rather, recognizing the
wide heterogeneity of corporations, our purpose here is to analyze the financial characteristics of
individual corporations and to examine the inter-corporate variations in these characteristics. Such an
analysis necessarily has to be based on corporate accounting data for individual firms.

Ihe statistical exercises in the following sections are based on the following four groups of
variables, calculated for each corporation for each country during the 1980s.

A. Firm Size indicated either by "Net-Assets" or Sales) and Measures of
Corporate Performance (Pre and Post-tax Profitability and Growth).

B. Financing of Corporate Growth: Retention Ratio and ilternal (Retained Profits) and
External Fmancing (Debt or Equity) of Growth.

C. Corporate Capital Strucures: Stock and Flow Measures of Gearing.

D. Stock Market Valuation and Dividend Return.

For each of the variables, both short-term (averaged over the last two years of the period) and
long-term (averaged over the whole of the period) values, as well as changes in these values from the
beginning to the end of the period, were calculated. There were normally 52 indicators for each
corporation.

As a full discussion of the motivation for these variables is provided in Singh and Hamid it is not
necessary to repeat it here. The precise definitions of the variables is given in Appendix E.

Assessing the Robustness of the Singh and Hamid Results

As mentioned in the Introduction a central object of the present paper is to test the robustness of
Singh and Hamid results. This basically involves four kinds of analyses.

(a) Examining the effect of larger corporate samples on the results.

See Singh and Hamid (1992, Chapter U; Mayer (1990, Appendix A).
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(b) Analyzing dte effects of the inherent limitations of accounting data used here,
particularly during periods of inflation, on the pattern of results.

(c) Assessing the effects of the limitations of the definition of equity financing used
in Singh and Hamid.

(d) A more careful comparison of the results obtained for the industrializing
countries with those for the advanced economies.

This paper focuses on (a) and (d); issues in (b) and (c) are the subjects of another Working Paper.
(See Appendix A). Nevertheless, for the sake of completeness, brief remarks on (b) and (c) are provided
here in Appendix G.
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V. Corporate Fiancing Patterns in Industrializing Economies:
Introduction to the Empirical Analysis

To introduce the data and the empirical analysis, Tables B-1 to B-4 provide for one country,
India, quartile distributions of a small selection of variables from each of the four groups A-D outlined
in Section IV. Table B-1 reports on the size and performance of the hundred largest Indian corporations
during the period 1980-90. Firm size is measured here by the value, in local currency, of the firm's net
assets, i.e., total assets minus current liabilities. Column I shows, as one would expect, a highly skewed
size distribution of firms. Although the sample consists of the largest listed corporations, the range of
variation in the top hundred is huige. The biggest corporation in the sample is more than one hundred
times as large as the smallest.

Corporate growth is measured here either by the rate of growth of net assets or sales, normally
over the period 1980-90. Column 3 indicates that the median corporation recorded a growth in sales of
16 percent per annum during the last decade. As the average rate of inflation during this decade was
about 8 percent per annum, the average growth rate of the top Indian manufacturing corporations even
in real terms, at i percent per annum, was quite fast. However, these growth rates display wide inter-
firm dispersion, with the highest growth rate being almost eight times the value of the first quartile. The
post-tax rate of return on net worth for the median Indian corporation during the 1980s was an average
16 percent per annum. Although, the inter-firm dispersion in post-tx profitability is not as large as that
in the growth of corporate sales, or net assets, it is still considerable. The last codumn provides
information on the time variability of the rates of return for the sample corporations during the 1980s.

Table B-2 presents data on the financing of corporate growth. The average Indian firm retained
about two-thirds of its after-tax profits in the business and distributed the rest. The "mean" corporation
fnanced the growth of its net assets between 1980 and 1990 in the following proportions: a little over
40 percent from interal sources, i.e., retained profits; a little under 20 percent from the issue of new
equity shares and about 40 percent from long-term debt and other long-term liabilities. Although the
proportions are much the same for the median corporation, the accounting identity, that the internal and
external financing ratios add up to one, holds only for the (arithmetic) mean corporation.

Comparing these financing proportions for the average large Indian corporation with those for
advanced countries presented earlier in Table A-1 based on Mayer's (1990) flow of funds analysis
suggests that the large Indian corporations rely to a much smaller degree on internal sources than the
typical Anglo-Saxon corporation. With respect to external sources, the Indian corporations use much
more debt than equity. But even at 20 percent or so, the average large Indian corporation's use of
external equity finance is considerably greater than that of advanced country corporations.

Thus, at least in relation to the Indian firms, the central conclusions of the Singh and Hamid study
with respect to financing of corporate growth are not affected by the enlargement of the sample size from
the top fifty to the top hundred corporations. The corresponding financing proportions for the mean
Indian corporation in the IM fiMt were: 34.9 percent for internal finance, 14 percent for extenal equity
finance and 51 percent for long-term debt. [Singh and Hamid, 1992, Table M.10]

Similarly in Table B-3, which reports on the stock and flow measures of gearing, the results for
the average corporation in the top hundred are not all that much different from those for the average
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corporation in the top fifty. For instance, Singh and Hamid reported the debt/equity ratio of the mean
corporation in the top fifty to be 74.4 percent ; the corresponding figure for the top hundred in Table B-3
is 71.7 percent; the respective medians are 46.1 percent and 54.2 percent. In the same way the results
reported on the stock market variables - the long-tern valuation ratio and the long-term pricelearnings
ratio - are much the same as those found in Singh and Hamid for the smaller corporate sample.

Table B-5 presents summary measures of skewness for a selection of variables for different
oDuntries, and for all countries together.17 The results indicate, as one would expect, a considerably
greater degree of skewness for the size variables than for most others except the time variability of the
rates of return. In general comparing these results with those of the distributions of corporate variables
in advanced countries suggests the former to be closer to normal distributions compared with the latter.
(See Whittington, 1980 and Kumar, 1984 for summary measures of skewness for some similar corporate
variables for the United Kingdom).

Lastly, this introduction to the data presents time series for a selection of variables for the Indian
corporations (Table B-6). This is simply another way of organizing the basic panel data information
which we have collected for developing country corporations: the time series information in this table
complements the cross section results presented in Tables B-1 to B4. Table B-6 indicates generlly
falling rates of return for the Indian corporations in the second half of the 1980s compared with the first
half of the decade. Similarly it would appear that the large Indian corporations issued more debt as the
decade progressed -the debt to net asset ratios in the second half of the 1980s are markedly greater than
those in the first half. The last column of the table brings out the remarkable stability of the average
dividend return between 1982 and 1991.

17 Skewness is defined as follows in terms of the third moment about the meow E((X - X)Is)a whrer X
denotes the variable, X the mean, s standard deviation and n the number of obsevations. The measure
is zero when the distribution is bell-shaped. A positive value indicates that the obsevations ae clutered
more to the left of the mean with most of the extreme values to the righL
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VI. Corporate Financing Patterns and Capital Structures in Industrializing
Economies: An International Comparison

How do the characteristics of the large Indian corporations compare with those of their
counterparts in other sample countries? Some important features of the comparative financial structures
in developing countries emerge from a simple visual examination of the univariate distributions of a few
of the main variables for the sample firms. Graphs B-1 to B-2 portray such distributions for three
countriesb India, Republic of Korea and Malaysia for a small number of variables. Broadly speaking,
the graphs indicate similar shapes of distributions although the scales of the variables are different
between countries. The graphs also suggest reasonably well behaved distributions of corporate
characteristics for developing country corporations." Moreover, these distributions exhibit much the
same kinds of regularities as you find in the corresponding data for advanced countries. On the face of
it, this is surprising since the economic environment in which the developing country corporations operate
varies greatly between the developing countries thiemselves, let alone between the developed and the
developing countries. The economic explanation for this phenomenon must lie in the operation of market
forces which desp,;e the huge inter-country differences in tax structures, the political nature of the
regimes, government policies, etc. manage to impose a certain order on the behavior of these corporate
entities.

instead of the entire distributions, Tables C-1 to C-3 provide in a summary form an international
comparison of the corporate characteristics in the ten industrializing countries examined here. These
tables report only die median values of the main variables for each country.' The variables are the
same as those presented in Tables B-1 to B4.

Columns 2 - 4 in Table C-1 give memoranda information. The second column reports on the
number of sample corporations for each country and the time period for which we have the data
available. In order to put into perspective the inter-country differences in corporate characteristics,
columns 3 and 4 respectively provide for each country data on the average annual rates of inflation and
real GDP growth over the relevant time period. The average annual real rate of growth of corporate
sales (for all countries other than Brazil,2 measured as the difference between the sales growth given
in column 6 and the country's rate of inflation in column 3) for the top listed firms in these countries
range between -7.8 percent per annum in Brazil to 16.3 percent per annum in Thailand. Column 8 shows
impressive rates of growth for a number of other Asian countries as well compared with the Mexican or
Brazilian corporations whose sales in real terms in the 1980s were either stagnant or declining. There

' One reason that these distributions are well behaved is that in accord with the standard prctice in this type
of analysis for advanced country corporations, extreme values of the variables are constrained. This
becomes necessary when the denominator of a ratio is nearly zero; the value of the ratio then tends towards
infinity. Unconstrained observations of this kind produce nonsense results from n economic point ofview.
Foster, (1986). However the constaints used in the present exercise are exactly the same as those
employed by Singh and Whittington (1968) in their analysis of UK corporations.

" The conewponding Tables C-4 to C(6 for the means are given in the Appendix. The tables also provide
- standard deviations.

2) For Brazil the corporate sales data is already inflation - adjusted.
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is in general, as one would expect, a positive correlation between the growth of GDP of a country and
that of the sales of its top corporations. For most countries corporate sales expanded at a faster rate than
the GDP which suggests an increase in the large corporations' share of overall economic activity.

Inter-country differences in corporate post-tax profitability on net worth range from 6 percent per
annum in Brazil to 26.6 percent per annum in Turkey. The last column in Table C-1 shows that the
index of time variability in the rates of profit during the 1980s was greatest in Jordan - a country with
low GDP growth and moderate inflation. However in general there would appear to be a mildly positive
correlation between this index and the country's rate of inflation.

The international comparative analysis of the financing of growth variables is reported in Table
C-2. The first column in Table C-2 indicates that for all countries together, the median developing
country corporation retains nearly two-thirds of all its profits. However, inter-country dispersion in the
average retention ratios is quite wide - the range is from a little less than 40 percent in Turkey to nearly
100 percent in Brazil. In five of the ten sample countries, the typical top developing country corporation
retains over 60 percent of its profits.

The developing country results may be compared with those for the United Kingdom where
information on this variable, based on accounting data and using exacdy the same definition, is available.
Kumar's 1984 figures for the United Kingdom show that the average retention ratio in that country has
varied considerably over time. For the 76 largest quoted firms (each with net assets of greater than
32,000,000) on the United Kingdom stock market in 1966, the average retention ratio during the period
1966-71 was 41.6 percent. The corresponding ratio for 116 largest firms in the period 1972-76 was 65.4
percent. For an earlier period 1954-60, Singh and Whittington (1968) reported the average retention ratio
for the largest quoted firms in their sample (each with net assets of greater than £4,000,000 at the
beginning of the period) to be 60.4 percent.

The next part of Table C-2 indicates that the central Singh and Hamid results with respect to the
fmancing of corporate growth variables are sustained by the larger samples used in the present study.
Column 3 confirms that the top developing country corporations finance a relatively small proportion of
their growth from internal sources. The median Korean corporation in the top hundred financed only a
little over 15 percent of its long-term growth of net assets from internal sources during the 1980s. The
corresponding figure for the median top 'Thai corporation was a little less than 15 percent, for the
Mexican 23 percent, for the Turkish 13.4 percent and for the Malaysian a litde less than 30 percent.
Compared with the internal financing proportions for advanced countries reported by Mayer in Table A-I,,
these would appear to be very low figures indeed.

Similarly, the data in column 4 of Tables C-2 confirm the other chief Singh and Hamid finding
concerning the large use of equity finance by developing country corporations to finance their growth.
For all countries together, the median top developing country corporation financed more than 40 percent
of its growth from new share issues. For six of the nine countries in the sample for which the relevant
data is available, equity finance accounted for more than 35 percent of the growth of their biggest
corporations. Even though for reasons mentioned in Appendix H, the equity financing proportion for

23 Forthcoming Worldng Papers [see Appendix A] on Ihis phase of the project will report an the extent to
which these inter-couatries differences in the rates of retum could be ascribed to variations in accounting
conventions, tax rates and the impact of inflation on the underlying ac ounting data.
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some countries may be overstated to a greater or smaller degree (for example Turkey), these figures are
orders of magnitude higher than indicated by the stylized facts for corporate growth in advanced countries
outlined earlier.

Table C-3 reports wide variations in the gearing ratios for the developing country corporations.
The debt to net assets ratio varies from less than 10 percent in Brazil to nearly 40 percent in Republic
of Korea, and to over 55 percent in Thailand. The median ratio for all sample countries together is less
than 20 percent. The top corporations in five of the ten sample countries had a debt to net assets ratio
of around 10 percent in the 1980s. Kumar (1984) reports that the corresponding ratio for the largest
quoted firms in the United Kingdom during 1966-71 averaged 25.8 percent, and during 1972-76 averaged
21.6 percent. Thus the suggestion that the developing country corporadons are more highly geared than
those in advanced countries is not in general sustained by the data.

The average long-term price-earnings ratios for countries in the sample for which the relevant
data is available range from 3.7 in Zimbabwe to nearly 25 in Malaysia. These long-term averages
conceal the fact that many of these countries, have been experiencing stock market booms in recent years.
Thus the end of the period PE ratios are much larger than those given in column 6 of Table C-3. This
issue will be discussed further in Section IX below.
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VIL Corporate Financial Structures and Financing Patterns in Developing
and Developed Countries: A Comparative Analysis

As mentioned in the Introduction, an important purpose of this paper is to compare more
systematically the patterns and structures of corporate finance we have found in the developing countries
with those for the advanced economies. Singh and Hamid (1992) compared their findings with those of
Mayer (1990) for the advanced countries; the latter were oudined in Section IH. Such a comparison is
however rather crude: it is clearly subject to a number of difficulties.

(i) Mayer's analysis for the advanced countries is based on aggregate flow-of-funds
statistics. Our investigation here on the other hand uses entirely accLounting and
stock market data for individual corporations. Mayer, as noted in Secdon IH,
does, however, suggest that the financing patterns he found for industrial
countries on the basis of flow-of-funds data are not much altered if accounffing
data is used instead.

fii) The flow-of-funds figures used in Mayer's work encompasses the entire non-
financial corporate sector. In contrast the data for the industrizing economies
employed in the present exercise pertins only to the largest manuf ig
companies quoted on the stock markets. It could therefore be argued that we
were bound to find a greater degree of equity financing for the LDC corporations
since these are being compared with the whole of the non-financial corporate
sector in the advanced oDuntries. Most corporations included in the latter will
be small and unlisted and unlike the large LDC corporations, will not therefore
have a ready access to the equity markets. However, it is worth noting that the
small advanced country corporations are unlikely to have access to the debt
market either.

(iii) The definitions of variables used in Mayer's research are rather different than in
the present work. Specifically, his internal financing variable includes
depreciation in addition to retained profits. These are then expressed as a
proportion of capital expenditures and stock building to indicate what Mayer calls
'net financing" of non-financial enterprises.?2 Owing to the non-availability of
depreciation figures in the corporate accounting data for some of the sample
countries, the corresponding variable examined in this study is the financing of
the "growth of net assets", net of depreciation, i.e., depreciation is netted out on
both the sources and uses sides.

The obvious answer to the foregoing problems is to compare the developing country results with
those for the top hundred listed corporations in the advanced economies, using similar accounting
information and variables for the same time periods Ci.e., the 1980s). In the absence of precisely
comparable studies of that kind for the advanced country corporations for the last decade, Table E-1
analyses the OECD aggregate accounting data for about a thousand "large" United Kingdom

Mayer's wnet financing", despite its name, indicates fiancing of gross physical assets and stocks, am
of depreciation.
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manufacturing corporations quoted on the stock market for the period 1980-90. The data underlying this
aggregation are the company accounts of individual frnm.2

Table E-1 uses the same definidons of variables as in our previous analysis for the developing
countries. Columns 2 and 3 show that the rate of growth of net assets and sales of the average United
Kingdom quoted manufacturing corporation during the 1980s was 12.6 percent and 8.3 percent
respectively. The next column indicates that the pre-tax rate of reurn on net assets for the sample
corporations rose from a little over 12 percent in 1981 to nearly 24 percent in 1986. However, in
addition to this near doubling in pre-tax profitability over this short five year time span, the government's
tax concessions to the corporate sector meant that in after-tax terms, the proportionate increase in the rate
of return was even greater; the latter rose from 7.8 percent to 17.6 percent over the same period (column
4). Both columns 3 and 4 show a steady upward movement in the rates of profit until 1989 and then a
fall in 1990 as the economy moves into a recession.

The next four columns present the results for the financing of growth variables. Column S
indicates that the average retenion ratio for the typical British quoted manuf ng company during the
decade was about 55 percent. More significantly, the next column shows that the average company
financed only 56.7 percent of its growth of net assets from internal sources in the period 1980-90. The
remainder came from external sources - 16.6 percent from equity and 26.6 percent from long-term debt.
There is considerable year to year fluctuation in the financing proportions, but column 8 indicates a much
greater recourse to debt finance in the second half of the decade. Similarly the next column suggests a
much greater level of gearing Jong-term debt to net assets ratio) for the average United Kingdom
manufacturing company during 1986-90 compared with 1980-85. It is significant that the first hee years
(1986-8) of the second sub-period coincide with the huge increase in takeover activity in the United
Kingdom, a great deal of which was debt financed. [See further Cosh, Hughes, Lee and Singh, 1989;
Cosh, Hughes and Singh 1990].

The financing proportions in Table E-1 are clearly rather different from those suggested by Mayer
(1990), who found that over the period 1970-85, the non-financial enterprises in the United Kingdom
financed 102.4 percent of their capital expenditure and stock building from retentions (mcluding
depreciation); that the new share issues made a net negative contnbution of -3.3 percent, whilst the
contribution of long-term loans was positive, but only 7.6 percent.

There are a number of reasons for these differences, some of which have been alluded tD
earlier? However, the central point is that Mayer's analysis excludes intra-corporate sector

D Udike the data for the developing country corporations used in this esearch, wlich peins to firms that
continued in existence throughout the relevant time perod, the number of cmpanies in the aggegation
underlying Table E-1 Ructuae from year to year as some compnes disapea from the list and oalbei
cnter the popuation. In othr words, the data does not refer to a set of continuing companies This will
bias the results reported in Table E-1 to some degree, but the direcfion of the bias is difficult to judge.

24 A pat of the differnnce could indeed be due to the inclusion of depreciaton in interal sources in Mayer's
data. However, since depreciaion is excluded from both the numerator and the denominator in the intenal
finacing ratio used in the analysis of Table E-1, this is unlkely to expain the observed re differnce
in the reuts. Similaly, the sample periods in the two investigations are differet. Moreover, Table E-1
pertains to the thousand or so large quoted UK manufactuig companies, whilt Mayer's Table A-1 is
based oan the flow-of-fands accoumts of the mno-financid sector as a whole. These fictors, however, are
unliely to explain more than a small part of the differences in rests.
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transactions. He is asking a somewhat different question than the one which is the focus of our
investigation here. Mayer's question is: how does the non-financial corporate sector as a whole, or the
"representative" firm in that sector finance its growth? In this approach intra-corporate transactions are
eliminated, and "external finance" means funds from outside the corporate sector, e.g., the household
sector or the financial sector.

In the analysis reported in this paper, the perspective is rather different. We are lookiog at the
issue not from the standpoint of the company sector as a whole, but that of an individual firm. Thus
when a firm takes over another company, say by share-exchange, in our analysis, this counts as external
financing of growth by a new share issue. The economic rationale for this procedure is that from the
perspective of an individual firm which wishes to invest, takeovers represent simply an alternative form
of investment. Instead of buying new capital and equipment, the company buys instead existing assets
of another company by acquiring it. In such acquisitions - when (for illustrative purposes) a company
A takes over all the assets of company B by share exchange - there is no inflow of funds from other
sectors, but only a re-allocation among managements of control over existing assets. For the specific
question which Mayer is asking such transactions are netted out whilst in our analysis, they are not.

There is evidence that from the perspective of the individual firm adopted here, the incidence of
takeover activity greatly influences the pattern of financing of corporate growth in the United Kingdom
economy. In this context Meeks and Whittington's (1975) analysis of the financing of the large quoted
companies in the United Kingdom between 1948 and 1969 is relevant and instructive. They use
accounting data and much the same kind of variables as used in the present research. Their results are
presented in Table E-2.

The table provides an analysis of the financing of corporate growth in the United Kingdom for
two sets of populations of firms (the 'Giants' and the "Rest"), and for two time periods 1948-69 and
1964-69 respectively. The "Giants" are the 58 companies which were among the 100 largest quoted
companies at the beginning of the period and survived from 1948-69, and the corresponding 75 surviving
companies for the pvriod 1964-69. The "Rest" are the remaining 900 or so quoted companies on the
United Kingdom stock markets which continued to be in existence throughout the relevant period. An
important feature of the shorter sub-period 1964-69 was that it was characterized by very high takeover
activity on the United Kingdom stock markets especially compared with the earlier period.2?

Contrary to the pervasive view that large companies finance their growth mostly from internal
sources, Table E-2 brings out the striking fact that during 1964-69, the "Giants" typically financed almost
two-thirds of their growth by new issues.'M The capital market accounted for more than half (56
percent) of the growth of even the "Rest". The table also reveals the importance of takeover activity for
this much greater recourse to the capital market for United Kingdom quoted companies during this period

25 In the post-war period in the UK economy there have been two periods of exceptional takover activity
1968-72 and 1986-88. For a fuller analysis of the relative incidence of takeover during differt periods,
and the reasons for these takeovers, see Hughes and Singh (1980); Cosh, Hughes, Lee and Singh (1989)
and Cosh, Hughes and Singh (1990).

2 As Table E-2 shows tlhe average rate of growth of net assets for 1964-69 for the 'Giants* was 10.2 percent
p.s. Stock maket issues for cash and those in exchange for subsidiaries, together accounted for 6.6
percentage points which is almost 66 percent of the total grwth of 10.2 percentage points.
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compared with the earlier period. The Meeks and Whiuington analysis shows that durig 1964-69, more
than half the externd funds were raised in the course of share exchanges on the acquisition of new
subsidiaries. The two authors observe: "The increased importance of extra finance as it is defined
here does not therefbre necessarily mean that the company sector was increasing its reliance on funds
from other sectors: the major role of this external finance was in re-allocating control over existing assets
among companies, not producing growth of the assets of the company sector." (p. 832)

Kumar (1984) reports similar results for the United Kingdom quoted companies for the three
periods 1960-65, 1966-71 and 1972-76. His sample consisted of nearly a thousand United Kingdom
quoted manufactring companies in the Cambridge data bank which continued in existence throughout
the relevant time period. Kumar's results also show that the degree of extenal financing of the United
Kingdom quoted corporations has varied considerably over time. These firms financed nearly 60 percent
of their growth of net assets from external sources during the period of high takeover actvity 1966-71,
and less than 20 percent in the time waan 1972-76 when tih incidence of Ikexe activity mas relatively
low n

If the United Kingdom results for the financing of corporate growth hold for other advanced
countres like the United States (which they are most likely to in view of the broadly similar nature of
the market for corporate control in the two countries)' where does it leave one of the important Singh
and Hamid conclusions. Singh and Hamid's analysis suggested that developing country corporations rely
more (a) on external finance and (b) on equity finance than corporations in the Anglo-Saxon countries.?
this conclusion was based on a straight forward comparison with Mayer's results for the advanced
countries. However as we have seen, a more systematic comparison with corporate financing patterns
in advanced countries such as the United Kingdom cannot sustain that conclusion in its original form.
The conclusion needs to be qualified in the following important ways:

tQ) The top listed developing oDuntries corporations do in general rely to a much greater
extent on external sources of funds to finance their growth of net assets than simiLar
corporations in the Anglo-Saxon countries, except during periods of very higb tkwver
activity.

' Kumar notes that the figure for exeral financing for 197241976 were also low in par becse of an
acceleion in the rate of inflation. This resuted in an increae in stock appeciation in corporte
accun, which in tumr led to greater accounting profits and, hence, grter grwth by rettons.
Moreover, there is evidence that [Ins during dis period sbifted to short term debt which is not included
in Kumr's measure of long term external finance. See also Flemmng, Price and Byers (1976).

There are important differences between the US and the UK on the one hand and counties like Jaan and
West Germany on the other in rlation to the fimctiong of the market for corporate control. ln the later
two countries, there are few, if any, hostile takeovers and the makt for coporate contol in the Anglo-
Saxon sense does not realy exist. See further Singh (1992a, 1992b); Odagiri and Hess (1989); Frnk and
Mayer (1990); Cash, Hughes and Singh (1990).

' Singh and Hamid [1992] concluded that differences in this respect were most markd betwe the
developing contries corporations and their Anglo-Saxon count rts However, based on Mayees rsts
in Table A-1, they noted that even in relation to corportions in thenon Anglo-Saxon countries (eg. Japan
and West Germany) these differences were significant
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(ii) Recourse to external finance, and particularly to new share issues by corporations in the
Anglo-Saxon countries, is as we have seen, closely connected with the exdhangeof shares
in takeover activity. However, so far, there is relatively little takeover activity in the
sample developing countries. There is certainly very little of the ldnd associated with the
market for corporate control whicb characterizes the Anglo-Saxon economies. Mhi
means that in the industrializing countries, new shares are generally issued to finance the
creation of new corporate assets rather than simply being a vehicle for the reallocaton
of existing assets.

Thus, the conclusion with respect to the comparative patterns of the financing of corporate growth
in the industrializing and the Anglo-Saxon economies is somewhat more complex than that put forward
in Singh and Hamid. Nevertheless, the significant point to emphasize is that leaving aside the question
of any comparison with industrial countries, in absolute terms, the degree of ex al financing, as well
as equity financing for the top developing countries corporations is very high. This in itself is an
extremely important phenomenon in its own right, both analytically and from a policy perspective. For
reasons outlined earlier, this empirical finding runs contrary to what economic theory would suggest
These issues will be examined further in Section IX.

N Ths point is discussed further in Section IX below.
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Vm. Size and Other Variables: Preliminary
Correlation Analysis

Although the main purpose of the present paper is to assess the robustness of the Singh and
Hamid results and establish certain stylized facts about the broad patterns of corporate finance in
developing countries, it may nevertheless, be of interest to look at some preliminary, first brush results
of the relationship between size and other variables in our corporate samples for developing countries.
Goldsmith (1958) in his classic study of financing of corporate growth in the United States found that in
the period 1946-52 the large corporations tended to finance a greater proportion of their growth from
retentions and equities than the smaller firms; the latter relied relatively much more on bank finance and
trade credit. Singh and Whittington's (1968) study of United Kingdom quoted companies over the period
1948 to 1960, however concluded that in geneal there was no relationship between size and any of the
other corporate characteristics.

Subsequendy, Kumar's (1984) analysis of the large United Kingdom quoted companies for a later
period (1972-76) found a systematic positive relationship between size and long-term debt to net assets
ratios of firms. During this period, the average gearing ratio of the largest United Kingdom firms (those
with assets greater han £32 million at the beginning of the period) was tihree times as large as that for
the firms in the smallest size class (firms with assets of less than £;2 million). Kumar, however, did not
find any relationship between size and the proportion of profits retained by firms. In contrast, Fazzari,
Hubbard and Peterson's (1988) cxamination of United States corporate investment revealed a clear
negative relationship between these two variables.

One immediate difficulty with examining the relationship between size and other variables in the
present study is that our samples consist of the largest quoted firms in each country. However, as seen
earlier, the samples typically display enormous variation in size - for example, as noted in Secdon V the
smallest Indian company in the sample is less than a hundredth the size of the largest fim It m-t be
stressed that the results reported in this section are preliminary, indeed primitive, being based on simple
correlations between variables. More refined results, involving econometric analysis and well specified
hypotheses will be reported in subsequent Working Papers, described in Appendix A. Nevertheless even
these preliminary results point towards certain inter-country patterns which are rF interest. Moreover,
a discussion of these results brings out certain general issues with respect to the interpreion of the
statistical analysis of the data used in this study - specifically the question of sample selection, and that
of the aggregation of corporate samples from different countries.

The results are reported in Tables F-l and G-1. Table F-1 provides the correlation matrix
between opening size (as measured by the value of net assets at the beginning of the period) and a
selection of other variables for each of the ten countries separately. The table does not report results for
all countries together LAnce size in our corporate samples is measured in terms of local currency, which
makes the intercountry variation in this variable quite arbitrary. The correlation coefficients will not
therefore be very meaningfil for the aggregation of all countries.

Table G-1, however, does provide information on the relationship between size and the other
variables for all countries together. The table reports median values of other variables for each quartile
of firms ranked by opening size. Since in this table size is measured in terms of its rank order rather

22



than the absolute nominaL value of net assets, it is legitimate to pool all countries together.3? Compared
with Table F-1, Table G-1 examines the relationship between size and other variables at a more
disaggregated level. Moreover, from a statistical point of view, the latter table has the advantage of being
based entirely on ordered, non-parametric statistics; the significance tests therefore do not make any
restrictie assumptions with respect to the distributions of the variables.

The first impression from the results reported in Table F-I is that there is little relationship
between size and any of the other variables. Most of the correlation coefficients are very small and few
are statistically significant If this were valid, this would indeed be a powerfil condusion from an
economic point of view. ft would also accord with the Singh and Whittington results with respect to the
United Kingdom quoted companies that size is more or less independent of other corporae charaeiscs.

Such an interpretation of the information contained in Table F-1 will, however, be too hasty.
This is for two reasons: first, it ignores the evidence provided by the intercountry pattern of correations
in Table F-1 itself. Secondly, it does not take into account the results from the aggregation of all
countries together in Table G-1. It is necessary to examine evidence both from individual country reslts
as well as that from annroPriately pooled data for all countries together. The statstical insignificance of
the coefficients for individual countries could be due to the relatively small size of the corporate samples;
pooled data with greater number of observations permits much more accurate esmation of the population
statistics.?

To illustrate, consider the relationship between size and the growth of net assets of firms in Table
F-1. Although none of the correlation coefficients are statistically significat, it is stiking hat for each
of the ten individual countries, they are negativeIn view of the fact that these are countries at very
different levels of development of industry and capital markets, and generally follow rather differt
economic policies it is surprising that the large firms in the corporate samples in each couaa should
grow more slowly than the smaller ones. Be that as it may, the evidence from pooled data for all
countries together in Table G-1 suggests that the negative relationship between size and net asset growth,
although not uniform and systematic, is nevertheless statistically highly significant For all countries
together, the table shows that the largest quartile of firms ranked by opening size experienced a far slower
growth of net assets compared with the bottom 75 percent

It is interesting that the relationship between size and the alternative measure of growth, i.e., sales
growth, is not as consistent as that between size and net assets growth. Table F-1 shows that although
size and sales growth are negatively related in the majority of the countries, in four out of ten cases the
relationship between the variables is positive. Nevertheless, takng into account the results both in Table
F-1 and Table G-1 (as well as the corresponding individual country Tables G-2 to G-11), the overall
evidence does suggest on the whole a negative relationship between opening net assets and sales growth.
The evidence also indicates that this relationship is not as reliable as that between size and net assets
growth.

'I The corresponding Tables G-2 to 0-li for the sample individual countries are not reported hee forreasons
of space. Interested readers may obtain these by application to the author.

3 In the economic interpretation of the results from this type of analysis, it is, howewer, also important to
be aware of the dangers of incornect aggregation of data from diffrat countries. For a fuller dicussion
of these aggregadon issues in this kind of research, see Kuh (1963) and Singh (1971).
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We turn now to the important issue of sample selection. It is necessary to ask the question
whether the negative correlation between size and the growth of net assets observed above in each country
may not simply be a statistical artifact arising from a sample selection bias. It will be recalled that our
corporate samples pertain normally to the hundred largest quoted manufacturing firms in each country,
which continued in existence usually throughout the 1980s. The sample selection bias may arise from
the fact that a slow growing small company is more likely to fall out of the sample of the top hundred
than a slow growing large firm. This issue is being investigated in some detail in relation to the work
on the testing of the law of proportionate effect, which will be reported in a later Worldng Paper (see
Appendix A). These investigations so far suggest that although there is indeed a sample selection bias,
that in itself cannot entirely account for the observed negative relationship between size and growth of
finns. The relationship persists even when the sample selection bias is corrected for.

Apart from size and growth of net assets, the statistics in Tables F-i and G-1 (as well as G-2 to
G-1 1 for the individual countries) also reveal interesting relationships between size and some of the other
variables. Very briefly, taken together, the evidence in Tables F-i and G-1 indicates on the whole a
weak negative relationship between size and the index of time variability in profitability. It is notable
that in Table F-i, all the correlation coefficients are small and statistically insignificant, but importaty,
for each sample country, the coefficients have expected negative signs. The probability of obtaining eight
negative signs in eight separate samples is small if there were no relationship at all between the two
variables. Moreover, the all-country results in Table G-1, based On a much larger number of
observations, are statistically significant Tnese also suggest a broadly negative relationship between the
two variables, but the relationship is not linear.

More interestingly, none of the four financing variables appear to be related to size. The
individual country correlation coefficients in Table F-i vary widely in their signs and are mosdy small
and insignificant. The all-country results in Table G-1 also do not indicate any statistically significant
differences for these financing variables for different size classes of firms.

The overall evidence in Tables F-i and G-1 (as well as G-2 to G-11) suggest a weak positive
relationship between size and gearing (measured either by long term debt to net assets ratio, or the long
tern debt to equity ratio). The correlation coefficients in Table F-1 are small but positive for every
country individually except Turkey. The differences in average gearing levels for different size classes
of finns, as revealed by the all-ountry figures in Table Z-1, are statistically highly significant These,
however, indicate a non-linear but a broadly positive relationship between size and stock measures of
gearing.

In conclusion it is necessary to re-iterate that all these results will need to be confirmed by more
refined analysis in the working papers which will follow.
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IX. Why Do Developing Country Corporations Rely so Heavily on Equity Funds?

Stock Market Development and Equity Financing in Developing Countries

We return now to the central empirical finding of this research that developing country
corporations rely heavily on (a) external finance, and (b) new issues of shares on the stock market to
finance their growth of net assets. A full consideration of these results raises a number of complex
interconnected issues with respect to a large developing country corporation's choice between retentions,
equity and debt finance. A proper analysis of these questions requires a treatise in its own right; and
indeed, some of these, including the important issue of the relative incidence of taxation on the different
sources of finance, are the subjects of the Working Papers which will follow (see Appendix). However,
in this section, we shall briefly consider only one of these issues - namely that of the large reliance on
equity finance by the top LDC corporations. We shall outline here some preliminary hypotheses which
may shed some light on this phenomenon.

Aggregate statistics compiled by UNCTAD (1993) show that in the recent period, for several
industrializing countries, new issues on the stock market have been important in financing a considerable
proportion of their total gross domestic investment. Thus in Republic of Korea, in 1989, new equity
issues represented about a third of aggregate gross domestic invesunent in the country. In Thailand, in
the same year, the corresponding ratio was 28 percent, and in 1990 nearly 20 percent. The equivalent
figure for Malaysia in 1990 was 21.6 percent; and in Turkey in 1991, it was 11.7 percent.

This practical importance of the young stock markets in the semi-industrial countries is all the
more surprising in the light of the analysis of the theory ot corporate finance and the theory of financial
intermediation. As noted in Section m, the relevant models suggest that because of the various
imperfections of the emerging stock markets and the consequent volatility of their share prices,
developing country corporations will be discouraged from seeldng a listing and to raising funds on the
markeL

The world clearly does not correspond to the predictions of these theories. Thus we find in 1990
there were 6,430 listed companies on the Indian stock markets compared with 2,006 on the United
Kingdom markets. The corresponding numbers in Germany and Italy were only 649 and 220
respectively. Tables H-1 to H-3 provide quantitative indicators for stock market development in the ten
sample developing countries. Although India is a clear outlier in terms of the numbers of listed
companies, the data in Tables H-1 to H-3 show the fast growth of these markets during the 1980s in
most countries in various dimensions (the number of listings, market capitalization as a proportion of
GDP, value traded as a proportion of market capitalization or of GDP).

Are the Developing Cowntries Simply Repeating the U.S. Corporate History?

How are these phenomena of heavy reliance on new share issues and the fast development of
stock markets in the industrializing economies in the recent period to be explained?5 If the theory of

In contrast, in the course of idushrializtion of Italy during this century, Pagano (1993b) reports a long-ru
seclar decline in the growth of the stock market relative to that of the economy as a whole. Tbe ratio of
stock market value to GDP in Italy in 1906 was 23 pert compared with 12.6 percent in 1991. The
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corporate finance is not very helpful in this respect, it may be pertinent to tum to ecowmic history.
Table H4 provides Taggart's (1985) summary compilation of statistical information on the financing of
corporate growth in the United States since the beginning of this century. The financing proportions in
this table are based on flows-of-funds data.

An outstanding feature of Table H-4 is the long-term decline in the equity financing of United
States corporations. Jn the light of this evidence it has been suggested that in the early stages of industrial
development, the stock market plays a more important role in financing corporate growth than in the
more mature phase. In that sense it might be argued that the developing countries today are repeating
the historical pattern of development of an advanced country like the United States.

There are however two difficulties with this argument. First, it is important to emphasize that
the above generalization about the long-run decine of equity financing of United States corporate growth,
is based on flow-of-funds data for the non-financial sector as a whole. In view of the takeover boom in
the United States in the 1980s, and in the light of our earlier discussion in Section VII, it is not clear that
this generalization will hold when we look at the question from the perspective of the individual firm
rather than from the standpoint of the corporate sector as a whole.

The second difficulty is that it is still necessary to provide some plausible explanation for dtis
historical phenomenon in the United States itself. It would appear that taxes do not provide an adequate
explanation of this change in the pattern of financing of corporate growth over time (raggart, 1985).
Other factors, such as the rise of the management controlled corporation and changes in the structure and
organization of industry are probably more important (Lazonick, 1992). However, from the perspective
of our present enquiry, the relevant point is that there are important differences in the character of equity
financing by the United States corporations at the turn of the century and the contemporary situation in
today's semi-industrial countries. Historical evidence suggests that the recourse to new share issues on
the stock market by the United States industry at the turn of the century was closely connected with the
trust and the merger movement of the period. Investment bankers like J.P. Morgan used the equity
market to forge large United States corporate organizations through mergers. As Navin and Sears (1985)
show, prior to the tim-of-the-century mergei movement, a market for industral securities was virtually
non-existent in the United States. Nelson's seminal study (1959) of the turn-of-the-century merger
movement in American industry shows inter alia that during the period 1897-1907, cash sales of industrial
securities (ordinary and preference shares) to the general public amounted only to $392 million; the
corresponding figure for the issue of industrial securities for purchasing the assets or securities of other
companies (i.e., for mergers) was more than eight times larger, nearly $3500 million.3' Nelson supports
the theory that the development of a large scale capital market was necessary to support this huge merger
movement.

numbers of listd companies do not appear to have chamged much either. Paao (1993b) observes 'After
a steep rise around the tun of the century, the number (of lised compies) has stagnated aound the -
value for over seventy yearn. It is striking that while the rise at the sdta of the century coincided with the
first spurt of Italian induskialization, no compamble increase accompanied the temendous growth in
manufacturng and GDP during Italy's "economic miracle" of the 1950s and ealy 1960s. The number of
companies taded stted growing only in the late 1980s, concomitanldy with the introduction of mutual
funds" (Parenthesis added; pp.1106-7).

3l These figures have been calculated from the data given in Nelson's Table 51, page 94.
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In contrast, in the contemporary industrializing economies, the available evidence does not suggest
that the top corporations, during the sample period 1980-90, resorted to the stock market in order to
finance acquisitions. New shares were normally issued to finance investment projects but, of course, they
could also be used to reorganize the capital structure of the fim or even put to short term uses. There
is very little direct evidence on this issue, but what indirect information there is, does not support the
latter hypothesis [ICar, 1989]. The important point is that the incidence of corporate takeovers in these
countries is so far very small. As Amsden and Hikino (1994) note in relation to Republic of Korea, most
large Korean conglomerates in the recent period have expanded by new investments, i.e., by organic
growth, rather than through acquisitions. Takeovers by conglomeraes do occur, but they have usually
been at the behest of the government involving sick or unsuccessfil businesses.

Stock Market Development and Equity Financing in the Industrializing Economis: Some Exploratory
Hypotheses

The explanation we propose for the observed general heavy reliance on the stock market by large
LDC firms and for the fast growth of these markets in the 1980s, is historically specific to the particular
circumstances of the recent period. The main elements of this theory are:

1. Unlike in the United States and the United Kingdom in the 19th century, stock market
development in today's industrializing countries is not a spontaneous response to market
forces. Rather for various reasons, the developing country governments have played a
major role in the expansion and development of these markets.

2. An essential reason why the developing country corporations have been going to the stock
market so much in the 1980s to raise new issues is because the relative cost of equity
capital fell significandy as a result of large rises in share prices during the course of the
last decade. This, together with the increase in the cost of debt capital, made equity
issues relatively more attractive for financing corporate growth.

3. The supply curve of securities in the developing countries would appe to be reasonably
elastic. In some countries this was a result of deliberate policy measures.

4. There were domestic and intemational factors involved which helped raise share prices
and the P/E ratios in this period.

We take up briefly each of these elements in turn below.

With respect to (1), the governments in many semi-industrial countries have taken a pro-active
role in creating and developing stock markets, particularly during the 1980s [Chuppe and Atkin, 1992;
Sudweeks, 1989]. The motivation for this has come from a variety of sources, some of which are
country specific. However there are certain important, often interrelated, common factors which have
influenced governmental concerns and actions in this area in a wide range of countries. First, the
privatization programs in many countries has been an important stimulus to stock market development
(Pfeffermann, 1988). Secondly, in the wake of the debt crisis, developing country governmeats have
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been urged to foster stock market development to attract non-debt-creating foreign portfolio
investment.' Thirdly, related to the first point, another macroeconomic factor which has motivated
several countries has been the desire to tap private savings to finance industrial enterprises which have
not been privatized and are still under state ownership. For example, the governments in countries like
Republic of Korea and Malaysia have sold small proportions of equity in the existing public sector
enterprises on the stock markets to raise funds for investment.

Fourthly, there has been a world wide trend towards deregulation and globalization of stock
markets which started in the advanced countries in the mid-1970s.3" Many developing countries have
responded to these developments, as well as to pressures from advanced countries to open up their
financial markets, by first taking steps to encourage and to strengthen these markets and then to liberalize
them in stages. Fifkhly, international financial institutions have also favored stock market development
in the LDCs. This is in part because of the failings of the so-called development finance isitutions
(DFIs) which hitherto have been the msain providers of finance for long-term industrial development in
many countries (World Bank, 1989).

The measures to stimulate stock market development in industrializing economies during the
1980s have not been confined to the removal of restrictions on market activities. Rather, the goverments
have pursued a number of policies to actively promote these markets. This policy intervenion has
occurred on the supply as well as the demand sides, through tax incentives and a variety of non-tax
benefits, in order to induce both the corporations to seek stock market listings and for individuals to
purchase shares. For example, in Jordan, companies are allowed the privilege of limited liability only
if they offer a minimum percentage of their equity to the general public (25 percent for financial
institutions and 50 percent for industrial and commercial companies). The country's equity market
development has been gready helped by this non-tax benefit for stock market participation [Sudweeks,
1989].

Similarly, in the Republic of Korea the government has attempted to educate the general public
in stock ownership through a country-wide drive [Amsden and Euh, 1990]. In India, the non-resident
persons of Indian origin (the so-called NRIs), have been given special incentives to invest their foreign
money on the stock market. With respect to the fast expansion of the Indian capital markets during the
1980s, Kar (1989) notes: "An important conclusion that emerges is that much of the capital market
growth has been policy induced and has yet to be fiuIy reciprocated by the corporate performance' (P.
24, emphasis added). In Turkey, companies are subject to a lower corporate income tax rate depending
on the extent to which their sbares are publicly held. More widely held companies pay lower taxes.3Y

35 See, for example, the influential report of the WIDER (World Institute of Development Economics
Researh, Esinki) sWty group chaired by Sir Kerneth Berrill (WIDER, 1990). The study gOUp argue.
that, becaue of the debt crisis, banks are unlikely in the foreseeable future to again become major sources
of foreign finance for the debtor countnes. In the study group's view, the best avenue for getting such
finance for these countries is to attract portfolio investment from the advanced countres. For tids reason,
the study group urges stock mirket development as weD as removal of capital contro'; (a withdrawal of
Article VI, Section 3 of the IMF Articles of Agrement, which have traditionally allowed developing
countries to exercise exchange controls).

" See further Cosh, Hughes and Singh (1992) for an examination of these global financid developmets.

37 See further Glen and Pinto (1994).
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An important example of a country specific factor which has played a significant role in the stock
market development in the recent period, pertains to Malaysia. The Malaysian government has been
following effectively an affirmative action program to bring about some redistribution of wealth, in an
orderly way, from the Chinese community which now holds it, to the indigenous Malay population (the
Bhumniputras). Under this program all Malaysian companies which have dealings with the government
are required to offer 30 percent of their equity to the indigenous Malay population, In the context of
rising share prices on the Malaysian stock market since the mid-1980s, this legislative requirement has
provided an important incentive for many Chinese companies to seek a listing on the stock market

A number of developing country governments have not been content simply with measures to
promote and encourage the expansion of the stock markets. They continue to strongly influence iheir
operations. For example, in Republic of Korea the govermment launched, in mid-1980s, a two trilion
won (US $ 2.8 billion) market stabilization fund which was later doubled in value. The purpose of this
fund was to stabilize the market in the wake of a decline of prices that began in 1989. By the end of
1990, the Korean stabilization fund had acquired almost 5 percent of all listed shares. Similar
stabilization funds have been used in other countries as well, for example Thailand (Chuppe and Atldn,
1992).

In general, the developing country governments appear to have succeeded in their aim of fostering
stock market development in the last decade, as the data in Tables H-i to H-3 indicate. The stock
markets in most of our sample countries have developed very fast during the 1980s. Although there has
been much more fluctuation of share prices on the stock markets of industrializing economies than in the
advanced countries' markets, the average share prices and the price-earning ratios in the former markets
have risen very markedly during the last decade, particularly in the second half. As Amsden and Euh
(1993) note, in 1980, the average price-earnings ratio on the Korean stock market was about 3 and,
therefore, the cost of capital through share issues was 33 percent.' By 1989 the price-earning ratios
were more than four times as high (average 14) and thus the cost of equity capital fe1l to 7.1 percent.
Euh and Baker (1990) estimate that in terms of cash flow, taking into account the tax element, the cost
of equity capital to the Korean corporations in 1989 was only 3 percent, as dividend yields were only 2
percent. This compares with a figure of 12.5 percent for preferential commercial bank loans.

Similar changes occurred in the 1980s in a number of other industrializing economies as well.
Table H-5 reports on the average rates of return on stock market investments in the sample countries,
separately for the periods 1980-85 and 1986-90. The table shows huge increases in share prices in the
second half of the decade in a number of countries, not just in nominal terms but also in real terms
(adjusted for the rate of inflation). Thus the real rates of retmrn in the second half of the decade were
143.7 percent p.a. in Turkey, 65.9 percent p.a. in Mexico, 58.2 percent p.a. in Zimbabwe and 37.8
percent p.a. in Republic of Korea. However, the corresponding rates in Brazil were hugely negative in
the second half of the decade (-113 percent p.a.), but hugely pos,itiv in the first half (170 percent p.a.).

3 By equating the cost of capita to the firm with its priceings ratio, Amsden and Euh are, of couse,
considering this issue at a first level of approximation. This simplification leaves out dte role of expcted
growth in earnings. At the theoretical level, the question of cast of capital is nather m-e complex since,
in principle, the firm's diverse shareholders may have diffrrent interests and circmsmces. No single
measure of cost of capital may therefore be appropriate from the perspective of diffent groups of te
firm's shareholders [King, 1977].
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From the perspective of the average corporation, other things being equal, the boom in share
prices and these very high rates of return on stock market investments imply a correspondingly low cost
of equity finance. At the same time, compared with the 1970s the relative cost of debt financing for the
corporate sector increased in the 1980s because of the steep rise in international interest rates as well as
the process of deregulation of financial markets on which several countries embarked during this period.
Table H-6 provides information on average real interest rates fbr the sample countries for three periods
1975-79, 1980-85 and 1985-89. The table shows that for every country, except for India and Mexico,
the real interest rates increased in the [980s compared with 1975-79. It is important to observe that the
interest rates reported in Table H-6 are for most countries the deposit rates or the central bank discount
rates, rather than the rates at which the corporations could borrow from the commercial banks. The latter
would normally be considerably higher. However, since most national interest rates generally move in
the same direction, the table does convey changes in the cost of debt capital which occurred over this
period. Together, Tables H-5 and H-6 suggest, that the cost of equity capital relative to that of debt
became more favorable to equities during the 1980s in most sample countries.

Nevertheless, in the light of corporate experience in advanced countries, there is an important
question of the supply elasticity of corporate securities on the developing country stock markets. The
question arises, why despite the fall in the relative cost of equity finance, the developing country
corporate managers were "willing" to go to the stocK market to raise new issues. The experience in the
advanced countries is that large corporations are very reluctant to go to the equity market for funds.
They generally follow the "pecking order' pattern of finance, i.e., nreferring retentions to debt, and
going to the stock market as a last resort. As indicated earlier, the theory of corporate finance provides
a rationale for these preferences.' In that context a question arises, why has the behavior of third world
corporations in the 1980s been apparently so different?

This is again a large subject which cannot be adequately treated here, but very briefly there are
two important considerations which are relevant. First, there is a significant difference in the pricing of
new issues on the stock markets in the advanced countries and in the developing countries. In the former,
new share issues are invariably accompanied by a fall in share prices [Smith 1986; Asquith and Mullins,
1986]. However, for emerging markets like Republic of Korea and Malaysia, the evidence is that share
prices generally rise in response to new issues [Kim, 1989; Dailami and Atkin, 1990].

Secondly, there is evidence in some countries, government policy has played a critical part in the
1980s in obliging LDC corporations to go to the stock market for their long-term financing requirements.
As Kim and Lee (1990) note, despite the huge increase in share prices and hence the fall in the implied
cost of equity capital, the Korean managements were far from "willing' to raise equity finance on the
stock market. This was mainly because in the Republic of Korea as in other industrializing countries,
there does not yet exist the separation of ownership and control of the kind found in the advanced

n A more convincing explanation of such preferences and the implied supply inelasticity of corporate new
issues is provided by the theory of modem managenial enterprise, which posit that managers do not
maximize shareholders' wealth butpursue their own ends [Baumol, 1965; Marris and Wood, 1971; Wood,
1975; Marris and Mueller, 1980; Hay and Morris, 1991; Mueller, 1992]. These authors note that many
large firms do not go to the stock market at ail for long periods and continue to rely mostly on intemnd
finance regardless of the changes in the relative costs of different sources of finance.
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countries. The owning families feared losing control of their corporations.' The Korean governmeat
imposed ceilings on debt-equity ratios thus forcing the Korean conglomerates to seek stock market
financing. The Ministry of Finance also closed a loophole whereby business groups were no longer able
to evade debt-equity ceilings by cross holding shares of affiliated companies [Amsden and Ealh, 1993].
Similarly, in India, Atkin and Glen (1992) report that the ability of state-owned banks to convert a portion
of corporate loans into equity, at terms disadvantageous to the corporations, made firms reluctant to take
on debt.

Finally, we come to the question; why was there a trend increase in the share prices on the
emerging markets in 1980s? There are of course important country specific reasons but there are also
faicos common to many semi-industrial countries. First, the internal demand for equities rose in
response to the governments' promotional policies for stock market expansion outlined earlier.
Moreover, in a number of countries, the govemments controlled the financial sectors. The household
savings rates particularly in the Asian countries, were very high but for most savers there were limited
avenues for savings and the deposit rates were kept low by the government imnosed ceilings. As Table
H-6 shows, despite the increase in real interest rates in the 1980s, the real deposit rates for savers were
still negative in many countries.

Whether or not the avalabiity of an important new instrument of savings in the form of corporate
securities has led to an overall increase in the savings rate is a moot question. However, share ownership
and stock market participation by the general public greatly increased in a number of counties during
the 1980s. Further, a significant additional source of demand for corporate equities in the emerging
markets came from institutional investment from the advanced countries.4l Altogedter this eWpansion
of demand led to a big increase in share prices on the stock markets in a large majority of our sample
countries. This process fed upon itself. The net result, as Tables H-5 and H-6 indicate, was a sizable
increase in the rates of return on equities relative to other financial assets.

To sum up, the elements (1) to (4) outlined at the beginning of this sub-section, taken together,
go a tong way towards explaining the observed large incidence of equity financing by the top LDC
corporations during the 1980s. These hypotheses will be refined further and tested, as appropriate, at
the aggregate level as well as on the firm level data base of this research project. ot "im, one
important hypothesis which emerges from the foregoing discussion is that at the micro-economic level,
other things being equal, the greater a firm's price earnings ratio the greater will be its reliance on
external equity finance. Some support for this hypothesis is provided by the results of the preliminary
analysis which has been done on these issues. This analysis is reported in Tables H-7 and H-S,O which
exanine the relationship between growth by equity finance and the other variables.

The importance of the "control fact in the debt/equity decisions of LDC corporations is rigtly streued
in Glen and Pinto (1994).

For a discussion of the role of instituonal ivestment fiom advanced economies in the emegn stock
makets, see among others Cosh, Hughes and Singh (1992); Singh (1993a); UNCrAD (1994).

c To save space, the individtual country Tables H-9 to H-18, corresponding to the mal countries", Table H-8,
are not presne here. These are available upon application to the author.
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The correlation matrix in Table H-7 indicates that there is a positive relationship between equity
financing and the long-term price earnings ratios in each of the six sample countries for which the
relevant data is available. The relationship for all countries together is also positive, and in addition, it
is statistically significant at the 5 percent level. The analysis for all countries together in Table H-B,
which examines this relationship at a more disaggregated level shows that for the lowest 25 percent of
the firms, ranked by the external equity financimg variable, the median price earnings ratio was 9.84.
For the highest quartile of firms, the oDrresponding PE ratio was 15.75. The figures in Table HB-
suggest a linear positive relationship between the two variables, but in this non-parametric analysis, it
is not statistically significant.

Tables H-7 and H-8 and the individual country Tables H-9 to H-18 (not presented here), also
reveal some other interesting relationships at this preliminary level of analysis. The equity finncing
variable is negatively related both to the internal financing variable and the indicator for externa growth
by debt finance. There is also a negative relationship between equity financing and post-tax profitability.
However there is on the whole a positive relationship between the former variable and corporate growth.
Such preliminary examination of data can do no more than to indicate important relationships which
require further exploration and confirmation by econometric analysis.
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X. Conclusion

The main results of this research have been presented in the Summary at the beginning of the
paper. Although, it is not the purpose of this paper to systematically discuss policy questions arising
from the research reported here, nevertheless, in conclusion, it may be useful to draw attention here to
some important policy issues connected with the high degree of equity financing by the top LDC
corporations. At the macro-economic level, significant policy questions arise with respect both to savings
and investment. in relation to savings, a major issue is whether the expansion of the stock markets and
the growth of share ownership has led to an overall increase in national savings rate? Or, has it simply
involved a diversion from one instrument of savings (say bank deposits) to another (equity purchases)?
Similarly, with respect to investment, an important issue is whether high share price volatlity on
developing country stock markets adversely affects aggregate domestic investmenL

Other macroeconomic policy issues arise in relation to foreign portfolio investment flows. Such
flows were evidendy important in raising PE ratios and hence reducing the cost of capital to LDC
corporations in the 1980s, but how stable are these foreign capital inflows? What are the macro-
economic, and the balance of payments implications of these flows - can they be effectively sterilized by
policy?

However, as noted in Singh (1994), at the micro-economic level a critical and an urgent policy
issue concerns the question of takeovers and mergers and the market for corporate control. It was seen
earlier that it is in this crucial respect that the present experience of equity financing in industrializing
countries differs from that of advanced countries today, as well as the United States experience in the
past Up tO now the market for corporate control has not developed in a significant way in any of the
industrializing countries in our sample. There are good reasons for the view that the emergence of such
a market may not necesarily be a healthy institutional innovation in the present state of development of
capital markets in semi-industrial countries.0 Developing country governments as well as the
international financial institutions which have been fostering stock market development in these countries,
need to put this issue at the top of their policy agenda. For otherwise, in view of the existence of
potentially predatory, very large conglomerates in the LDCs, such a market may mateiaize
nspontaneously' in these economies in the 1990s, with possibly harmful consequences both for further
stock market development as well as for the real econonmy.

These and other policy issues will be examined more fully in forthcoming contributions from this
research project.

' See further S:ngh (1993a, 1994). For a discussion of the policy issues in relation to the mainket for
corporate control in the US and the UK, see Singh (1993b).
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Appendix A

Projected Working Papers from Phase iH of the Research Program on Corporate Anauce"

* Tests Qf tihe Law of Proportionate Effect in the Industrializing Economies. This law is
the natural starting point for any serious analysis of corporate growth. It provides a
powerful null hypothesis by asserting that firm growth is an entirely andom
phenomenon; that all firms have exactly the same chance of growing by a given
percentage during any period of time. However, the law is not merely of academic
interest; it has extremely important policy implications. For example, if the law were
valid, it would mean, ceteris paribus, an inexorable increase in industrial concentration
over time. The law has been extensively studied for the industria countries. The
proposed working paper will be the first attempt to examine it for the industrialng
economies.

* Determinants of Corporate Growth in lndustrializinzEconomies. This paper will analyze
the systematic determinants of corporate growth, starting with the growth-profitability
relationship, which again has been widely studied for the industrial countries. The paper
will explore the differences in the observed relationships between (a) the industrializing
and the industrial economies; and (b) the industrializing economies themselves.

* Determinants f Coporate Capital Structures in Industrializing Economies. This paper
will report on a similar exercise to that outlined above with respect to corporate capital
structures in developing countries.

- Analmies of Corporate Profitability in Industrializing Economies. The literature on the
advanced economies indicates tat corporate profitability is much easier to analyze than
corporate growth. This paper will concentrate on the relationship between size, profits
variability and profitability, and the important issue of the persistence of profitability.
Again the paper will provide a systematic comparison of the results for the industrializing
economies with those which are available for the industrial economies.

- Inflation Accounting in Industrializing Economies. Ihis paper will report on the
methodology for correcting accounting data from industrializing economies for inflation.
It will also report on the empirical exercises which we are now carrying out on a
consistent basis.

* Corprate Finance aMd the Capital Market in Malaysia. This paper will report
particularly on the role of the stock market in financing corporate growth in Malaysia and
how this has evolved under changing institutional arrangements during the last decade.

* £~C=rate Finance. the Stock Market and Economic Develonment in India. This paper
will explore the relationship between stock market development, the financing of
corporate growth, and the development of the real economy in India.

44 It is envisatged that these working papers will be issued by the Departent of Applied Economics,
University of Cambridge.
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Appendix B

Table 1- The Largest Private Industrial Enterprises in Late Industrialization, 1987

Rank Company Country Sales (US Industxy Contre

million dollars)

1 Hyundai Rep. of Korea 25,243 Diversified Family

2 Samsung 3 21,053 '

3 Lucky Goldstar ' 14,422

4 Daewoo 3 13,437 -

5 Barlow Rand South Africa 7,617 Prof.,

6 Sunkyong Rep. of Korea 6.781 Family

7 Tata Group India 4,866

8 Koc Holding Turkey 4,738 '

9 Ssanugyong Rep. of Korea 4,582

10 Sabanci Group Turkey 4,582 a

11 Korea Explosives Rep. of Korea 3,563

12 Hyosung " 3,257

13 De Boets South Africa 3,091

14 Formos Plastics Taiwan 2,955 -

15 Birla Group Tndia 2,932 '

16 Swire Pacific Hong Kong 2,585

17 Koor Idustries lsael 2,571 Union+

18 Jardine Matheson Hong Kong 1,628 Family

19 AECI South Africa 1,607 Chemicals '

20 Copersucar Brazil 1,512 Food Coops

21 Doosan Rep. of Korea 1,478 Diversified Family

22 Sasol South Africa 1,417 chemicals

23 AlI - Mexico 1,380 Diversified Family

24 Tag Taiwan 1,248 Electoics

25 Modi Group India 1,070 Diversified

26 Reliance bids. India 1,015 Textiles

27 Hubchis-Whampoa Hong Kong 994 Diversfied*

28 Sim nDerby Malaysia 950 ' GovLl

29 RPE India 930 FamIly

30 I.K. Singhania India 889

31 Don-A Constbuct Rep. of Korea 824 ' Famly

Source Rcproducod from Amndcn and Hikino (1994).
Notcs: Publicly-owned, professionally managed. +Owned by ksmeli trde union fedcdmion. Ipeatve. I Mlakysisa governmnat
hokls controlling influence.

Mn,ny groups publish non-consolidated financial statements only, so some groups' size is under-represented. List entepri arc
independent parent companies only. Domestic and foregn subsidiaries are not counted. Infonmtion on industrial activitis sand contl
comes from company directoies of appropriate countries.
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Appendix C

Sonrces of Data

Country: Brazil
Publisher: Fundacao Getulio Vargas
Publication: Privately Arranged Data Puchase

Country: India
Publisher: Bombay Stock Exdcange
Publication: Official Directory

Country: Jordan
Publisher: Amman Financial Market
Publication: Publicly Held Companies Guide

Country: Republic of Korea
Publisher: Dongsuh Securities
Publication: Financial Analysis of Companies

Country: Malaysia
Publisher: Kuala Lumpur Stock Exchange
Publication: Annual Companies Handbook

Country: Mexico
Publisher Bolsa Mecicana de Valores
Publication: Anuario Financiero

Country: Pakistan
Publisher: State Bank of Pakistan
Publication: Balance Sheet of Joint Stock Companies

Country: Thailand
Publisher: Security Exchange of Thailand
Publication: Companies Handbook

Country: Turkey
Publisher: Istanbul Stock Exchange
Publication: Yearbook of Companies

Country: Zimbabwe
Publisher: Company
Publication: Annual Reports
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Appendix D
Data Availability for Each Country + Available Not Available

India Torkey &luIaysia Zlinbahwe Rep. of Thaiimnd JDrddn J'Aklllan Mfexko Blrazil
Korea

No. of Co. 100 45 100 48 100 69 38 100 100 100

Years 80-90 82-90 83.90 80.88 80-90 83-90 30-90 10-83 84-90 55-91

Inventory + - + + - .

Current Assets + + + + + * + + +

Net Fix. Assets + - + + + + + + +

Tot lAssels + +. + + + + + + +

ST Debt + - + +

Current L; I + + + + + + + +

Bonds + + + + + +

OtherLTLi. + + + + . + + +

Total Li. + + + + + + + + +

Paid-in Capital + + + + + + + + +

w Rservecs &RE + + + + + - + + +

Revil. Fund + * * +

Total Capital + + + + + + + + + +

Mln. Interest . + + - +

Not Sales + + + + + + + + + +

Depreciakion + - + + + +

Fin Expenses + + + + + *-

EBT + + + + 4 . + + +

EAT + + + + + + + + + +

Div Paid + + + + + + + +

Num. Shares + + + + + + + +

Sh. PricolHgh + + + + + + +

Sh. Prico Low + + + + + + - +

Sh. Price Close + +

Basic aecounting identity underlying the data: Liabilities + Equity + Minority Interct - Currcat Ascui + Not Fixed Assets + Other Assets
EBIT - EBT + Interest Charges.



Appendbc E

Definions of Variables Used in the Anayst

m= Last year of the period
p = First year of the period
N = Number of years in the period

Net Assets: Total Assets - Curremnt Liabilities

Aggregate Net Assets:

1 ~~2.2 (Xe CAsse cs) P- (w CNaAsse cs) m+L (NetAssets)

Opening Assets: (Net Assets) p

Closing Assets: (Net Assets) m

Average Net Assets:

IAggregateNetAssets)
ni-i

Net Assets Growth:

rNetAssets)a1
l (etAssets)PJ 1

Return on Net Assets:

AggregateNetAssets

Return on Net Worth:

Aggrega eNet Iorth

Change in Rates of Return: (Short-Term Reurn) - (Beginning Return)

Rentention Ratio:

(EAT-DI1')

p 38(EB1
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interna[ Finance of Growth:

E EAT-DXV)

E (hNetAssets)
p.1

External Finance of Growth (LTD):

S (ALTD)

v (ANetAssets)
pr2

Extenal Finance of Growth (Equity): (1 - Internal Finance - External Finance)

Change in ;nternal Finance: (Shot -Term Internal Fmance) - (Bging Internl Fmance)

Capital Gearing:

t (LWD)

5 (NetAss CS)

D

v(D eereseCbarges)

t (LB)
lp

t (I CerestChargea)

p

5 (EBIT+DEPI
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Price Earings Ro:

t (AveragePriceperShare)

S, Ctarningspersbaze)
p

Valuation Ratio:

t (AverageMarketValue)

5 (JeC Worth]
V

Dividend Retul

(Dividends)

(NHetWorth) p+I(NetFWbrth)m+ (NetWorth)
02 r
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Appeni F

Note on Rejected or Constained ObserVatons

As a general rle, all ratios with a negative denominator were rejected. Where the denominator
of a ratio is not negative or zero bux very small, the value of the ratio will tend towards infinity. To
avoid this, the following constraints were placed on the various ratios.

Qmwik: Average annual growth rates of net asset were constrained betwee -99.9 percent and
+99.9 percent

Retmon RR Ng Asend £auily: Values were constained between 99.99 percent ad 99.9
percent

Intemrnal Fiance of Growth: All cases where average annual rates of gowth was less than I
percent were rejected, since low values of growth (the denominator), would lead to high values
for the whole ratio. Other values were constained to those between -100 percen and +209
percent

xtenal Finance of Growh; The same as interal finance.

Gearing Rato: Values were constrained between -999.9 percent and +999.9 percent

Interes Cgnge Ratios: The same as for gearing ratio.
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Appendix G

Note on Accounting Dafa and the Robustaess of Result

The deficiencies of historic cost accounting data particularly during periods of inflation are wel
known and were commented upon in Singh and Hamid (1992), which also provides references to the large
literature on the subject. The main defects of these accounts in inflationary conditions arise from two
sources: (1) undervaluation of fixed assets and hence under-provision for depreciation; (2) the normal
convention of including stock appreciation in profits. As a consequence, Singh and Hamid obc:rved that
the corporate rates of return will be overstated under inflation. They also showed that the traditional
accounfing practice biases not just the rates of return but a number of other variables as well. However
they went on to argue that these biases do not undermine the central conclusions of their analysis.

To illustrate, one of the main Singh and Hamid findings of much higher extcrnal flnancing(and
hence much lower internal financing) of corporate growth in LDCs could not simply be ascribed to
accounting biases under inflationary conditions. Since stock appreciation is included in profits, such
biases would tend to exaggerate profits, and hence retained profits and intemal finance. To the extent
that developing countries experience higher inflation rates than advanced economies, stock appreciation
will tend to be a larger proportion of the former's corporate accounting profits than of the latter. The
fancing of true corporate growth from internal sources depends on profits which excude stock
apprecation. Therefore the accounting bias with respect to this particular conclusion in Singh and Hamid
goes in the direction of strengthening it rather than undermining it. Nevertheless, in the present phase
of the project we have undertaken some exercises to produce inflation adjusted accounts using a short-cu
Brazilian method of adjustment, for other high inflation countries such as Turkey (with an average
inflation rate of 40 pere annum) and Zimbabwe (with an average inflation rate of 13.6 percent per
annum).A Such simulations necessarily require some simplifying assumptions with respect to the age
of assets, etc., but they provide a broad quantitative indication of the size of these biases. Ihe results
of this analysis will be reported in Working Paper Number 6. (see Appendix A)

Singh and Hamid were also greatly concemed about the possible measurement biases which may
arise in relation to their conclusion with respect to the equity financing variable; their striking finding that
LDC corporaions rely, to a very large extent on external equity to finance their growth. The basic
problem was that in Singh and Hamid, equity financing of corporate growth is measured as a residual.
The growti of net assets is equal by identity to the growth of intemal finance plus the growth of eral
finance; the later is equal to the growth of long-erm liabilities and the growdt of equity. In Singh and
Hamid, the growth of internal finance was measured by retained profits from the profit and loss account
The growth of long-term liabilities was proxied by the growth of long-term debt. Equity finance was then
measured as the residual from the accounting identity.

What this means is that in the Singh and Hamid analysis, the growth of equity will be overstated
to the extent that some of the long-term liabilities are not included in the debt financing variable.

In our sample of countries, we hawv inflafio-adjusted corporate accounts for two of hem, Brl md
Mexico. Howeve the method of adjustment is diffent in eah.
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Similarly, revaluations which should be regarded as a part of interna finance would, on this method, got
included in equity finance.

To check the quantitative significance of this bias, a rather differet method of measurement of
the equity financing variable has also been used fir large samples of firms in three countries (Maaysia,
Republic of Korea and Turkey) in this phase of the project In this alterative method we tried to
measure equity finance independently, added other long-erm liabilities to long-tem debt fiance, and
took internal finance as the residual. As the analysis was done on an individual company basis, in the
absence of necessary information some approximations had to be used to provide an "independeua
measure of equity finance. The results of these exercises which will also be reported in Working Paper
6, were generally reassuring. For Malaysia and Republic of Korea the average size of the over-sttement
of the equity financing of growth on the Singh and HIamid method was either negligible or very small.
For Turkey, the bias was larger mainly due to the revaluation factor mentioned above.
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Ta1hle A-1 - Industrial Countries
Unweighted Average Net Financing or Nonfinandal Enterprises, 1970-8S

Canada" flnlazud France Germanyd Italf Japan' United United
. Ki~~~~~~~~~~~~~~~~~~~~~~~~~~~~ngdomr Sbates

Reteations 76.4 64.4 61.4 70.9 51.9 57.9 102.4 85.9

Capital .0 .2 2.0 8.6 7.7 .0 4.1 .0
Trdnsfers

Short-term -.8 3.7 -.1 -.1 -1.3 NA 1.7 .4
Securities

Loans 15.2 28.1 37.3 12.1 27.7 50.4 7.6 24.4

Trade Credit -4.4 -1.4 -.6 -2.1 .0 -11.2 -1.1 -1.4

Bonds 8.5 2.8 1.6 -1.0 1.6 2.1 -1.1 11.6

Shares 2.5 -A 6.3 .6 8.2 4.6 -3.3 1.1

Other 1.3 7A -1.4 10.9 1.0 -3.8 3.2 -16.9

Statistical 1.2 -5.0 -6.4 .0 3.2 NA -13.4 -5.1
Adjustment

Total 99.9 100.1 100.1 99.9 100.0 100.0 100.1 100.0

Source: OECD Fiancial Statistics.
Note: Numnbers are percentages.

* Net financing is shown as a proportion of capital expenditures and stock building. Gross financing is a proportion of total
sources.
b For Canada, mortgages are included ml oans, foreign investments are included in other, and capital trsfers are included in
retentions-
= Data on Finland refer to the period 1969-84. Errors in the OECD statistics have required that the statistical adjustment be
altered as follows: 1971, DM 2 billion and 1973, +DM 89 billion.
d There is no statistical adjustment in German accounts. Funds placed with insurace companies and building and loans
associations are included in loans.
w The Italian statistical adjustment was reduced by Lit 2,070 billion in 1974 to make accounts balance. Trade credit is not
recorded as a separate item in Italian flow-of-funds.
' ]apanese flow-of-funds do not report retentions. Ihe ratio of external to internal financing of Japanese enterprises has been
obtained by appllying proportions recorded in aggregate company accounts for the period 1972-84, as shown in Tables 12.4
and 12.5. The Japanese figures therefore have to be teated with particular caution. Short-term securities are included in
bonds.
' United Kingdom statistics refer to private enterprises onIy-, were public enterprise to be included then entries would read as
follows: retentions, 91.9; capital transfers, 5.7; short-term secunities, 1.3; loans, 11-7; trde credit, -.7; bonds, -.9, share, -
2.5; other, 2.1; statistical adjustmen, -8.5.
h The following modifications were made to the United States stafistical adjustmet to make accounts balace millions of
dollars); 1970, -1; 1971, -3; 1973, +3; 1975, +1; 1976, -2; 1979, +2; 1981, -1; 1982, +1; 1983, -2; 1984, -1. Capital
transfers are included under retentions in United States accounts. Acquisitions of cental government short-term secrities am
not shown separately from bonds and have been subtracted han issues of bonds in table 12.2 below.

Source: C. Mayer (1990).
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Table B3- Economic Significance of the Smple Cororatiom (sdes as a pemutage of
anulfacturing lndue added and of GDP in the economy as a whole)

No. or S3JesIM*LYA bmufIGDP SalesGDP
Country companies Year Ratio Ratio Raio

(%) (A) (%)
India 100 1990 42.97 16.58 7.13

Jordan 38 1990 279.04 9.87 27.55

Rep. of Korea 100 1990 79.81 29.63 23.65

Malaysia 100 1983 136.20 18.49 25.20
1990' 32.86

Meico 100 1990 46.01 22.51 10.81

Pakistan 100 1988 121.77 14.94 18.20

Thailand 67 1990 24.60 26.10 6.43

Turkey 45 1990 22.23 20.90 4.65

Zimbabwe 48 1988 172.85 20.51 35.44

Brazil 100 1991 20.50 21.70 .47

Source: [FC Data banlc, IM Yearbook, vaious issues.

1990 data for manufactuing value added for Malaysia was not available in the Data bank
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Table B- - India: Top 100 Listed Companies in Manufacturing, 1988-19W
Quartile Distributions of Size,' Growth and Proritability'

Average Net Assets Sales EBTI EATI Profit
Net Assets Growth Growth Net Asst Net Worth Variability

(1,000 Rupee) (%) (%) L.T (%) L.T

Minimum 59,279 4.2 4.8 -5.6 -30.1 0.20

Lower Quartile (Q1) 308,218 14.4 12.9 7.9 10.4 0.55

Median (QZ) 572,932 18.9 16.0 12.2 16.4 0.73

Upper Quartile (Q3) 937,147 26.8 19.4 20.7 21.1 1.14

Maximum (Q4) 9,621,515 59.3 94.2 124.2 55.4 5.79

Mean 957,550 20.9 17.4 16.3 15.8 0.96

Standard. Deviation 1,345,873 10.4 9.7 1o.3 10.8 0.77

Skewness 4.07 0.67 5.34 3.51 -0.36 3.48

Kurtosis 20.90 1.90 41.09 19.44 3.87 17 29

-For a full definition of the variables, the number of corporations included in the various country samples, the time period e ,nined,
sce Appendix. This note applies to all the folowing tables.

'Avcraged ovcr the whole period, nonnally from 1980 to 1990.

2 Annual rates of growdt of net assets or tales from the beginning to the end of the pcriod.

Table B-2 - India: Top 100 Listed Companies in , 1980-1990
Quartile Distributions of Indicators of Fnancng of Corporate Growth: After
Tax Retention Ratio, Internal and Extrnal Financing of Growth

Retention Ratio Intenal Exteral Extera
(A.) LT Fmance Fm. Equity Fin. LTD

(%) L.T (%) L.T (%) L.T (%)

Minimum 14.8 -89.5 -31.2 -9.8

Lower Quartile (QI) 55.0 23.9 3.6 24.2

Median (Q2) 68.0 38.1 163 38.9

Upper Quartile (Q3) 76.2 62.0 31.5 57.8

Maximum (Q4) 99.9 113.0 79.6 110.0

Mean 65.7 40.5 19.6 39.9

Standard Dcviation 15.0 32.8 21.9 24.4

Skewncss -0.60 -0.80 0.67 0.29

Kurtosis 059 3.10 0.57 .0.01

AvYrged over the whole priod, normally from 1980 to 1990.
See also notes to Table B-1-
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Table B-3 - India: Top 100 Listed Companies in Manufacturing, 1980-1990
Quartile Distributions or Indicators or Corporate Capital Structure: Stock and Flow
Measures of Gearing'

LTD/ LTD/ INTt INT1
Net Assets Equity EBIT EBIT+DEP

L.T L.T LIT L.T
I ~~~ ~~~(%) (%) ('A) ('A)

Minimum 0.0 0.0 0.5 0.5

Lower Quartile (Q1) 22.3 28.7 33.0 25.0

Median CQ2) 35.2 54.2 47.7 35.4

Upper Quartile (Q3) 49.9 99.5 58.7 45.6

Maximum (Q4) 83.4 500.7 136.8 895

Mean 35.5 71.7 49.0 362

Standard. Deviation 18.1 68.9 25.7 17.2

Skewness 0.10 3.03 0.93 0.48

Kutosis -0.44 14.86 1.64 0.

'Averaged over the whole period, normally from 1980 to 1990.
See also notes to Table B-1.

Table 1-4 - India: Top 100 Listed Companies in Manufacturing,
980-1990

Quartile Distribufions or Stoclk Mket Variables and Dividend Return:
Tobins'Q (Valuation Ratio), P.E Ratio and Dividend Return

Valuation FE Dividend
Ratio Ratio Return
L.T L.T L.T

('A)

Mimum 0.10 1.00 0.00

Lower Quartile (Q1) 0.77 7.10 3.20

Mediaa (Q2) 1.43 10.16 4.50

Upper Quartile (Q3) 2.20 14.60 6.60

Maximum (Q4) 9.56 52.80 27.10

Mean 1.82 12.38 5.40

Staudard. Deviation 1.58 9.04 3.60

Skewness 2.33 1.87 2.82

Kurtosis _ 7.02 4.53 13.71

'LT.: Averaged over the whole period, normaiiy from 1980 to 1990.
See also notes to Table B-1.
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Table B-5 .. All Countries: Top Listed Companies in Manufactuiing'
Summary Measure of Skewness ot Variables

Brazil India Jordan Rep. of Malaysia Mexko Paklstan Thailand Turkey Zimbabwe AU
Korea

Opcning Net Assets 3.48 2.78 3.77 4.34 4.45 2.55 7.22 5.02 5.34 2.65 8.0

Opening Sales 2.98 3.01 5.13 1.62 3.83 2.23 4.41 6.45 3.69 2.S0 6.90

Net Assets Growth 0.02 0.67 -2.25 -4.45 1.44 0.61 0.22 0.96 0.37 0.30 1.08

Sales Growth -1.81 5.34 3.26 -3.75 0.68 1.44 1.26 2185 -1.20 1.30 1.08

EBT(NET Assets L.T. -0.11 3.51 0.21 1.20 -0.55 0.54 0.63 1.05 -0.22 6.25 5.38

EAT/NET Worth L.T. -0.94 -0.36 -0.28 -0.20 -3.75 -0.80 -2.7S 0.42 -1.48 6.14 0.34

Prorits Variability 3.57 3.48 4.07 9.16 8.07 8.40 9.12 NA 5.76 NA 11.56

Retention Ratio L,T. -3.33 -0.60 0.48 -0.41 -0.04 NA -0.54 0.41 0.10 0.49 -0.17

Tax Rate 2.76 2.94 0.41 7.13 3.56 2.93 1.85 NA 0.56 *0.76 6.61

Internal Finance L.T. 0.07 -0.80 -0.21 0.01 0.02 -0.41 0.60 2.14 0.34 0.22 0.75

Extemnal Finance -0.02 0.67 -0.28 0.28 0.50 0,84 -0.20 NA -0.03 0.03 -0.07
Equity

External Finance 0.40 0.29 0.34 0.21 0.2 2,03 -0.09 NA 0.51 0.04 0.57
L.T.D.

L.T.D./NET Assets 1.31 0.10 0.85 7.85 2.16 2.65 0.84 -0.39 0.70 0.51 5.5!
L.T.

INT/EBIT L.T. NA 0.93 NA 0.52 3.59 NA NA NA 4.09 1.20 2.71

L.T.D./Equity L.T. 2.14 3.03 2.36 2.43 4,11 4.04 3.89 3.09 I.S5 0.96 3.94

Valuation Ratio NA 2.33 1,12 -10.00 3,32 NA NA NA 1.06 6.22 2.45

PE Raltio L.T. NA 9.47 S.57 7.10 5.21 NA NA NA 1.49 4.78 9.56

Dividend Relum L.T. 5.36 2.82 1.06 9.94 1.84 NA . 3.35 4.57 0.63 5.73 22.21

'Numbcr of Companies is normally 100 for each country except in Jordan is 38, in Thailand is 67, in Turkey is 45 and in Zimbabwe is 48. Sec also notes to Table B-i.
For dorinition of skewnwsr, see text.



Table B-6 - India: Top Listed Companies in Manufacturing, 1980-1991'
Tlme Series of Variables'

Year Net Assets Sales EBT/Net EATINet Retention LTD/Net INT( INTI Dividend
Growth Growth Asst Worth Ratio (A.T.) Assets EBIT EBIT+DEP Return

(%) (%) L.T L.T L.T L.T L.T L.T L.T
_(%) (M) (io) (%) (%) (%) (%)

1980 45.90 24.07 44.72 25.42

1981 23.75 24.81 31.39 24.87 64.81 27.01 49.39 43.41 7.01

1982 22.47 17.50 22.15 22.28 57.67 31.58 60.49 45.23 5.55

1983 19.08 13.94 20.27 17.30 57.19 32.78 49.94 40.24 5.31

1984 19.82 21.14 18.84 15.92 60.42 34.62 58.87 38.59 5.16

1985 22.13 20.19 20.49 18.39 64.07 33.37 50.46 34.80 5.70

1986 19.14 13.58 16.68 16.78 60.60 34.25 48.70 36.92 5.07

1987 15.53 12.78 13.27 14.13 58.06 37.07 59.88 41.90 5.11

1988 17.21 20.82 14.52 14.31 49.37 37.01 59.02 38.98 5.38

1989 17.08 15.08 14.75 11.63 65.40 36.82 52.15 41.42 5.11

1990 18.11 19.77 16.84 17.61 70.41 38.22 50.12 41.34 5.26

1991 19.81 11,42 15.78 15.32 71.10 37.14 51.49 37.95 5.20

* See the general note in Table B-l. For 1991 the number of companies is much smaller, 32. For other years it is normally 100.
'Unweighted average of cross section of firms in each year individually.



Table C-i - All Countries: Top Listed Companies in Manufacturing
Measures of Growlh' and Profitability2: Median Values

Country No. of Rate of Real GDP Net Asset Sales Real Sales EBT/NET EATINET Profit
Co. Inflation Growth Growth Growth Growth AsseLs Worth Variability

(Period) (% p.a.) (% p.a.) (%) (%) (%) L.T. (%) L.T. (%)

Rep. of Korea 100 6.1 9.11 17.0 12.5 6.4 6.5 8.7 0.8
(80-90)

Pakistan 100 6.6 6.5 15.2 14.0 7.4 19.1 20.2 0.67
(80-88)

Jordan 38 7.3 1.4 8.0 10.8 3.5 13.0 11.7 1.2
(80-90)

Thailand 67 3.2 8,7 22.3 19.5 16.3 7.7 18.6 NA
(83-90)

Mexico 100 67.6 1.5 60.9 68.5 0.9 11.2 9.0 0.9
(84-90)

India 100 8.1 5.4 18.9 16.0 7.9 12.2 16.4 0.7
0 ~~~~~~~~~~(80-90)

Turkey 45 49.0 5.2 53.8 53.4 4.4 36.0 26.6 1.1
(82-90)

Malaysia 100 1.9 6.4 9.4 9.7 7.8 10.3 7.1 0.6
(83-90)

Zimbabwe 48 13.6 3.2 13.8 19.0 5.4 17.1 13.6 NA
(80-88)

Brazil 100 1.95 4.8 -7.8 8.1 6.0 1.1
(85-91)

All 16.7 15.6 5.9 11.1 11.7 0.9

Iv2 1 274.4* 270.0' 118.8' 121.1 191.0' 38.5-

'Annual rates of growth of net assets or sales from the beginning to the end of the period.
2 Average over the whole period indicated in the second column.

*v2-test for comparison of medians across countries, "I" implies rejection of the null hypothesis of equality of medians.



Tahle C-2 - All Countries: Top Listed Companies in Manufacturing
Financing of Corporate Growth: After Tax Retenfion Ratio,' Tax Rate and Internal and External Fnaice of Grwthl:
Median Values

Country Retention Ratio Tax Rate Intenmal Finae Extenl Fce Extnal Funne
(A.T.) (%) L.T. (') Equity (%) LTD). (%)

Rep. of Korea 65.7 36.8 15.8 46-9 30.4

Pakis:an 65.9 10.2 67.5 5.2 23.9

Jordan 48.0 20.4 54.1 255 5.8

Thailand 48.7 NA 14.7 NA NA

Mexico NA 32.2 23.1 64.7 1.0

India 68.0 30.7 38.1 16.3 3R.9

Turkey 37.8 36.8 13.4 666 16.9

Malaysia 51.7 38.6 29.7 48.0 12.0

Zimbabwc 61.7 33.7 57.0 43.5 0.0

Brazil 98.3 25.8 46.0 37.2 5.6

All 62.9 32.5 32.0 41.13 16.0

v21 1 155.6 963- 147.45 185,3- 121.4

Averagc values for the rdevant period for each country.
v1 satistic for comparison of mcdians across countries. t' implies rection of the null hypothcsis of equality of medians.

Table C-3 - AR Counties: Top Listed Companies in Manufan
Stock and Flow Measures of Gearing,' Valuation Ratio,' P.E. Ratio' and Dividend Retumn-' Median Values

Coenty LlDINet Asses INTJEBIT LTDlEquity Vahn Ratb PXE Rao Dridend Reur
L.T. (5) L.T. (%) LT. (%) LT. LT. LT. (5)

Rep. of Korea 39.7 64.1 77.6 0.89 14 3.06

Pakistan 20.7 NA 26.1 NA NA 6.90

Jordan 11.7 NA 13.3 1.30 10.7 6.10

Thailand 55.8 NA 128.4 NA NA 9.40

Mexico 8.6 NA 9.2 NA NA NA

India 35.2 47.7 54.2 1.43 10.16 4.50

Turkey 20.3 33.0 255 2.80 9.97 15.80

Malaysia 10.3 16.5 12.7 1.97 24.5 3.40

Zimbabwe 9.2 12.9 10.2 050 3.71 5.00

Brazil 8.4 NA 9.2 NA NA 0.10

All 18.6 37.2 23.7 13 11.8 4.30

FP 286.6' 126.' 307.1- 141.1' 126ST 247.5'

'Avcragc valucs for the relevant pcriod for ecch country.
'a statistic for comparison of medians across countrics. '*' impEes rejection of the nul hypothcsis of equality of medians.
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Table C-4 - All Countries: Top Ulsted Companies In Manufaduring Growth and Profitability:b Mean and Standard
Deviation

Country No. of Co. Rate of Real CDP Net Asset Sales Real EBTINET EATINET Profit
(Pedkd) Inflation Cr. (% p.m.) Growth Growth Sales Gr Assets LT Worth LT Variability

(% P.O.) (%) (%) (%) (%) (%M

Rep. of Korea 100 6,1 9.1 17.6 13.8 7.7 7.3 8.9 1.78
(80-90) 15.1 15.1 15.1 5.0 5.3 6.07

Pakistan 100 6.6 6.5 15.0 15.6 9.0 20.9 20.4 1.68
(80.88) 11.8 12,0 12.0 6.7 21.8 6.56

Jordan 38 7.3 1.4 8,3 15.1 7.8 14.2 11.5 2.73
00-90) 11.0 16.7 16.7 15.8 14.5 5.73

Thailand 67 3.2 8.7 23.4 25.1 21.9 9.3 20.8 NA
(83-90) 18.2 30.7 30.7 5.7 11.7 NA

Mexico 100 67.6 1i5 63.8 70.9 3.3 11.9 8.8 3.00
(84-190) 20.2 22.1 22.1 10.4 9.0 12.60

India 100 8.1 5.4 20.9 17.4 9.3 16.3 15.S 0.96
80-90) 10.4 9,7 9.7 16.3 0.8 0.77

ts) Turkey 45 49.0 5.2 56.3 53.2 4.2 31.3 24.5 2.23
(82-90) 19.7 15.4 15.4 22.0 19.8 4.57

Malaysia 100 1.9 6.4 13.5 12.4 10.5 10.0 5.3 1.40
(83-90) 16.4 14.5 14.5 10.1 15.5 4.13

Zimbabwo 48 13.6 3.2 11.9 19.1 5.5 22.7 17.2 NA
(80-88) 10.2 6.9 6.9 37.1 24.8 NA

Brazil 100 NA NA 3.9 -10.2 NA 7.6 5.5 2.56
(85.91) 8.7 16.7 NA 10.3 9.4 4.35

All NA NA 23.1 22.0 6.5 13.8 12.8 1.96

Pi 144.72' 153.82* 18.29 16,30- 16.95' 0.89
NA NA 23.50 28,40 18.70 16.60 15.70 6.55

F2 13.172 22.06' 22.06' 48.92' 31.83' 68.47'

* Annual rates of growth of not assets or sales from tho bcginning to tho end of the period.
b Avcrage over the whole period indicated in the second column.
I F-est for comparison of means across countries. "*" implies rejection of thc null hypothesis of equality of means.
2 Bartlett-Box P test for comparison of variance across countries. '*" implies rejection of the null hypothesis of equality of variance.



Table C-5 - All Countries: Top Usted Companies in Manufacturing
Financng of Corporate Growth aFter Tax Retention Ratio and Internal and External Finance of
Growth: Mean and Standard Deviation

Country Retention Tax Rate L.T. Iternal ExL Finance Extwnal
Ratio (A.T.) Finance Eqit YmmF LTD

L_______ (%) (%) (%) (%) (%) 

Republic of Korea 60.7 44.7 19.5 49.6 30.9
1&4 54.7 20.4 1&7 22.0

Pakistan 64.5 17.3 74.0 1.7 24.3
16.3 19.3 43.8 35.3 26.0

Jordan 47.8 22.8 66.3 22.1 11.6
24.9 17.4 49.5 42.8 19.3

Thaiand 49.4 NA 27.7 NA NA
20f5 NA 4Z5 NA NA

Mexico NA 35.4 24.4 66.6 9.0
NA 34.1 25.7 30.1 17.5

India 65.7 29.3 40.5 19.6 39.9
15.0 23.4 32.8 21.9 24.4

Turkey 36.3 37.0 15.3 65.1 19.6
14.6 18.7 14.6 16.5 15.4

Malaysia 50.9 43.0 35.6 46.6 17.8
21.3 29.1 41.8 42.0 25.9

Zimbabwe 64.0 32.6 58.0 38.8 3.2
11.7 14.8 27.4 2.1 11.7

Brazil 94.0 28.2 56.4 36.0 7.7
10.9 24.1 54-9 56.0 23.5

All 62.2 32.8 38.8 39.3 20.8

F' 58.06' 6.92' 20.04' 31.43' 21.21
22.70 31.90 40.20 3880 24.80

Ft 8.30 26.32 16.69' 18.93' 6.38'

'F statistic for comparison of means across comtries. *" imples rejection af the nul hypodtesis of equality of
means.
' Bartlett-Box F statistic for comparison of variance across countries. '*' implies rejection of the null hypothesis of
equalit of variane.
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Table C-6 - All Countries: Top Listed Companies In Manufacturing
Stock and Flow Measures of Gearing, Valuation Ratio, P.E. Ratio and Dividend Return: Mean and Standard Deviation

Country LTDINET INT/EBIT LTDIEquity Valuadon Ratio P.E. Ratio Dividend Return
Assets L.T. (%) L.T. (%) L.T. (%) LT LT LT (%)

Rep. of Korea 43.0 63.6 89.9 1.01 17.01 8.6
42.0 23.0 65.7 0.50 26.49 54.8

Pakistan 26.7 NA 60.6 NA NA 8.2
21.8 NA 98.1 NA NA 6.5

Jordan 13.9 NA 21.4 1.35 25.66 6.6
15.8 NA 31.0 0.53 70.71 5.5

lhailand 55.0 NA 154.4 NA NA 11.7
14.7 NA 121.9 NA NA 11.1

Mexico 12.9 NA 17.3 NA NA NA
15,6 NA 27.8 NA NA NA

India 35.5 49.0 71.7 1.82 12.38 5.4
18.1 25.7 68.9 1.58 9.04 3.6

Tufkey 23.1 47.8 34.6 2.99 11.10 16.8
13.5 55.5 28.8 1.38 5.76 10.3

Malaysia 15.0 27.4 27.3 2.18 41.62 4.1
15.6 41.8 51.3 1.24 63.87 3.4

Zimbabwe 12.3 17.9 16.7 .65 4.23 6.3
10.4 15.7 16.1 1.08 2.59 8.8

Bazil 10.0 NA 12.0 NA NA 0.3
7.4 NA 10.6 NA NA 0.7

All 25.3 43.4 51.9 1.64 21.95 6.8

IF[ 41.38' 35.85' 29.51' 28.57* 3.59 3.16
25.30 37.00 76.10 - 1.33 56.53 21.90

F2 41.46* 27.70 40.8r' 28.13' 94.72' 222.771

F statistic for comparison of means across countries. "* implies rejection of the null hypothesis of equality of menrs.
2 Bartlett-Box F statistic for comparison of variance across countries. '*' implies rejection of the null hypothesis of equality of variance.



Table K-l - Analysls of Corporate Finance. Large Quoted U.K. Manufacturing Corporations, 1980-1990
Time Series of Variables'

Yea Net Assets Sane EDIT/NET EAT/NET Redetion Inlenia Exte.nd Externl LTD/N INT/EBIT INTIEBIT DivideidGrowh () Groth (%) Ast L.T Worth L.T Ratio (A.) Finance L.T Fin. Equity Fin. LtD Assets L.T L.T. (%) + Dept. Retum L.'
L.T(%) (* L.T (%) L.T (M) (1) L.T (%) (V.(II 2) (2) (4) (5) (6 () (3) (9) (10) (11) (13)

1980 47.7 16.1 10.7 6.7
19t1 10.2 6.3 12.2 7.8 56.3 37.7 44.2 ta.I 16.9 8.5 5,5 3.4
1912 S.3 7.2 12.5 8.2 '0.0 52.1 26.8 11.1 17.4 7.t 5.0 3.3
19t3 1.9 7.9 16.9 1.6 48.2 54.1 S0.1 .4.2 14.2 24.0 16.9 4.4
1934 11.1 P.0 19.1 lo's 54.6 45.1 55.5 -0.6 14,3 20.9 IS.3 4.9
1985 -0.5 I.t 1.9 11.0 52.4 103.5 46.6 3.1 13.2 21.3 1S.6 5.3
198M 24.1 14.0 23.7 17.6 64.1 64.0 -38.1 74.1 25.7 16.5 12.9 63
1917 7.4 5.9 22.2 17.4 59.5 60.2 -18.9 58.7 24.6 15.0 11.1 7.0
1915 16.4 10.4 24.7 19.9 56.4 71.1 6.5 22.3 25.0 14.4 11.6 5.7
1989 22.5 22.2 25.3 20.5 57.6 47.5 13.6 3t.9 23.t 17.2 13.9 8.7
1990 20.4 -2.0 13.6 13.2 43.6 31.9 33.2 34.t 28.2 26.4 20.4 7.4
Avengt 12.6 l3 19.4 13.5 54.5 56.7 16.6 26.6 20.5 14.6 123 5.9Sid. 7.6 6.2 4.4 4.7 S.7 19.2 29.5 24.2 5.7 5.9 4.7 1.9

'Tbe ums accounting deflaitlons of vauialic have been used in Lhis tble as thou. in the analysis of developing countrls corporations in Soecion 5.

Source: O.E.C.D. F1liiancil StatIdlc. Part 3.
Non-rinancial ienterpric Financial Statements. Various Year.



Tabb E-2 - Finandng of the largest Quotel Companhes In the U.L 19486
Giauts' and the Ret'

W4869 19C4-69

1948 169 196
Gians A4mt Giants Rat

Jta of pwtof net asss (% p.R.) 7.8 7.7 10.2 8.0

Sous of Funds2 (% of net asse)

R1entions 4.2 4.9 2.9 2.4

fr cash NA NA 2.6 2.2

in echange for sbdaies NA NA 4.0 2.2

T*oter 3.2 2.4 6.6 4.4

Pa-tax rate of ren on net assets (%p.a.) 14.6 17.2 13.0 15.4

Pm_ndm of pm4a_ kwome mmicw 24.0 23.7 19.3 20.7

'For definitions see text.
2Soures of funds in tis table wsum to rather less thn e total pgw of net ss beaus they omit incrses in

miuty nteredst im subsidiaiies. -

Soc Reprouced from Meeks and Wittington (1975).
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Table F-I - Individual Countries: Top Listed Coompanies In Manufacturing'
Correlation Matrix (Pearson's Correlation Coeffident): Size and other Variables'

|________________________ Rep. of Korea Pakistan Jardan Thaland Mwclm India Turkey Malaysia Zimbabwe Brsaz

Opening Nct Asues t0s 1.00" 1.00 1.00" 1.C00 1.00 1,00 1.00" 3.00" 1.00

Neg Assets Growth -0.12 0.02 -0.10 -0.27 40.02 .0.16 -0.08 .0.11 -0.33 .0.13
Opening NEt Sals 0.75" 0.17 0.58- 0.90" 0.86" 0.73" 0.87" O.SS- 0.6r 0.68-
Saks Growth -0.02 0.01 0.63" -0.20 0.05 -0.14 -0.03 -0.17 0.05 0.10

EBTfNST AsMa L.T. -0.21 -0.15 -0.12 0.14 0.01 -0.20 0.10 -0.02 -0.13 -0.09
BATINET Worth L.T. .0.08 .0.03 0.03, ., 0.27 0.02 0.09 0.11 0.04 .0.09 -0.05
Purnt VarabIly .0.06 -0.03 -0.07 -0.08 -0.06 -0.02 0.08 40.12

ReterAlon Ratio L.T. .0.18 -0.05 0.06 -0.07 0.02 0.46 -0.08 0.12 0.09
Tax Rkt. -0.04 .0.06 -0.08 0.00 -0.22 -0.02 0.04 -0.23 .0.11
nrnal Fmaaw L.T. -0.14 -0.23 0.19 0.17 0.02 -.0.08 0.40 0.12 .0.23" .0.05

Bnai1 Pa Equily 0.15 0.11 .0.39 .0.12 -0.09 -0.22 -0.16 0.21" 0.1.4
Exeraml ruuaa L.T.D. 0,00 0.23 0.37 0.19 0.19 -0.14 0.06 O.l2 0.44
L.T.D.INEIT Ats L.T. 0,11 0.21 0.61" 0.20 0.24 0.21 -0.02 0.15 0.26 0.30'
INTIEBIT L,T. 0.11 -0.01 -0.07 -0.17 0.17

L.T.DJEquiky L.T. 0.22 0.11 0.70" 0.21 0,14 0.20 .0.04 0.34" 0.25 0.3r
Vahutin Raio 0.01 -0.43* -0.12 -0.34 .0.16 -0.09

PB RAtio L.T. .0.03 -0.08 .0.0 -0.27 -0.13 0.02

DMdcnd RMum L.T. -0.04 40.10 -0.17 0.06 -0.13 -0.09 0.00 -0.06 0.01

S For tdo number of companis Jnd tho precio time period examined In eaeh country, ee Tablca C-1 to C-3.
BItn& *paea In Iho table kidioa Ih the values for dth pastieular vadablo for tho country wev. not avaiable.
T4est for sgnlfkcm af Pam's corrmlation coefricievt:

* impli twh4ed signiac #a 0.01
** hnplu tw-d .lpitcc at 0.001



Table GC1 - All Countries: Top Listed Companies in Manufacturing 1

Median Values of All Variables1 for Each Quartile of Firms Classified by Opening Size

Quartile Net Asset Sales Real Sales EBT/Net EAT/Net uroNst
Growth Growth Growth Assets LT Asset LT Vanablity

Ql 17.65 18.32 6.16 17.79 16.89 0.85

Q2 23.29 20.72 6.21 9.69 9.79 0.99

Q3 19.30 18.30 8.57 10.16 11.25 0.72

Q4 8.48 3.20 7.21 8.99 10.14 0.85

22 74.79- 85.39' 8.24' 59.02' 46.4Z 18.S'

Quarties Retention Tax Rate Internal External Externa
Ratio Finance LT imee Famc

___________ Equity LTD

Ql 60.05 23.25 29.70 46.35 15.56

Q2 66.99 27.66 34.95 39.05 12.76

Q3 62.78 33.73 28.82 43.15 19.01

Q4 60.20 29.87 33.99 39.70 18.76

13 5.35 37.03' 1.68 1.68 3.65

Quartiles LTDINETA 1NT EBIT LTD/Equity Valuation FE Ratio Dindead
Assets L.T L.T L.T - Ratio L.T Return

Q1 16.33 28.99 19.48 1.51 12.42 7.01

Q2 18.09 42.51 23.19 1.40 11.04 3.39

Q3 30.87 43.31 43.54 1.19 10.95 4.47

Q4 1440 32.98 17.27 1.21 12.17 0.94

73. 20.8r 6.45 19.74 4.51 1.90 94.2r

'For the number of companies, the procize tim period examined in each country and for the units of
measurement of the variables, see Tables C-1 to C-3.

I Chi-square test for comparison of medians acrows quartil The subsLipt *3' refer to the degree of freedom of
the chi-square test stadstic. Critical values of chi-square with degrees of freedom eoual to 3 are 7.815 and
11.345 at 5% and 1% levels of significance respectively.
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Table H-1 - Quantitative Indicators of Stock Market Development for Individual
Countries (19801990)
(values are in million USS and ratios in %)

India, Republic of Kerea and Malaysia

1980 1985 1990

India

Total Market Capitalization 7585 14364 38567

as a proportion of GDP 4.39 6.78 13.23

Number of listed companies 2265 4344 6430

Trading Volume 2760 4959 21918

as a proportion of GDP 1.60 2.34 7.52

as a proportion of market capitalization 36.39 34.52 56.83

Republic of Korea

Total Market Capitalization 3829 7381 110594

as a proportion of GDP 6.13 7.94 -45.87

Number of listed companies 352 342 669

Trading Volume 1867 4162 75949

as a proporion of GDP 2.99 4.48 31.50

as a propotion of market capiaization 48.76 56.39 68.67

N[alaysia,

Total Market Capitalization 12395 16229 48611

as a proportion of GDP 50.62 51.96 114.67

Number of listed companies 182 222 282

Trading Volume 2572 2335 10871

as a proportion of GDP 10.50 7.48 25.64

as a proportion of market capitalization 20.75 14.39 22.36

Source: IFC, Emerjgig Stock Marks Fadbook 1990 and 1993 iscues.
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Table H-2 - Quantitative Indicators of Stock Market Devdopment for Individual
Countries (1980-1990)
(values are in million US$ and ratios in SO)

Thailand, Pakistan and Jordan

1980 1985 1990

Thailand

Total Market Capitalization 1206 1856 23896

as a proportion of GDP 3.75 4.97 29.73

Number of listed companies 77 100 214

Trading Volume 308 568 22894

as a proportion of GDP 0.96 1.52 28.48

as a proportion of market capitalization 25.54 30.60 95.81

Pakistan

Total Market Capitalization 643 1370 2850

as a proportion of GDP 2.71 4.62 7.11

Number of listed companies 314 362 487

Trading Volume NA 236 231

as a proportion of GDP NA 0.80 0.58

as a proportion of market capitalization NA 17.23 8.11

Jordan

Total Market Capitalization 1605 2454 2001

as a proportion of GDP 48.59 51.02 51.01

Number of listed companies 71 104 105

Trading Volume 139 163 407

as a proportion of GDP 4.21 3.39 10.37

as a proportion of market capitalization 8.66 6.64 20.34

Soune: IFC, Emerging Stodc Mwre Faabook, 1990 and 1993 issues.
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Table H-3 - Quantitative Indicators of Stock Market Development for Individual
Countries (1980-1990)
(values are in fillion IS$ and ratios in %)

Turkey, Mexico, Brazil and Zimbabwe

1990 198-5 l9 

Turkey

Total Market Capitalizafion 477 NA 19065

as a proportion of GDP 0.84 NA 17.32

Number of listed companies NA NA 110

Trading Volume NA NA .5841

as a proportion of GDP NA NA 5.31

as a proportion of market capitalization NA NA 30.64

Mexico

Totl Market Capitalization 12994 3815 32725

as a proportion of GDP 6.67 2.15 13.76

Number of listed companies 259 157 199

Trading Volume 3262 2360 12212

as a proportion of GDP 1.67 1.33 5.14

as a proportion of market capitlizaton 25.1 61.86 37.32

Brazil

Total Market Capitalization 9160 42768 16354

as a proporton of GDP 3.82 19.18 3.33

Number of listed companies 426 541 581

Trding Volume 5313 21484 5598

as a proportion of GDP 2.22 9.64 1.14

as a proportion of market capitblizaion 58.00 50.23 34.23

Zimnbabwe-

Total Maket Capitaizaion 1456 360 2395

as a proportion of GDP 27.19 8.28 39.46

Number of listed companies 62 55 57

Trading Volume 154 NA NA

as a proportion of GDP 2.88 NA NA

as a urcoodrion of nmare canitalintion 1t.58 NA NA

Source: IFC, Emerging Stodc Market Facabook, 1990 and 1993 issues.
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Table H-4-IProportions of Total Finanucing Accounted for By Particular Sources of
Funds: US 1901-1979: Flow of Funds Data

Period Total debt( Long-term Short-Term Internal New Stock/
Total debt/Total Liabilities/ Funds/ Total

Sources Sources Total Total Sources
Sources Sources

_______ (1) (2) (3) (4) (5)
1901-12 0.31 0.23 0.08 0.55 0.14

1913-22 0-29 0.12 0.17 0.60 0.11

1923-29 0;26 0.22 0.04 0.55 0.19

1930-39 negative negative negative 1.14 0.19

194045 0.15 negative 0.20 0.80 0.03

1946-59 0.30 0.16 0.14 0.64 0.05

1960-69 0.36 0.18 0.18 0.62 0.02

1970-79 0.45 0.21 0.24 0.52 0.03

Sour=e Taggart (1985).
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Table H-S - Real Return on Stock Market Investments in Sample Developing Countries,
1980-85, 1986-90

Retun on stodcs
(% of p.R.)

Year Capial Gains Dividend Total Nominal Totl Real Inflation
Reu Retw Rau

Brazil

1980-85 303.8 8.28 312.08 170.05 142.03
1986-90 939.3 4-12 943.42 -112.98 1056.4

India

1980-85 29.65 3.22 32.87 23.17 9.7
1986-90 23.6 2.46 26.06 17.64 8.42

Jordan

1980-85 5.833 3.3 9.133 2.8 6.33
1986-90 0.96 3.66 4.62 -5.04 9.66

Rep. of Korea

1980-85 6.166 5.83 12 1.1 10.9
1986-90 41.82 1.42 43.24 37.8 5.44

Malaysia

198045 8.166 5.02
1986-90 19.32 2.34 21.66 19.86 1.8

Mexico

1980-85 -76.9 8.566 85.47 29.1 56.37
1986-90 138.64 3 141.64 65.86 75.78

Paldstau

198085 7.6666 7.98
1986-90 13.24 7.3 20.54 13.76 6.78

Thailand

1980-85 -0.933 9.78 8.85 14 7.45
1986-90 44.74 5.38 50.12 46.22 3.9

Turkey

1980-85 50.4
1987-90 197.35 5.8 203.15 143.7 54.48

Zimbabwe

1980-85 4.0166 14.3 18.35 4.85 135
1986-90 62.72 8.34 71.06 58.16 12.9

Source: IFC, Emrging Market Data book, IMF Intenational Fmcial Statistics.

Note: The capital gains meur the change in the composite shar price index in local currc-y terms row
D(1) of the individual country tables in. the IFC FactbooL Dividend Yield is row E(5) which perti to
stocks in the IFC Emerging Makets Database.
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Table H-6 - Movements in the Aveage Real Interest Rates in the
Sample Countries, 1975-79, 1980-5, 198549

1975-79 1980-85 1985-49

Brazil -17.84 42.63 7382.8
(bank rte)

India 5.96 0.133 1.58
(bn rare)

Jordan -6.34 -0.042 -2.61
(discount rate)

Republic of Korea -0.16 0.917 4.56
(deposit rake)

Malaysia 0.018 -0.272 2.53
(discount rate)

Mexico -5.518 -14.117 -8.738
(av. cost of fiuds)

Pakistan -0.92 2.017 3.22
(bank rate)

Thailand 3.05 5.3 4.9
(discount rare)

Turkey -27.274 -12.817 -9.338
(deposit rate)

Zimbabwe -7.49 -3.737 -3.462
(deposit rate) I

Souc IMF. International Financial Statistics, various issues.
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Table 11-7 -- All Countries: Top Listed Companies in Mnnuracturing, 1980-1990'
Correlation Matrix (Pearson's Correlation Coetlcient): External Finance (Equity) and oilier Variables

Rep. of Pakistan Jordan Thatiland Mexico India Turkey Malaysia Zimbahwe Brazil All
Korea

Opening Net Assets 0.15 0.11 -0.39 -0,12 -0.09 -0.22 -0.16 0.28 -0.14 -0.06

Net Assets Growth -0.20 0.13 0.38 -0.24 0.18 0.09 0.18 0.37 0.10 0.31"

Opening Net Sales -0.07 -0.02 0.00 -0.10 0.04 -0.18 -0.09 0.11 -0.10 -0.05
Sales Growth 0.18 0.44" -0.42 -0.17 0.06 -0.05 0.11 0.23 -0.29 0.29-

EBT/NET Assets L.T. -0.29' -0.27 -0.40 -0.58" -0.34" -0.47' -0.29' -0.38 -0.65- -0.32-
EATINET Worth L.T. -0.43" -0.31' -0,55' -0.80" -0.56- -0.60- -0.43" 0.49' -0.75" -0.48-

Profits Variability 0.08 0.35' 0.19 0.17 0.34" 0.22 0.22 0.63- 0.17"

Retention Ratio L.T. -0.38" -0.34' -0.48 -0.33- -0.38 -0.09 0.12 -0.17 -0.31-
Tax Rate 0.11 0.22 0.13 0.42- 0.16 0.04 0.09 -0.05 0.43" 0.31|

Intemal Finance L.T. -0.37" -0.80" -0.92" -0.81" -0,67- -0.52- -0.81" -0.91" -0.91" -0.80"

External Finance 1.00" 1.00" 1.00" 1.00" 1.00" 1.00" 1.00- 1.00" 1.00" 1.00
UL Equity

Extemal Finance -0.51" 0.00 0.15 -0,53" 0.00 -0.58 -0.32 -0.19 .0.26 -0.28"
L.T.D.

L.T.D./NET Assets -0.15 0.27 -0.12 -0.36" -0.01 -0.47 -0.05 -0.13 0.24 -0.14"
L.T

INTIEBrr L.T. 0.31' 0.53 0.42 0.49 0.39 0.30"
L.T.D,/Equily L.T. -0.27' 0.28 -0.11 -0.25 -0.05 -0.47 -0.12 -0.17 0.21 -0.120

Valuation Ratio 0.29' -0.21 -0.18 -0.22 0.00 0.38 0.00

PE Ratio L.T. 0.15 0.47 0.23 0.35 0.21 0.20 0.14'

Dividend Retum L.T. 0.05 0.12 -0.21 -0.25 -0.42 0.00 -0.45 -0.11 -0.02

For the number of companies and the precise time period examined in each country, see Tables C-i to C-3.
T-test for significance of Person's correlation coefficient:

* implies two-tailod significance at 0.01
** implies two-tailed significance at 0.001



Tahle H-8 - All Countries: Top Listed Companies in Manufachuing1

Mv-dian Values of All Variables' for Each Quartile of Firns Classiried by External Financ Eqity

Qujartiles Opening Net Asset Sales Real Sales EBT/Net EAT/Net Proflt
Net Growth Growth Growth Assets LT Asset LT Variability

Assets

QI 25636.00 16.83 14.97 5.16 15.44 16.74 0.75

Q2 34144.00 18.46 17.03 5.47 13.18 13.15 0.80

Q3 22272.00 23.52 21.00 8.44 12.09 10.92 0.87

Q4 25899.00 18.64 16.80 5.87 7.12 6.42 1.18

312? | 0.86 13.8B- 7.38' 14.55' 61.90* 83.68' 13.74'

Quartiles Retention Tax Rate Iternal Eterna
Ratio Funmce L.T FImance

LTD

Qi 67.56 31.87 68.33 23.31

Q2 63.81 33.14 40.86 21.75

Q3 61.60 32.89 28.61 16.81

Q4 53.13 37.45 11.92 6.28

12.2 2.85 112.73' 29.73'

Quartiles LTDINETA INTJEBIT LTDAEquity Valuaton FE Ratio Dividend
____________ Assets L.T L.T LT Ratio LT Rehurn

QI 17.70 26.28 22.37 1.36 9.84 4.98

Q2 18.74 32.75 24.53 1.41 10.75 4.19

Q3 18.82 41.37 24.18 1.51 11.79 4.46

Q4 16.07 51.75 19.61 1.32 15.73 3.39

|x' 4.24 17.21' 3.50 1.38 3.44 9.49'

'For the number of companies, the precise time period examined in each country and for the units of msment of the
variables, see Tables C-1 to C-3.

7 Chi-squar test for compaiso of medians across quartiles. The scipt 3' refers to the degree of freodom of the chi-
square tet statistic. Criical values of chi-square with degrees of freedom equal to 3 am 7.815 and 11.345 at 5% and 1%
levcls of significance respecively.
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Graph B-II

Top 100 Indian, Malaysian and Korean Mazuracturing Corporations
Percentage Frequency Distributions
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