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Abstract:

Initially, voting rights were limited to wealthy ieds providing political support for stock
markets. The franchise expansion induces the mediger to provide political support for
banking development as this new electorate hasrldéwancial holdings and benefits less
from the riskiness and financial returns from statirkets. Our panel data evidence covering
1830-1999 shows that tighter restrictions on théngofranchise induce a greater stock
market development, whereas a broader voting fiaacts more conducive towards the
banking sector, consistent with Perotti and vondbea (2006). Our results are robust to
controlling for other institutional arrangementsla@andogeneity.
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1. Introduction

The quality of institutions is viewed agundamentatleterminant of economic growth
and development through factor accumulation (Namid Thomas, 1973; see Acemoglu,
Johnson, and Robinson, 2005, for a review). In MNoand Thomas's view, factor
accumulation — including financial capital — ip@ximatecause of growth. The fundamental
explanation of comparative financial systems issthiifferences in key institutional
arrangements that define rules and rights aimguladécting investors and supporting private
contracts- Three fundamental institutions are critical fardncial rules and rights, and hence
for the development of financial systems: legaliwal, and political institutions (La Porta,
Lopez-de-Silanes, Shleifer, and Vishny, 1998; Ragrd Zingales, 2003; Stulz and
Williamson, 2003; Acemoglu and Johnson, 2005).

Fundamental institutions, such as legal origins perdistent cultural traits, are clearly
important and there is convincing evidence confngntheir roles for the development of
financial system&.However, they do not lend to fully account for ¢iseries variation in
financial systems as changes in legal origin otucel are extremely rare. They therefore
ought to be complemented by other institutionalwsieOf primary importance to explain the
rise and decline of stock markets and banking sesttheevolutionin political institutions,
as acknowledged by Haber, North, and Weingast (20Q7particular, political institutions
governing the expansion of suffrafje, key measure of the distribution of political msw
Notwithstanding that economic historians have aggtieat political institutions shaped

financial systems, there has been little systemat@mination of the evidence, especially

! There is ample evidence showing that rules arfitsigimed at protecting outside investors, inclgditinority
shareholders and creditors, and supporting prigatéractual arrangements do matter for the devedoprof
financial systems; see, e.g., La Porta, Lopez-t&n&s, Shleifer, and Vishny (1997, 1998), Levin89@),
Modigliani and Perotti (2000), La Porta, Lopez-de$es, and Shleifer (2006), or Djankov, McLiesinda
Shleifer (2007).

2See La Porta, Lopez-de-Silanes, and Shleifer (200® review the theory and empirical findings el
origins. On the role of culture, see most notakliyizSand Williamson (2003), Guiso, Sapienza, andgZles
(2004), Licht, Goldschmidt, and Schwartz (2005) &tegel, Licht, and Schwartz (2011).

® We use the terms “suffrage” and “franchise” intenegeably throughout the paper.



from an international perspective. This paper eivglly examines how the diffusion of
voting rights across the population helps to expliie historical evolution in a country’s
reliance on both stock market and bank findhéée focus on the scale of external finance
(hereafter, financial development) but also ondbgree to which countries have bank-based
or market-based financial systems (hereafter, Gisrstructure) (see, e.g., Beck and Levine,
2002). Financial developmeand structure have been conclusively shown in theditee to
accelerate economic growth (for a review see, E§RB, 2014).

Suffrage reforms during the late nineteenth andtéentieth centuries are crucial
political changes. Suffrage reforms affect the igbibf elites to obtain disproportionate
political leverage, and to design legal framewoaksl state policies to benefit themselves
relative to others in terms of access to finan@eemonomic opportunities. Paying attention to
changes in suffrage institutions gives indeed imsignto the shifts in political equilibria
affecting financial systems over time. For examgenmelech and Moskowitz (2010) show
that financial regulation was exploited by eliteshwpolitical power for their own interests in
nineteenth century America. They provide eviderna tsury laws — limiting the maximum
legal interest rates — were used to hamper corgeaind control entry. States that restricted
suffrage to taxpaying property owners tended toosepmore strict usury lawddaber (2011)
documents for Brazil, Mexico, and the United Statest less inclusive suffrage institutions
amplified the political power of elites and thagithpower inhibited policies governing banks,
which in turn shaped the size and competitive smecof the banking sector (see also

Calomiris and Haber, 2014). Using stock price ddmatner and Zhan (2012) find that

* Our study builds on the seminal work by Rajan Zimfjales (2003), Roe (2003), Gourevitch and Sh2006),
Perotti and von Thadden (2006), Haber, North, amingast (2007), Malmendier (2009), Roe and Siez2@09),
Calomiris and Haber (2014), and many others wha@eior historical changes in a country’s financigtem as
reflecting shifts in the distribution of politicabwer. Perotti (2014) provides an excellent surmeythe political
economy of financial systems.

® Relatedly, Bolton and Rosenthal (2002) give a thcal explanation for why U.S. states with lesslusive
suffrage institutions were less likely to pass debelief legislation.



investors in British firms, foreseeing future adteéons of their property rights, responded
negatively to the 1867 suffrage reform.

As illustrated, the prevalence of inclusive suffragstitutions and constraints on elites’
political power facilitate access to credit andrpode more intermediated (bank) finance (see
also Barth, Caprio, and Levine, 2008)hile broader voting rights lead to higher levefs
financial development, financial structure canl slitfer markedly across democracies. Rajan
and Zingales (2003) actually observe significanbssfcountry differences in financial
structure. The authors also document rapid chaogasgring in financial structure during the
twentieth century and identify in particular “Grdgversals” experienced by many European
countries in the interwar period and Japan afterfSecond World War.

Embedded in the premise underlying interest grdwgory of suffrage institutions
(Engerman and Sokoloff, 2005), our paper goes leyoarrative insights and country-
specific studies and investigates whether the impécsuffrage institutions on financial
development and structure is generalizable to ads®et of countries. Combining various
data sources, we construct a unique historical Ipdataset allowing us to provide external
validity regarding the all-important question ofetink between suffrage and both stock
market and bank financeThis allows us to exploit important variation iffsage institutions
in a time series and cross-sectional dimension dradl more general conclusions on the
political economy underpinnings of financial sttwet The main analysis relies on a panel
dataset of 18 today’s established democracies icmyvére nineteenth and twentieth centuries
and for which we obtained sufficiently reliable a@awWhile our sample only includes 18

countries, it represents almost the entire popradf countries with a history of democratic

® Focusing on the banking sector, Quintyn and Ver@e10) relatedly show in a large sample of cdeatsince
the early 1960 that sustained financial deepergngast likely to occur in countries endowed witgHiguality
political institutions. Bordo and Rousseau (2008Jl similar evidence in a more historical perspexti

"In Haber's (2011) conclusion, the question of mae validity of the link between suffrage instituts and
banking development is raised as follows: “Are thessults generalizable? Obviously, more detailasec
studies beyond the three presented here [i.e. iIBMexico, and the United States] are necessafgrbeany
firm conclusions should be draw [...]".



voting. Summary statistics depict significant vaoa between and within countries reflecting
various suffrage restrictions based on wealth,ad®@tatus, education, gender, and race. More
specifically, summary statistics indicate that mgtiranchise was low at the beginning of the
twentieth century, with on average 17.3% of theytafon allowed to vote in 1900. This
percentage increased to 25.5% around 1913 andecrdee 50% mark generally after the
Second World War only. Exploiting these variatiassng standard panel data techniques, we
show evidence that suffrage institutions have angtreconomic and statistical effect on
financial development and structure. Countries witfhter restrictions on their voting
franchise tend to rely more on stock markets, wdeeo®untries with broader voting franchise
are more conducive towards the banking sectoractfig the political support of the newly
enfranchised segment of the population. Employing rmost conservative estimates, a one
standard deviation greater voting franchise leada £4.6% lower degree of stock market
capitalization and a 16.1% greater banking sectweldpment. As a result, we do find
evidence indicating that countries with tightertrieions on voting franchise tend to have a
more market-oriented financial structure.

Our findings are consistent with the insight tharrow elites pursue economic
opportunities by promoting capital raised on stocirkets. In contrast, a broader political
participation empowers a middle class with diffenereferences, where banks are favored by
limiting the rights of minority shareholders. Bafikance is preferred by less financially
wealthy citizens with proportionally more expostweabor income, as it contains corporate
risk. This prediction arises as a median voter ldgium in Perotti and von Thadden (2006),
but a similar implication arises when governmentmfation depends on interest group
coalitions (Pagano and Volpin, 2005; see also HgJ\000; and Gourevitch and Shinn,

2005). By moving (the location of) the median vaberby determining the ruling coalition,



the scope of the voting franchise directly influesche development and structure of a
country’s financial system.

We also address the cross-sectional implicatiorsewéral complementary hypotheses
related to other (observable and unobservable)ifscof institutional quality affecting
financial development and structure. First, we auntor observable factors such as legal
origins, religious composition, and electoral rulamong other institutional arrangements.
Second, the respective contribution of each of @éhemidamental institutions is hard to
disentangle, as it is in part a matter of defimtand of indicators construction (Glaeser, La
Porta, Lopez-de-Silanes, and Shleifer, 2004; Acémagd Johnson, 2008)We overcome,
however, objections related to other unobservablgofs of institutional quality in the
following ways. We include country fixed effectsonr specifications in order to remove the
effect on financial outcomes of fixed country clweaistics potentially correlated with
suffrage. We also include year fixed effects to seenany common global trends in suffrage
that may be correlated with financial outcomes.ti€ily, our results hold even after
controlling for GDP per capita and wealth inequyalitVe further address potential concerns
about omitted variable bias by adopting a diffeeemcdifferences (DID) approach. This
allows us to exploit exogenous inter-temporal wates from two major suffrage reforms
across countries — namely, male and female univessffrage reforms. The DID
methodology confirms our predictions. All in alh these efforts to unbundle institutions, the

economic and statistical significance of suffraggitutions are unaffected.

8 Indeed, there can be big overlap between legalesyss religious composition, and national political
institutions making it hard to isolate the idiossettc component of these features (especially vingrkiith
small samples of countries). For example, judicégiew can be equally seen as a legal or a pdlitstitution
limiting government discretion, while enforcemerft amntracts requires legal rules as well as govemtm
support. Also, legal origin may proxy for institois that are not fundamentally related to the lsgatems:
Common law countries are primarily Protestant, aiiitench civil law countries are overwhelmingly I@sic.
The legal origin view has evolved over time as athhy La Porta, Lopez-de-Silanes, and Shleifer §208ow
the authors seem to adopt a more cultural inteapogt of legal origin “as a style of social contodleconomic
life”.



Our results also contrast with the time-series ioapions of the “modernization
hypothesis”. The central tenet of the modernizaligpothesis as articulated by Lipset (1959)
is that economic development causes a country ttebecratic. This would suggest that our
results do not establish causality and that they driven by reverse causality. Reverse
causality cannot be ruled out easily, since expansf the voting franchise can be the result
of economic growth and factor accumulation, rathean a cause thereof. Although the most
recent studies give little empirical support fore timodernization hypothesis (see, e.g.,
Acemoglu, Johnson, Robinson, and Yared, 2008, 28@%; and Jensen, 2014), we further
use an instrumental variables (IV) approach togateé concerns about the cause-and-effect
relationships involved. We employ proper instrursdiiat are country-time level varying by
building on the historical and theoretical liter@&uon the reasons why governing elites
granted suffrage to other segments of the popuatising this IV strategy, we obtain results
confirming the predictions of a link going from #afye institutions to financial development
and structure.

Finally, we investigate whether suffrage institaBoexert long-run effects. We find
that the time of adopting universal suffrage haggiasting impacts on financial structure.
Extending the set of countries to 35, our long-ewidence reveals an impressive impact of
the delayed introduction of the universal suffragethe form of today’s financial systems: a
25-year delay in the introduction of universal sagfe relates to a remarkable 17.5% increase
in the today’s importance of stock markets relatovéhe banking sector.

Our paper contributes to the literature in the dwihg ways. First, supporting
evidence on the political institutions view has mogeimarily based on panel studies across
U.S. states (Benmelech and Moskowitz, 2010; Rajad Ramcharan, 2011), or cross-
sectional variation around significant historicaabntinuities, such as the Great Reversals

(Rajan and Zingales, 2003; Perotti and Schwienba@@99). This paper goes beyond by



assembling a broad historical panel of countried a&entifying evidence for the new
generation of political economy models (Pagano \aoigin, 2005; Perotti and von Thadden,
2006). We add in turn to this new generation oftpal economy models by stressing the
role played by suffrage institutions. Second, gfaper empirically shows how broadening the
electorate affects not just the scale of exterimanice over time but also its structure. This
result allows to distinguish their effects from qaementary hypotheses such as the legal
origin view (La Porta, Lopez-de-Silanes, Shleifemd Vishny, 1997, 1998) or the
majoritarian/proportional view of government padisi(Persson and Tabellini, 2003; Pagano
and Volpin, 2005). Indeed, Modigliani and PerotB0Q0) suggest that in weak legal
environments, banks may provide closer monitorimgntdispersed shareholders. The legal
origin view shows that banking is particularly dieyeed in the German legal tradition. Even
if some civil law traditions were systematicallyssesupportive of shareholder rights, and
banks represent the alternative, a (time-varyirgjtipal explanation was still lacking. We
provide in this respect an empirical attempt shgwivhy over time depositors would be
better protected than shareholders. Third, our ragpisetting illuminates causality, running
from suffrage institutions to financial outcomes)dathus offers evidence for a richer
alternative to a simplistic modernization hypotBeskinally, this paper speaks to the
dominant political science literature centered be tVarieties of Capitalism” model (Hall
and Soskice, 2001), of which our evidence ratiaeslithe approach.

The remainder of this paper is structured as falaBection 2 develops the theoretical
framework and testable hypotheses. Section 3 descrihe data and proceeds with a
discussion of initial assessments of our hypotheSestion 4 contains our main empirical

results, while the long-run analysis is presentefiection 5. Section 6 concludes.



2. The Suffrage and Finance Nexus

This section clarifies the channel through whickfrage institutions affect financial
development and structure. In this way, we laytbhatmain hypotheses to be tested. We then

provide some case studies to further illustratesttenomic channel we capture.

2.1. Theoretical Framework and Testable Hypotheses

The premise underlying institutional quality arguntge is that key institutional
arrangements that define rules and rights are degaais pre-conditions of the development of
financial systems. In particular, the political tiigtions view considers that good political
institutions should come first because they deteenthe distribution of political power in
society: let people vote to influence their fortuaad to constrain elites from abusing power.
In the tradition of classical political economy, wensider that financial rules and rights
affecting financial systems are the result of pwdit decision-making, which are in turn
influenced by economic interests. As corporate edtalders, voters have preferences about
external financing because it affects corporateist®ts, which drive the creation and
distribution of national wealth. Suffrage instituts, by determining the enfranchised
segments of the population, constitute thereforeomer stone of political outcomes. By
voting for their representatives, the enfranchisegdulation can influence the political agenda,
and thus the implementation of policies protectimgir interests. As shown, broadening the
electorate is consequential as it undermines remgyla@apture by elites, increases the access
and provision of credit to the private sector (Bbahd Rousseau, 2006; Barth, Caprio, and
Levine, 2006; Benmelech and Moskowitz, 2010), aelghs protect property rights as well as

investor rights (North and Weingast, 1989).



The models of democratic choice — such as Pagamh&alpin (2005) and Perotti and
von Thadden (2006) — predict that political prefees, which are determined by the
distribution of equity ownership in the econorhshape the national financial system. In other
words, in this view, voters’ preferences at eacintpm time determine the scale of stock
markets and banking sector and thereby also th@welimportance of stock markets vis-a-vis
the banking sector.

We hypothesize that countries with tighter restrits on voting franchise tend to have
higher levels of stock market development. In castircountries with broader franchise tend
to have higher levels of banking sector development

These two predictions follow Perotti and von Thadsge(2006) median voter
equilibrium?® The political support for banks or stock markatsiétermined by the median
voter, which has a mixed identity as investor anarker. If the median voter has little
financial wealth and mainly relies on labor incoragolitical majority will favor high labor
and creditor protection. Indeed, this median vatirassign a central role to banks over stock
markets since banks share its aversion to riskk8drave a tendency to limit risk-taking
behavior of corporate managers, since, as debtisplteey do not benefit from the upside
potential of riskier investments. In contrasthi&tmedian voter has sufficient financial wealth,
a majority will support strong minority shareholgeotection and therefore a greater role for
stock markets. Stock market development resultsker but more profitable investments at
the cost of higher labor risk-bearing. Similar petidns arise from interest group coalition as
in Pagano and Volpin (2005).

In this theoretical setting, suffrage institutioplsly a key role since thegffect the

median voter. The expansion of the voting franghigeadding voters that were drawn mostly

° This assumption is consistent with empirical obations. For example, Kaustia, Knuipfer, and Tas@013)
empirically examine the role stock ownership playsshaping political preferences and find a positand
economically significant effect on right-of-centeite share.

19 Biais and Mariotti (2009) take a similar theoratisetting to analyze the political process througtich
bankruptcy laws can emerge.
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from the lower end of the wealth distribution, alk switching political majorities towards
the preferences of the newly enfranchised segménhe population* As an example,
Morgan-Collins (2013) analyzes eleven European tasfor the period 1888-1975 and
shows that an increase in the size of enfranctpsgdlation resulted in an increased support
for socialist parties. Thus, limited suffrage emsupower to a relatively wealthy median
voter, favoring stock markets, whereas a broad#ragie moves the median voter towards
lower income classes, favoring the banking se@tor.

As discussed in the introduction, financial struetdliffers across countries, cross-
sectional as well as over time (Rajan and Zing&@83). In an early contribution, Modigliani
and Perotti (2000) suggest that in an unreliabl®oreament regime, transactions tend to
become intermediated through banks, which are bboyrabme form of private enforcement.
La Porta, Lopez-de-Silanes, Shleifer, and Vishr§97l, 1998) show evidence that banking
sector development is higher in German civil lawrdoes. Even if the rights of minority
shareholders are on average weaker in some Cwilclauntries, and banks represent the
alternative, political explanations of why cred#owould be better secured than minority
shareholders are still necessary. In this respleetmodels of democratic choice (Pagano and
Volpin, 2005; Perotti and von Thadden, 2006) ale &b account for observed variation also
across Civil law countries, while changes in s@f&anstitutions further account for observed
variation over time. This results in our third prggbn: Countries with tighter restrictions on

voting franchise tend to have a more market-orgkfiteancial structure.

Y Economic theory provides different channels legdjlitical elites to broaden the voting franchise.
According to Acemoglu and Robinson (2000, 20063, ¢ékpansion of the voting franchise can be undedsés

a rational response by the governing elites to davewolution. In contrast, Lizzeri and Persico (2p@nd
Llavador and Oxoby (2005) argue that the expansfahe voting franchise was the result of the djesrce of
interests existing within the elites.

21 this respect, our study also complements amatinend of the literature devoted to the econcefiiects of
suffrage. This literature, echoing earlier conceshsAlexis de Tocqueville’'sDemocracy in Americg[1835]
1965), largely associated the expansion of thecfrae with increases in the size of government (éigsted
and Kenny, 1997; Justman and Gradstein, 1999; Bidltta, and Loukoianova, 2006).
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2.2. Case Studies

A closer look at countries from different legalditeoons — England, Belgium, and
Sweden — offers valuable insights of many of thesrtls in the paper. The history of British
banking after the Napoleonic Wars was not seandadskey changes in the distribution of
political power are reflected in its evolution, @sscribed in details by Calomiris and Haber
(2014, chapters 4 and 5). In the eighteenth ang aareteenth centuries, elites in control of
the government were not particularly concerned algmyernment policies that target the
ability of common people to get bank credit, legvthem in the cold. However, a series of
gradual expansions of suffrage in the nineteenttiucg made small elites more and more
powerless. The 1832, 1867, 1884 acts broke cestofi¢radition by progressively reducing
property requirements for the franchise and allgnsaveral segments of the male population
(comprising members of the working class) to V3tehe period before 1860 signed the end
of the Bank of England’s monopoly and saw the emerg of competing chartered banks,
operating on a branching basis and serving thesneegrivate commerce and industry. By
the end of the nineteenth century, the English lankystem consolidated, by achieving
stability and broadening credit provision. Consetlye for over a century after 1850, the
English banking sector grew dramatically in ternisboth deposits relative to GDP and
borrowers’ access to banks or bank offices. Abbig period, Calomiris and Haber (2014,
page 128) add: “By 1904, there were over 15,000dires of the Post Office Savings Bank
and roughly 400 offices of trustee savings bankes€ new institutions reflected the rise of
the middle class as both an economic reality apdliéical force seeking its own sources of

financing.”

13 The 1832 “Great Reform” Act increased, for examgie political representation of the burgeonindyistrial
cities (like Birmingham and Manchester) at the ewgee of the so-called rotten boroughs (locationsh wit
minuscule populations).

12



In the second half of the nineteenth century, Belgpassed several reforms on stock
exchanges, while its franchise was fairly narféun 1867, government gave up its right to
ban firms from trading on the stock exchange. Then@any Reform Act of 1873 abolished
in turn government approval to set up a limitedility firm. By embracing these reforms, the
Brussels Stock Exchange experienced its fastedlamwent. Van Nieuwerburgh, Buelens,
and Cuyvers (2006, p. 26) uncover that “betweer3la@rd 1914, the total number of listed
shares increased from 174 to 1197.” In the yeatsr ahe First World War, Belgium
witnessed a reversal of the reforms of 1867 an@1Bi71919, plural voting is abolished and
universal suffrage for men over 21 is introducedreasing the representation of the Workers
Party. The years following these suffrage reformre @&haracterized by a massive
concentration in the banking sector, stimulatedtiy law of July 23, 1927. Then, the
regulatory reforms of the financial system in 19385 tightened to a certain extent
government control over the stock exchange. Varemgnts of the era — such as distributional
shocks and institutional political reforms — lee Belgian stock market development to reach
its peak in 1929 and to drop off sharply afterwards

Hdogfeldt (2005) describes how the expansion ofngpfranchise in Sweden generated
institutional settings that affected the financstucture of the country. Until universal
suffrage was introduced in 1921, the Swedish ecgnibad a well-developed stock market,
with a large fraction of the economy held by a feary rich families. The expansion of
suffrage however secured long-lasting political powo the Social Democratic Party from
1932 onwards, creating the ground for a more egait economy based on strong

corporatism and less stock market development.

14 Belgium had a restricted manhood suffrage till 288th high direct tax minima differing in urbandnural
areas. Male universal suffrage, modified by pluwating, was introduced in 1893. Plural voting altow
maximum of 3 votes per person depending on edutdifmoma, social status, or property ownership.

13



3. Data and I nitial Assessments

We now introduce the dataset we use throughoutm@in analysis of the paper and
present preliminary assessments of the link betwsdffrage institutions and financial
development and structure. We document that casnvith (1) tighter restrictions on voting
franchise are conducive to higher levels of stockrket development; (2) countries with
broader voting franchise are conducive to higheelkeof banking sector development; and in
turn (3) countries with tighter restrictions on gt franchise tend to have a more market-
oriented financial structure. To this end, Tabl@rdvides definitions of our variables and
their sources, Table 2 contains descriptive stesistind Table 3 depicts the evolution of
suffrage institutions in our sample countries. €aBl also provides tests of differences in
suffrage institutions for low and high countriestéls of financial development and structure

as well as pairwise correlations between our firdrand suffrage indicators.

<insert Table 1 about here>

3.1. The Sample

Time-series variation in voting franchise is impmittto capture its impact on financial
development and structure. Our base sample emp@oy&8-country panel dataset which
covers the longest time span possible, composedifigrent years spaced by around ten
years. The analysis on stock market developmenersothe nineteenth and twentieth
centuries while the analysis on banking sector ldgweent and financial structure is
restricted to the twentieth century due to datailalidity. Our dataset comprises a set of

today’s established democracies for which we hawgcgent information on stock markets,

14



banking sector, suffrage institutions, and couspegcific characteristics. The countries
included in the panel dataset are reported in TAklen Appendix (in bold). We are dealing
with an unbalanced panel (see Table 2). Howevaryesountry is well covered in the time-
series dimension as the average number of obsengair a country in the twentieth century

is 9 (out of maximum of 10).

3.2. Indicators of Financial Development and Stanet

We use indicators capturing the scale and struatfiexternal finance in a country
over time. The goal is to proxy for the degree\dikability of stock market finance and bank
finance. We rely on a variety of indicators thaée amommonly used in the literature on
comparative financial systems (see Beck, DemirgugtKand Levine, 2000).

We employ two indicators for the size of a courdrgtock market. The first is stock
market capitalization to GDP (CAPITALIZATION). Weombine several data sources to
obtain the longest time series possible (1830-199@pldsmith (1985), Rajan and Zingales
(2003), and Musacchio (2010). We mainly rely onadptovided by Rajan and Zingales
(2003) where the stock market capitalization to GBRovered from 1913 to 1999 and
reported for 24 countries. Musacchio (2010) howgweposes improved estimates for 1913
and complements it with 1900, as Sylla (2006) aadPbrta, Lopez-de-Silanes, and Shleifer
(2008) had questioned the accuracy of Rajan angags’s figures in 1913: the inclusion of
corporate bonds and cross-listed companies prodpeed estimates in 1913. We therefore
employ the re-estimated data of Musacchio (2010}He years 1900 and 1913 and the data
of Rajan and Zingales (2003) for the following yeaBoldsmith (1985) provides additional
data on stock market capitalization to GDP fornheeteenth century but for fewer countries.

We complete our dataset by using Goldsmith (1988ilyng us with observations going back

15



to 1830. The second indicator of the size of tlelsmarket is the number of publicly listed
domestic companies per million of inhabitants (LERF COMPANIES). This variable is less

prone to fluctuation of stock valuations and isiested from Rajan and Zingales (2003), but
is available for the period 1913-1999 only.

BANK DEPOSITS is our indicator for the size of auotry’s banking sector. It is
defined as the ratio of commercial and savings siépto GDP. While this indicator does not
provide clear information about the amount of pieveredit granted by the banking sector, it
is one of the few that has been compiled in a sta@zed manner for a long time-series and
for a large cross-section of countries and was eyaol before by Rajan and Zingales
(2003)°

Finally, we also look at the orientation of thedintial system by using a measure of
the importance of stock markets as compared tban&ing sector. We define STRUCTURE
as the ratio of CAPITALIZATION to BANK DEPOSITS,; this indicator is greater than one,
it means that in a given country the size of thexlstmarket is larger than the size of the
banking sector, thereby suggesting that the firssgistem is market-oriented.

Some countries from the Rajan and Zingales’'s (2@@3aset are not in our dataset
since our concern is primarily the period coveretble the Second World War and financial
data available for this period are somewhat spddse.sample ends up being 18 countries
over the time period of 1830-1999 for CAPITALIZATNDand 1913 to 1999 for LISTED

COMPANIES, BANK DEPOSITS, and STRUCTURE.

> We also complete the Rajan and Zingales'’s serestack market development for Belgium with dateeta
from the SCOB database maintained at the Univeddiyntwerp. We thank the SCOB for providing thelsea.
'8 The BIS has recently made a panel dataset avaitabldomestic bank credit to the non-financial sre(see
http://www.bis.org/statistics/credtopriv/documeidatpdf). The dataset however does not cover théoghe
before the Second World War.

"Years under consideration are 1830, 1850, 18615,18380, 1881, 1895, 1899, 1900, 1913, 1929, 1938,
1960, 1970, 1980, 1990, and 1999. Rajan and Ziag@@03) also employ the fraction of gross fixegiz
formation raised through equity issues. We do set this indicator as it is not available for maonymtries and
years under consideration before the Second Wodd W
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<insert Table 2 about here>

The top part of Panel A in Table 2 reports the dpsee statistics for our indicators
of financial development and structure — mean, deteth deviation (overall), standard
deviation (within), and standard deviation (betwedime mean value of CAPITALIZATION
is 0.576 and the within country standard deviai®f.411. We also note substantial variation
across countries in CAPITALIZATION with a betweetarsdard deviation of 0.319. This
substantial variation between and within countrsesonfirmed using the other stock market
development indicator, LISTED COMPANIES. Table Zalindicates high variability
between and within countries for our indicator ainking sector development, BANK
DEPOSITS. Regarding financial structure, the averaglue of STRUCTURE is 2.041,
indicating that on average countries in our santi@ee a market-based financial system.
STRUCTURE varies quite a bit over time. As an itason, in 1913, STRUCTURE
identifies Spain and Japan (Norway and Austriahaging the most market-based (bank-
based) financial systems. In contrast, the UnitiedeS and the United Kingdom (Austria and
Belgium) are classified as countries with the mosdrket-based (bank-based) financial

systems in 1999.

3.3. Indicators of Suffrage Institutions

We employ two indicators of suffrage institutiortsat may explain variations in
financial development and structure among countfast, we use the number of registered
voters (i.e., those eligible to vote) for the loweouse of the national legislature as a
percentage of total population (SUFFRAGE). Secovel employ the number of valid votes

cast for the lower house of the national legiskatas a percentage of total population
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(EFFECTIVE SUFFRAGE). Both measures capture ragins on voting franchise across
countries and time. EFFECTIVE SUFFRAGE is usedroteoto capture the extent to which
the enfranchised citizens effectively use theiingtight, since not everyone who is allowed
to vote may do so. We combine several sources ngpute SUFFRAGE and EFFECTIVE
SUFFRAGE. Information is mostly collected from tethur S. Banks’s (2011) Cross-
National Time-Series Data Archive (CNTS, from Dataks International), which goes back
to 1815 for some countries. When there are missatg or when no elections are held for the
year under consideration, we take the most redeatien data available. We complement our
dataset before the Second World War with data tedoin Mackie and Rose (1982) and
Colomer (2001), and since 1945 with the Internatidnstitute for Democracy and Electoral
Assistance (IDEA) database. We further find that @ata are consistent with those in Flora
(1983).

Both measures are scaled by total population idstéghe population over the age of
18 (i.e., the voting age nowadays in many countriésr this study looking at cross-country
comparisons over a long time period, scaling bwltpbpulation is actually preferred for
several reasons. First, voting age is not the ssress countries and time. While it gradually
went down to 18 in the last decades, the votingveae substantially higher in most countries
during and right after the Second World War. Moeroun some countries voting age has
continued to decrease; for instance, the voting iagAustria was 24 until 1919 passing
gradually over the twentieth century from 20, 18,t@ 16 since 2007. Thus, considering the
fraction of population over the age of 18 is likdty be a contemporaneous benchmark;
however, the benchmark has evolved over time. Skclistorical time-series of the total
population are more reliable and consistent tharesef the population of 18 and older,
which are in most of the sources rough estimatks dvoids introducing measurement issues.

Third, while some of the variation in our suffragelicators may be due to changes in the
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population’s age pyramid, the effect is likely te dmall as the population structure evolves
only slowly over time, and is partly controlled farth our time-period fixed effects. Finally,
in the robustness subsection 4.6, we further shoat bur results are robust to using
population above 18 as denominator.

Table 2 (Panel A) and Table 3 provide descriptitagistics on our voting franchise
indicators — SUFFRAGE and EFFECTIVE SUFFRAGE. Pa#nef Table 2 shows that there
is substantial variability in voting franchise withand between countries. Table 3 presents
the evolution over time as well as the variatiothwi a specific time period. We learn that
voting franchise has evolved gradually over timehi/ SUFFRAGE was only 14.1%
throughout the nineteenth century, the percentageghown to over 70.6% by the end of the
twentieth century. This reveals a substantial iaseeof the fraction of total population that
was eligible to vote over time. Table 3 also shdtlveg there is substantial variation in voting
franchise across countries within a particular qgkreven in the late twentieth century. For
instance, in 1980, the voting franchise still rashgeom 9.7% to 74.9%. In terms of votes
effectively cast (EFFECTIVE SUFFRAGE), the expansstiows a very similar pattern, with
on average 10.1% of total population participaimghe elections in the 1830-1899 window
and 50.6% in 1999. Interestingly, the standardaten exhibits an inverted U-shaped pattern
for both indicators of suffrage institutions. Wesebve that the heterogeneity in voting
franchise was comparatively low in the beginningle# twentieth century, but then almost

doubled in subsequent decades. It became lowerdswiae end of the twentieth century.

<insert Table 3 and Figure 1 about here>

Universal suffrage is another indicator of the exgyan of the voting franchise. It is a

critical milestone in any country as it leads teudstantial expansion of voting franchise and
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gives the right to vote to all men and women ab@eertain minimum age. Figure 1 shows in
which period countries have introduced universdfrage for a dataset of 35 countries (a
broader dataset we will exploit when looking at kbveg-run effect of suffrage institutions on
financial structure (Section 5)). We observe agveaation in the timing of the introduction

of universal suffrage, with a few countries havingoduced it already before the First World
War (New Zealand, Australia, and Finland) whileastbountries only introduced it late in the
twentieth century (Switzerland, Portugal, and SdAftica).

Panel B of Table 2 provides an initial assessmenivbether countries with stricter
voting franchise have a greater stock market deweémt, lower bank development, and a
structure which is more market-oriented (see digocbrrelation matrix provided in Panel C
of Table 2). We compare our voting franchise intticafor country-year observations where
financial development is below and above the samm@dian, respectively. SUFFRAGE and
EFFECTIVE SUFFRAGE are 5 and 9 percentage pointgedoin countries where
CAPITALIZATION is above the median than those belttve median, respectively (only
EFFECTIVE SUFFRAGE is statistically significant, vmever). Similar insights apply for
LISTED COMPANIES even if these data capture onbytithentieth century implying that the
voting franchise indicators are somewhat highercdntrast, countries with an above median
sized banking system (BANK DEPOSITS) have a lafgeation of their population endowed
with voting rights (SUFFRAGE and EFFECTIVE SUFFRAGEe 9 and 6 percentage points
higher, respectively). Finally, countries with amose median STRUCTURE have a
SUFFRAGE and EFFECTIVE SUFFRAGE which is 10 andogfcentage points lower than
those with a below median STRUCTURE. This sugg#sis country-years with a greater
market orientation have a lower voting franchis.ii\all, the differences in means reported
in Panel B of Table 2 and the correlations in P&hef Table 2 suggest that the extent of the

voting franchise is associated with financial depehent and structure.

20



3.4. Controls

Our empirical analysis controls for other determisaof financial development and
structure beyond those related to suffrage ingtitgt We include the contemporaneous GDP
per capita (GDP PER CAPITA) as richer countriesracee likely to have more developed
financial systems. Another control for economic elepment is the degree of urbanization
(URBANIZATION RATE), defined as the proportion afd population that lives in cities
with more than 100,000 inhabitants. The progressiaasformation of a rural population
towards an urban population may affect patternfsahcial development. A rural population
involved mainly into agriculture is more likely fcmance its investment via trade or bank
credit, whereas an urban population goes hand md haith industrialization and the
appearance of new sectors (technology, servicasye¢ly more on market-based finance.

Beck, Demirgii¢-Kunt, and Levine (2003) find thattta endowments explain cross-
country differences in financial institutions, imné with the theories of institutional
development (Engerman and Sokoloff, 1997; Acemaghinnson, and Robinson, 2001). We
rely on control variables measuring factor endowtsiemamely the number of square
kilometers of the landmass (LAND AREA) and the anste from the equator (LATITUDE).
LAND AREA captures the natural resource endowmewtsije LATITUDE captures the
geographic endowments. Other fundamental institgtialso play a role next to political
institutions. The law and finance literature stessshe role that legal traditions play in
explaining cross-country variations in investortpation, contracting environment, and hence
financial development and structure. La Porta, zeghe-Silanes, Shleifer, and Vishny (1997,
1998) find that countries with English Common lagal tradition tend to have broader stock

markets than Civil law countries. We control forstbhy adding COMMON LAW ORIGIN
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dummy variable, which equals one if the countrymedd legal institutions from the English
Common law and zero otherwise. An argument datiagklio Max Weber places greater
emphasis on the crucial role of religion to expléme development of capitalism and its
institutions. Starting from Weber's work, Stulz akdilliamson (2003) shed light on the

importance of religion in our understanding of thegree of investor protection across
countries. To control for the impact religion magvk on financial outcomes, we add a
dummy variable CATHOLIC which is equal to one iketiCatholic religion is the primary

religion in the country.

We include two other political economy determinaotsinancial development and
structure to further identify the channel that mgtifranchise has on development. First, the
quality of democratic institutions may exert anlushce on financial development (Bordo
and Rousseau, 2006; Barth, Caprio, and Levine, ;2Q0étyn and Verdier, 2010). Indeed,
the accountability of the government to legislativedies (i.e., the lower house) or the
electorate’s real political influence may have direnpact on financial outcomeé¥Countries
vary greatly from each other in terms of the degoéeestraints on the powers of the
executive, the competitiveness of political pap@tion, or the extent to which electorate can
effectively express their preferences about rulioglitions and policies via elections. We
include a dummy variable POLITY 2, which is basedtieepolity 2 variable from the Polity
IV database to control for the impact associatetth wolitical openness and competitiveness
(i.e., the quality of democratic institutions)eljuals one whepolity 2 is positive (i.e., when
the quality of democratic institutions is sufficignhigh) and zero otherwise. Second, the

passage from a majoritarian (predominant throughbat nineteenth and early twentieth

18 By the late nineteenth and early twentieth ceayrGermany demonstrated a fairly wide voting frése but
the lower houseBundesta} had little control on her executive. To contdi tpolitical consequences of her
large electorate, the executive was not chosehéjotver house but by the upper houBer(desral, which was
not directly elected. Contrasting with neighboricmuntries such as Belgium, the executive in Germaayg
indeed largely unaccountable to the lower housetlagictfore to their electorate (Colomer, 2001). Wtie so-
called Weimar Republic was established in 1918, at®atic institutions have been improved and notdbéy
executive was made responsible to the lower house.
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centuries) to a proportional electoral rule is &eotinstitutional political reform that may
affect financial development and structure. Accogtly, the type of the electoral rule induces
politicians to shape their platforms to cater tadgadifferent segments of the electorate. This
in turn affects financial regulations and thus fio@l development and structure (Pagano and
Volpin, 2005). We include the dummy variable MAJORRIAN RULE which equals one
when the lower house was elected by the plurality and zero otherwise.

Lastly, all models include time fixed effects. Somedels also contain country fixed

effects implying we then exploit within country Vetron.

4. Regression Results

This section presents the main results and ittiéned as follows. We first discuss our
econometric specification and identification stggteThen, we present successively our panel
data evidence on the stock market development éstiba 4.2), banking sector development
(subsection 4.3), and financial structure (subeact#.4). Next, we discuss endogeneity
pitfalls of suffrage institutions (subsection 4.8)e close this section by discussing

robustness checks and potential alternative charfsebsection 4.6).

4.1. Econometric Methodology

The econometric model we employ to identify theatiehship between voting
franchise and financial development and structarele written as:

Y,=al8, + BIX,+u,, (1)
whereY,; is the outcome variable of interest for courttat timet, i.e., our indicators of stock

market development (In(CAPITALIZATION) and In(LISTE COMPANIES)), banking
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sector development (In(BANK DEPOSITS)), or the fingal structure (In(STRUCTURE)).
St is one of the two indicators of suffrage instiuts (SUFFRAGE and EFFECTIVE
SUFFRAGE), and.; is the set of other controls (based upon the eananand institutional
theories explaining financial development and dtmec discussed in Section 3). The
parameter of interest is whereag is a vector capturing effects of the control vialles inX;,
anduc is an error term. We add time and country fixddasé:

U, =y, +A. +&,,
wheree is the remaining stochastic disturbance term.déone specifications, we estimate
equation (1) without country fixed effects as thegi@e out any time-invariant country
characteristics. We base inference on panel cedestandard errors (PCSE) as recommended
by Beck and Katz (1995This procedure allows controlling for disturbandkat are both

heteroskedastic and contemporaneously correlatedsacountries’

4.2. Suffrage Institutions and Stock Market Develept

Our findings on the impact of suffrage institutioas our two indicators of stock
market development (In(CAPITALIZATION) and In(LISTECOMPANIES)) are shown in
Tables 4 and 5, respectively. We focus on the te$at SUFFRAGE (Models (1) to (3)) as
the results for EFFECTIVE SUFFRAGE (Models (4) 8)(are qualitatively similar. Models
() to (3) and (4) to (6) each time include diffgreontrols. We first discuss the impact of
SUFFRAGE on our two stock market development irtdisabefore turning to our discussion

of the control variables. Model (3) includes coyntfixed effects implying that the time-

¥ We investigated the stationarity of our data byptjig them against time but did not detect trends.
Conventional panel unit root tests are not feagible to the unbalanced nature of our dataset andrésence of
gaps in the data.
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invariant controls become encompassed; hence, wgs fon the impact of within country

variation of voting franchise on stock market depehent.

<insert Table 4 about here>

First, Table 4 provides strong evidence in supmdrthe prediction that a more
restrictive voting franchise leads to a higher ktoarket capitalization (over the period 1830-
1999). A one percentage point higher SUFFRAGE l¢adsdrop of 1.798%*** (Model (1))
to 1.852%*** (Model (2)) in the size of stock matkerelative to GDP. Our results are
economically meaningful. For example, a one stahdhaviation increase in SUFFRAGE
(i.e., an increase of 0.241 in Model (2)) impliegt&16% lower CAPITALIZATION. The
inclusion of country fixed effects in Model (3) cks the coefficient of SUFFRAGE to drop
a bit but within country variation remains importaa one standard deviation (within the
same country) increase of SUFFRAGE leads to a 24d&®%er CAPITALIZATION (i.e.,

0.222*1.108).

<insert Table 5 about here>

Second, Table 5 shows clear evidence that incrgalsenvoting franchise to a broader
fraction of the population leads to a reductionthe number of companies listed on stock
markets. These results are independent of thesioeciuof country fixed effects or not. An
increase of SUFFRAGE by one percentage point qooreds with a 0.989%** (Model (3)) to
2.553%*** (Model (2)) drop in LISTED COMPANIES. Bad on Model (2), a one standard
deviation increase in SUFFRAGE (i.e., 0.241) ledads a 61.5% lower LISTED

COMPANIES.
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We now turn to a discussion of the results of thetiol| variables. Our findings are in
accordance with previous literature. Richer coest{measured by GDP PER CAPITA) have
more developed stock markets both in terms of stoekket capitalization (Table 4) and
number of listed companies (Table 5). We find tlaathigher degree of urbanization
(URBANIZATION RATE) has positive effects on stockanket development although it is
not always statistically significant. In generaANlD AREA has a negative and significant
coefficient, meaning that greater natural resoweedowments produce adverse effects on
stock market development. This is consistent wittdtions from Beck, Demirglg-Kunt,
and Levine (2003). In a same vein, LATITUDE is pies and statistically significant
suggesting that the further away a country is ftamequator the higher its reliance on stock
markets. In line with the legal origin view, couas with English Common law legal tradition
(COMMON LAW ORIGIN) tend to have more developedcstonarkets. Catholic religion
does not seem to affect stock market development.

Tables 4 and 5 further include two important cdntrariables underpinned by the
literature on political institutions and the dev@ieent of financial systems. Models (2) and
(5) control for the quality of democratic instittis (POLITY 2) and for the electoral rule
(MAJORITARIAN RULE). Except for Model (5) in Tabl®&, those measures of political
institutions are insignificant. More importantlyuroresults remain robust to the inclusion of
those variables showing that our suffrage variattesot capture other institutional political

design of the erd’

2|In unreported regressions we further include POLETand MAJORITARIAN RULE together with country
fixed effects; in general, the results on our sigé& indicators of interest remain unaffected. lalso worth
emphasizing that the “originafolity 2 index (coded on a scale from -10 to 10 as providetie POLITY IV
database) correlates over time with our suffragécators. This is expected since several subconmisrte the
polity 2index are related to elections and thus votingdnéze. We adopt a twofold strategy to disentaniusért
respective effects and avoid misleading conclusabysut the role played by our suffrage indicatdrinterest.
First, the use of a simple dummy variable, taking value of one if theolity 2 index is positive and zero if
negative, reduces the potential problem of colliitgdetween these variables in our models. Comgigethe
“original” polity 2 index makes however little difference for our esin the reported models. Second, we
include in our models only the subcomponent of gbéty 2 index which is not capturing elections (i.e., the
constraints on chief executive which reflects thal political impact of parliament as measuredhwy tariable
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Overall, these results suggest that broader sw@fiagtitutions have a first-order
negative effect on stock market development. Theé sebsection investigates whether this

pattern is similar when considering banking sedsrelopment.

4.3. Suffrage Institutions and Banking Sector Dealent

Table 6 displays the results linking suffrage #ustbns and banking sector
development over the twentieth century. As previgudodels (1) to (3) and (4) to (6) show
the results for SUFFRAGE and EFFECTIVE SUFFRAGEhetime including different
controls or country fixed effects, respectively. gain focus on SUFFRAGE as results for

EFFECTIVE SUFFRAGE are very similar.

<insert Table 6 about here>

Table 6 indicates that a broader voting franche® dnconsiderable positive impact on
banking development. In particular, a one percentagnt increase in SUFFRAGE implies a
0.724%*** (Model (3)) to 0.957%*** (Model (1)) higar BANK DEPOSITS. Taking Model
(3) with country fixed effects, a one standard d&oin higher SUFFRAGE goes together with
a 16.1% larger BANK DEPOSITS (i.e., 0.222*0.724).

We now discuss our control variables. We includedame set of control variables as
in explaining stock market development. Furthermarel specific to banking development,
all models in Table 6 include a dummy variable $avitzerland (except for Models (3) and
(6) where country fixed effects make the Switzadlalummy redundant). Switzerland has

long been a safe haven for international bank deppasd its high banking development may

xtconstin the POLITY IV database). Our results on thefragfe indicators when including thisconstvariable
become somewhat stronger, but are not reporteaivio space. A similar footnote applies for our othdicators
of financial development and structure.
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capture this characteristic. Income per capita tpety influences banking development.
URBANIZATION RATE however is not statistically sigicant in all models. LAND AREA
is statistically significant only in two specifieans but overall negative, showing that
countries with a greater surface have lower bankiagelopment. There is no significant
effect of LATITUDE on the levels of banking sectdevelopment, whereas it positively
influenced stock market development. The measufetegal origin (COMMON LAW
ORIGIN) and religion (CATHOLIC) are not significadeterminants of bank finance.

The quality of democracy indicator, POLITY 2, estexith the expected sign in
regressions but its impact is only significant irod¢l (5). MAJORITARIAN RULE is
negative and statistically significant in Model ,(2pnsistent with the predictions from the
political economy literature. This significance doeot persist when we consider
EFFECTIVE SUFFRAGE as variable of interest.

In sum, our results on banking development sugyest a greater enfranchised

population has on average stronger preferencdsaftt finance.

4.4. Suffrage Institutions and Financial Structure

Subsections 4.2 and 4.3 provided robust and caettadfects of suffrage institutions
on financial development, with a negative effectstock markets and a positive effect on the
banking sector. In this subsection, we ask ourselvigether suffrage institutions impact the
financial structure, that is, the relative impodearof stock markets vis-a-vis banks. Table 7
examines this aspect for the period 1913-1999. Nod#E) to (3) study the impact of
SUFFRAGE including different sets of controls. Wieadss the results for SUFFRAGE but

results for EFFECTIVE SUFFRAGE (tabulated in Mod@sto (6) are qualitatively similar).
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<insert Table 7 about here>

Table 7 shows that the proportion of the populaébgible to vote negatively impacts
on the market-orientation of the financial struetuModels (1) to (3) show that a one
percentage point greater SUFFRAGE goes togethdn @itl.994%*** (Model (3)) to
2.265%*** (Model (1)) lower STRUCTURE. The econonsignificance is considerable as a
one standard deviation increase in SUFFRAGE witinsame country (based on Model (3))
leads to a 44.3% (i.e., 0.222*1.994) lower STRUCHJR

Our results in this subsection show that impactsuffrage institutions on countries’
levels of financial development are big enoughnituence their financial structure. In other
words, increasing the size of the voting populagagments the size of the banking sector but
also reduces the size of stock markets. This ieatefd in a drastic decrease in the market
orientation. As being exogenous shocks affectimgntiedian voter, suffrage institutions play
thus a key role in our understanding of the divetgwientation that financial systems may
take across space and time. We now turn to furtlramining the exogeneity of suffrage

institutions.

4.5.0n the Exogeneity of Suffrage Institutions

Our evidence presented so far may encounter gitfallseparating correlation from
causality. Our inference becomes indeed biasebeifvariation in our suffrage institutions
variables employed to explain financial outcomesrdkated to the random unexplained
component of financial outcomes. In particular, pegential role played by unobservable
factors of institutional quality raises some coneemlbout omitted variables, while the

modernization hypothesis points further concernsuaibeverse causality. In this subsection,
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we first argue on the plausibility of the exogeya@it suffrage institutions through the lens of
the extant literature. Second, we go one stepdudhd use a DID research design. Third, we

use an IV technique to further pin down the exoggreé our suffrage institutions variables.

4.5.1. Alternative View: The Modernization Hypotkes

The modernization hypothesis raises some doubts th® causality goes in the
direction outlined (i.e., from suffrage to finanotaitcomes) rather than the other way around.
Lipset (1959) asked why the creation and the casfesiddn of democracy seem to require
economic development. Przeworski, Alvarez, Cheibaig Limongi (2000) examine the
correlations quantitatively and find that the cditadion of democracy is primarily a feature
of high-income countries, whereas episodes (cnestiof democracy have occurred at all
income levels. Barro (1996, 1999) gives an econanalysis supporting the modernization
hypothesis. Since economic development is alsotecklao financial development, the
modernization hypothesis raises some issues ohbiguis our context.

The latest empirical results, however, reject tlakernative (modernization)
hypothesis. By using extensive panel data and groyicareful attention at reverse causality
and omitted variable bias, Acemoglu, Johnson, Raaiinand Yared (2008) do not find any
impact of income on the level of democracy. In &ssgquent study, Acemoglu, Johnson,
Robinson, and Yared (2009) identify no causal éffeic economic development on the
transitions into and away from democracy. Aidt dedsen (2014) look directly at the effect
of economic development on suffrage institutiond aefute in turn empirically the
modernization hypothesis. These works are rathesistent with the idea that institutional
changes during certain critical historical junctufeuch as factor endowments affecting the

mode of settlement) led to divergent economic asldipal development (see, e.g., Engerman
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and Sokoloff, 1997; Acemoglu, Johnson, and Robin2001). These latest results suggest
that endogeneity does not seem to constitute armajeern in our context. We nevertheless
make two additional steps to rule out this posigbiWe first adopt a DID approach to

account for omitted variables. Then, we employ\aapproach to deal with reverse causality.

4.5.2. DID Approach

To mitigate some of the concerns about omitted aldes, we exploit plausibly
exogenous inter-temporal variations from two maoffrage reforms (namely, for male and
female universal suffrage) across countries. Wemaxa the financial development and
structure of countries having undertaken suffragferms relative to countries that did not
during different years. Formally, we estimate tlfilea of the two major suffrage reforms
with a DID methodology, using the following specétion:

Y,=0[R, +BIX +), +A +&,, (2)
where the indices, parameters, and variables dmeedeas in equation (1), except; the
assignment treatment variable, which is eitherramy equal to one if a countojintroduced
male universal suffrage (meaning that all malesvating ages were allowed to vote in
parliamentary elections) at tinbeand zero otherwise; or a dummy equal to onechuntryc
introduced female universal suffrage (in practicgaming universal suffrage as then all males
and females of voting ages were allowed to vofgariamentary elections) at timeand zero
otherwise. The treatment effect is givendoyWe do not include both assignment variables at
the same time to avoid confounding effetts.

In this DID approach, multiple treatment and cohgroups take care of many threats

concerning validity, such as a reduction of anysésgaand noise associated with just one

2 Indeed, both assignment variables are highly tated. The difference in years between male andaliem
suffrage reforms is less than two periods for ldntides out of 18.
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comparison. This is well illustrated with the follmg example. Suppose that we wish to
estimate the effect of the 1913 universal suffriege in Norway on financial development.
Because the United Kingdom introduced universalragé in 1928 and both countries had
more restricted suffrage in 1900, until 1928, thateéd Kingdom initially serves as a control
country for suffrage change; and after that it esras a treatment country for subsequent
years. Therefore, most countries belong to bothtrirent and control groups at different
points in time. This specification is robust to tfect that some countries received the
treatment prior to our sample’s beginning year.

Models (1) to (4) in Table A2 estimate the effect Bach dependent variable of
interest. In Panel A, the assignment variable iSLBASUFFRAGE REFORM, while, in
Panel B, the assignment variable is FEMALE SUFFRARIE-ORM. The effect is highly
significant and the coefficients on both assignmemiables exhibit the expected sigAidhe
results in Panels A and B show that the effectuffrage is present for both male and female
universal suffrage. We interpret these resultsheyfact that the effect for male suffrage is
mostly determined by wealth considerations, whie éffect for female suffrage is mostly
determined by risk aversion considerations. Indedgn women are allowed to vote, we do
not expect a decrease in the median voter's weadtlvever we expect that females are more
risk averse than their male counterparts (see EakelGrossman, 2008; Sapienza, Zingales,
and Maestripieri, 2009); both considerations (Weahd risk) move the median voter

preferences leftwards (see Perotti and von Thad06)*

22 \We also provide a tighter test of equation (2),lioyiting the DID analysis to sub-samples of coigsr
belonging to the same legal tradition. Intuitivetite treatment and control countries are more yikel be
comparable if they are from the same legal origjimis is important because treatment and controhtt@s can
exhibit differential trends leading to inconclusige erroneous inferences. In addition, we reprodheeDID
analysis with subsamples containing shorter tinenspAll these results are qualitatively similarthie results
presented in Table A2 and can be obtained uporestqu

% However, part of the significant results for femalffrage reform may be driven by confounding agfevith
male suffrage reform (see Footnote 21). Indeededine time period between the two reforms is gélyeshort,
the variable FEMALE SUFFRAGE REFORM may capture soeffects of MALE SUFFRAGE REFORM,
especially if the impact on financial developmenhot immediate.
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4.5.3. IV Approach

We also examine the exogeneity of our voting fraselindicators, SUFFRAGE and
EFFECTIVE SUFFRAGE, in the following way: We use thurbin-Wu-Hausman test, with
the null hypothesis that the ordinary least squétHsS) estimator is consistent with the IV
estimator. A rejection of the null indicates thae tendogeneity of the regressors has a
significant influence on the estimates, and thataéiqn (1) should be estimated using IV
methods. We employ two instruments. The first unsient is the threat of revolution. The
argument for this instrument is that political €itopt for male universal suffrage in order to
make a credible commitment for future redistribntiand to avoid social unrest and
revolution (Acemoglu and Robinson, 2000, 2006).ldwaihg Aidt and Jensen (2011), our
instrument captures revolutionary events happemraiher neighboring countries, excluding
events within a country itself. This instrumenttiserefore unlikely to be correlated with
(observed and unobserved) contemporaneous detensinaf financial development
originating within a country. This instrument vaian the cross-section and over time. The
second instrument is a proxy for the internationatms concerning voting rights. The
diffusion of these norms has been amplified by gheclamation by the United Nations in
1948 of the Universal Declarations of Human Righdsning at banning all kinds of
discrimination and at asserting equality of riglstween men and women. While this
diffusion effect is relatively weaker for the inthaction of male suffrage, it is overwhelming
for expansions involving womerDetailed information on the definition and constron of

the instruments is provided in Tablé™1.

24 Another instrument used was fragmentation withie ¢lite. Some authors argue that fragmented ajitast
male universal suffrage voluntary, in their ownreinast, either because they prefer public goods waesfers
(Lizzeri and Persico, 2004) or because they wanblitain an electorate for particular economic pe$ic
(Llavador and Oxoby, 2005). We prefer not to takegfmentation within the elites into account becatiée
argument is rather confined in the nineteenth agtgwontext, a period not covered by Tables @ 7.
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Then, we estimate two-stage least squares (2SL8lessons for the main
specifications of Tables 4, 5, 6, and 7; detaileslilts are available upon request. It must be
noted that our instruments satisfy the relevanc@ exclusion conditions. The relevance
condition requires a sufficient correlation betwedre instruments and the potential
endogenous variable after netting out the effettdldhe covariates. The relevance condition
is satisfied becaude-statistics from the first-stage regressions exdcbedhreshold value for
two instruments. The exclusion condition requifeat the instruments are uncorrelated with
the error term in the equation of interest (1), ahhis not testable directly because the error
term is unobservable. | test for overidentifyingtrietions andp-values of the Hansed
statistics are higher than 10% in most of the cases

Under both theoretical and statistical grounds thattwo instruments are valid, the
Durbin-Wu-Hausman test results indicate that thegereity assumption is not rejected,
except for IN(CAPITALIZATION). Therefore, the mettiamf estimation used throughout the
paper does not lead to inconsistent and biasemh&tsts and are preferred to 2SLS estimation
methods. However, our results remain qualitativa@lyilar with 2SLS regressions, which

alleviate the concerns of reverse causality.

4.6.Robustness and Alternative Channels

In this subsection, we investigate whether oudifigs are robust to measurement
issues regarding our suffrage indicators, furthemtiol variables (wealth distribution and
trade openness), and potential alternative chantmetaigh which voting franchise may
operate. All the new variables discussed belowdafmed in Table 1. For brevity, the results
are either untabulated or relegated to the Appemikough we focus, in this subsection, on

the results for financial structure (see Table AB¥ corresponding results for stock market
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development and banking sector development ardasina those shown in subsections 4.2
and 4.3, respectively.

As discussed in Section 3, our suffrage indicatwesscaled by total population and
not the population over the age of 18 (i.e., théngpage population nowadays in many
countries). Significant variations in our suffraigelicators arise in jumps due to changes in
voting legislations (as previously analyzed in &ID approach). Using as denominator
population above 18 years old would not changetithing and magnitude of these junfs.
Still, we investigate further whether some chanigesur suffrage indicators may be due to
changes in the population’s age pyramid rather ttiemges in suffrage legislations. We use
the following two-step approach. First, we regréss suffrage measure on POPULATION
GROWTH, which is a reasonable proxy for the popofés age pyramid. Second, we use the
residuals as measure for suffrage institutions un analysis. This corrected measure then
proxies for any changes in suffrage not driven bgnges in the population pyramid. Our
results are robust to using this “corrected” measur

So far, we have considered that the median votktigab preferences for bank- over
stock market-oriented system are mainly determiethe expansion of the voting franchise,
assuming the distribution of wealth constant owaet However, the median voter political
preferences can move over time to favor stock meaurikehe financial wealth spreads across
the population — thanks to the economic succesheimiddle class or the emergence of
capitalized pension systems. Conversely, adverseksto the population’s wealth during the

wars and depression shocks shaped the median paligcal preferences over the role of

% To be reassured that the discrepancy caused bghiee of the denominator is minimized, we provide
correlations of our suffrage variables and variatftem other data sources employing the votingmayrilation

as denominator. The IDEA dataset reports the nurobeggistered voters (similarly, the number ofidalotes
cast) divided by the population over 18 and vagalitom Flora (1983) employ as denominator the [atjoun
over 20. The former includes the 18 countries frb®80 onwards, while the latter only includes 11 Wes
European countries before 1970. The correlatiowést SUFFRAGE (similarly, EFFECTIVE SUFFRAGE)
and the corresponding IDEA variable is 0.721 for @%ervations (0.857 for 88 observations). Usintada
available from Flora (1983), the correlations amspectively 0.989 (91 observations) and 0.991 (85
observations). Although the number of observatinops dramatically, employing suffrage variablesifrthese
other sources do not change qualitatively the teguiesented so far.
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stock market finance in society. As suggested hytReand von Thadden (2006), we relax
the assumption that the wealth distribution isdixer time by including information on the
wealth distribution in our regression specificaiofWe use the top 1% income share as a
proxy for the concentration of financial wealth otlee population (see Atkinson, Piketty, and
Saez, 2011); this control variable is labeled TRIROME SHARE and is taken from “The
World Top Incomes Databas&”Even though this is the most comprehensive paatlset
on income and wealth distribution, data on theye@vkentieth century are typically not well
covered and it leaves us with 15 countries onlya(dar Austria, Belgium, and Chile are not
available). Models (1) and (2) in Table A3 showtti@P INCOME SHARE is not
significant but does also not change the magnitidiee coefficient on suffrage. In particular,
employing the same sample but leaving out TOP INEOBSHARE yields coefficients on
SUFFRAGE and EFFECTIVE SUFFRAGE of -1.507 and -3*35respectively. These are
very similar to the ones reported in Models (1) &idn Table A3.

Rajan and Zingales (2003) argue that the degre¢raofe openness impacts on
financial development by reducing barriers to eniiigerefore, Table A3 reports the results
including TRADE OPENNESS as an additional explanateariable. Trade openness is
significant and positive in Model (3) but not in).(4viore importantly, the results for
SUFFRAGE and EFFECTIVE SUFFRAGE are unaffected.

An expansion of the voting franchise may influerthe magnitude of government
expenditures, which may in turn affect financialelepment and structure. For example, a
broader franchise may lead to more redistributiveasares (see Acemoglu and Robinson,
2000) funded by higher taxes, also on corporatiésh a tax change may favor other
creditors at the expense of shareholders and tirer@hpact on financial development and

structure. We rule out such alternative channelsnbijuding the logarithm of government

% gSee Alvaredo, Atkinson, Piketty, and Saez, The lWVdFop Incomes Database, http://topincomes.g-
mond.parisschoolofeconomics.eu, 12/02/2013.
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expenditures per capita (IN(GOVERNMENT EXPENDITUREs an additional control
variable. Models (5) and (6) in Table A3 reveatiG®VERNMENT EXPENDITURE is not
significant and that our results on SUFFRAGE and~EEETIVE SUFFRAGE are hardly

altered.

5. A Long-Run Perspective

Section 4 showed that the scope of voting francinigeacts national financial systems
contemporaneously. But is the impact of voting ¢tdse only immediate or does it also
generate slower adjustment effects and generanged-run effect? We observe today
convergence paths of both countries’ suffrage tinstins and countries’ reliance on stock
markets. Indeed, in our sample countries, theibmadf the voting population converged in
the post-World War Il era and most stock marketovered in the last decades. This is
largely due to the fact that all the countries ed@®d nowadays have introduced universal
suffrage for all men and women. Given that all doeintries exhibit high levels of voting
participation, one might expect that suffrage haserplanatory power anymore if it only
generates immediate effects. If suffrage has espbep power, one might expect that the
adjustment process affecting financial system#ois sr that suffrage has long-lasting effects.
Our empirical analysis below shows that the scdpeoting franchise produces longer-run
effects, that is, suffrage institutions still exeriluence on market-orientation of the financial
structure at the end of the twentieth cenfng.seems important to note that we do not argue

that this convergence path of suffrage institutiomsnot reverse in the futufebut rather that

27 perotti and Schwienbacher (2009) use similar engirtests to study the long-lasting effect of wheal
distribution shocks on countries’ private pensionding.

2 Acemoglu and Robinson (2006) present theoretigairaents, historically well-grounded, on the reasahy
some democracies once created collapsed, whereétseirs the democratic process endures and coatesid
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this convergence path, in a period where stock etarkave mostly recovered, still produce
effects on countries’ financial system.

To shed light on this long-run effect, we investegavhether the orientation of a
country’s financial system — averaged over theqaefi980-1995 — is related to the time of
introduction of universal suffrage in that countWye focus on two indicators of the market
orientation of the financial system as constructedl previously employed by Beck,
Demirgug-Kunt, and Levine (2000). The first is ttagio of stock market capitalization to
private credit (FINANCIAL STRUCTURP). The second indicator is the average of the
deviations from the mean of three measures captuttie relative importance of stock
markets vis-a-vis the banking sector in terms oésactivity, and efficiency (FINANCIAL
STRUCTURE INDEX). To measure the impact of votimgnichise, we employ the year of
introduction of the universal suffrage (UNIVERSAIUBFRAGE), that is, the year of the
first parliamentary election in which all males #edales of voting ages are allowed to vote
in a given country (constructed from Flora, 198aniRez, Soysal, and Shanahan, 1997). We
enlarge our sample to 35 countries listed in Té&dleWe did not consider those additional 17
countries before due to a lack of data on the damytieth century. Figure 1 illustrates when
universal suffrage was introduced in our 35-coumtayaset and clearly shows a clustering
around both World Wars. Similarly to previous seasi, we include the same set of control
variables in which we replace the GDP per capitahayinitial GDP per capita (INITIAL

GDP PER CAPITAY?

<insert Table 8 about here>

29 We scale stock market capitalization by privatdirin our long-run analysis and by bank depdsiSection

4. To distinguish them clearly, we label the saaliry private credit as FINANCIAL STRUCTURE.

% The construction of the proxy for economic deveient, called INITIAL GDP PER CAPITA, is slightly
different since it is the real GDP per capita i8Q2ising data from Summers-Heston. URBANIZATION RAT
LAND AREA, LATITUDE, COMMON LAW ORIGIN, and CATHOLL are defined in Table 1 and are related
to the year 1980.
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Table 8 reports the results of estimating the impadJNIVERSAL SUFFRAGE on
FINANCIAL STRUCTURE and FINANCIAL STRUCTURE INDEX. Econometric
specifications consider the whole sample of 35 tiies) but also restrict the sample to the 18
countries employed in Section 4. We discuss OLS 28HS regression results only for
FINANCIAL STRUCTURE (tabulated in Models (1) to §4&s the ones for FINANCIAL
STRUCTURE INDEX (tabulated in Models (5) to (8)eayualitatively similar. The date of
introduction of universal suffrage (UNIVERSAL SUFERE) has an impressive positive
(statistically and economically) effect on the otaion of the financial system over the
period 1980-1995. Model (1) of Table 8 shows th&bayear delay in the introduction of
universal suffrage implies a 17.5 percentage pacrease in the relative importance of stock
markets as compared to banks and other finandainediaries (i.e., 0.007*25). This result
is stable to restricting our analysis to the 18ntnas (see Model (2)). To deal with potential
endogeneity, we instrument UNIVERSAL SUFFRAGE witlie number of countries already
having introduced up to that point universal suférgi.e., INTERNATIONAL NORMS)*
We obtain similar coefficients from 2SLS estimasdsee Models (3) and (4)). These cross-
section findings, suggesting an increased dominaricetock markets over banks when

universal suffrage arose later, provide furthemsupfor our predictions.

6. Conclusions

This paper investigates whether fundamental palitiostitutions such as the ones

determining the scope of the voting franchise immacthe development and structure of a

country’s financial system. As an exogenous stmattpolitical shock, an expansion of the

3L These international norms should not influence fthancial structure of a specific country directyt be
correlated with UNIVERSAL SUFFRAGE, making it a gbanstrument. This is the only instrument used in
Table 8 since it is specifically related to uniarsuffrage, whereas the other instrument, proimgthreat of
revolution, rather relates to male universal sgjéra
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voting franchise shifts the location of the medvarer. A restricted voting franchise ensures a
wealthy median voter and is more conducive to sdpgtrong minority shareholder
protection and thereby the development of stockketar In contrast, a broader voting
franchise induces a poorer median voter and is morglucive to provide support to the
banking sector. We assemble a broad panel of deartovering the nineteenth and twentieth
centuries and provide evidence supporting thesaligirens. Corroborating theoretical
advances in a novel area of research in politicahemy and finance, our results suggest that
national financial systems reflect voters’ politipaeferences, which are in turn influenced by
their financial stake and risk aversion profile §gao and Volpin, 2005; Perotti and von
Thadden, 2006; Biais and Mariotti, 2009). We furtdecument that the voting franchise has
contemporaneous effects but also long-lasting &ffea national financial systems. We do
find evidence that countries which introduced lateiversal suffrage exhibit a more market-
oriented financial system at the end of the twéimteentury. Overall, our findings emphasize
the critical role played by suffrage institutiomsshaping a country’s financial system and the
persistent effects that these institutions produce.

This study raises follow-up research questions. &gansion of voting rights may
have impact on many other dimensions of financiadl ®@conomic development. One
interesting area to explore is deposit insurandgichvhas been introduced in most of the
democratic countries from 1960 onwards (DemirgugiiKiKane, and Laeven, 2008). Deposit
insurance represents a financial safety net to amiyn protect the middle class and its
introduction did not take place at the same timbilevsome introduced it in 1960s, many
other countries did so in 1990s or even later. Wstdading the motivation for quick
introduction requires exploring the effect of saffe.

In addition, this study finds parallels in manyaetlfiields in finance, most importantly

in debates on internal corporate governance mestmsniFor example, our analysis can
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provide insights on the impacts of low participataf retail investors in shareholder meetings
of publicly listed companies. While retail investoalso hold voting rights just like
institutional investors, they often do not partat in shareholder meetings (Hewitt, 2011).
This is a worldwide phenomenon which leads to wiedllective” minority shareholder rights
due to corporate governance structures that diageusmall investors to attend shareholder
meetings. Recently, the SEC started investigationthe poor participation of retail investors
and initiated rule-making proposals that would mlevincentives for retail investors to
participate more in shareholder meetifg3hese include ways to reduce costs for retail
investors to cast votes and obtain relevant inftiona Similarly, the European Union voted
in 2007 the European Shareholder's Rights Directiiat enhances rights of small
shareholders, as well as facilitates participatiorshareholder meetings of firms located
outside their national boundaries. Both initiativeay lead to an increase in the “effective”
suffrage of retail investors, who most likely hadifferent economic preferences than large
institutional shareholders.

Another application is shareholder-based versuskebtdder-based corporate
governance systems. A good example of the latterGeymany, where employee
representatives have codetermination rights in doaeetings (Fauvera and Fuerst, 2006).
The suffrage base is then broader than in a shiaeshloased system in which only legal
owners (i.e., the shareholders) have a say. Faaratduerst (2006) show that enlarging the
voting rights in boards to employee representatleasls to different corporate governance
structures and thus firm value, notably when coaip@n between management and
employees is most needed. One reason is that eegddyave different economic preferences
than shareholders, since their claims are lessitsenso the upside potential of firms. In

contrast, shareholders have incentives favoririgensorporate activities.

32 gee, for example, http://online.wsj.com/article/SB1257346152068280656], 4/07/2012; and
www.sec.gov/investor/alerts/votingrules2010.hi07/2012.
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FIGURE 1. Thelntroduction of Universal Suffrage
This figure shows the number of countries thabiiticed universal suffrage in our 35-country dataRet y-
axis gives the number of countries whereas theistae different time periods.
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TABLE 1. Description of Variables

Variable

Description Sources

Financial Development and Structure

CAPITALIZATION

LISTED COMPANIES
BANK DEPOSITS
STRUCTURE

Suffrage Institutions
SUFFRAGE

EFFECTIVE SUFFRAGE

Controls
GDP PER CAPITA
URBANIZATION RATE

LAND AREA
LATITUDE

COMMON LAW ORIGIN

CATHOLIC

POLITY 2

MAJORITARIAN RULE

TOP INCOME SHARE

TRADE OPENNESS

GOVERNMENT EXPENDITURE

Instruments

THREAT OF REVOLUTION

INTERNATIONAL NORMS

POPULATION GROWTH

Stock market capitalization divided/bGDP. Rajan and Zingales (2003), Musacchio
(2010), Goldsmith (1985), and SCOB
Database
Rajan and Zlieg) (2003)
Rajan and Zingales (2003)
Rajan and Zingales (2003), and Musacchi

(2010)

Number of publicly traded domest@mpanies per million of inhabitants.
Deposits at commercial banks and gmviranks divided by GDP.
Ratio of stock market capitalization talbaep osits.

The number of registered voters for the lower haefsthe national legislaturd ackie and Rose (1982), Colomer (2001),

divided by total population. Banks (2011), and International Institute
for Democracy and Electoral Assistance
(IDEA)

The number of valid votes cast for thedbhouse of the national legislatuBanks (2011)

divided by total population.

Per capita GDP (1990 internationav@e<hamis dollars). Maddison (2003)
The proportion of the population thatvéis in cities with more than 100,0@anks (2011)
inhabitants.

Land area (sqg. km).
Absolute value of the latitude of a countigcaled between zero and one.

Banks (2011)

La Porta, Lopez-deeSjleShleifer, and
Vishny (1999)
Dummy variable equal to one for Englisoromon law legal tradition, and zeflca Porta, Lopez-de-Silanes, Shleifer, and
otherwise. Vishny (1999)

Dummy variable equal to one if Catholic religion tise religion practiced by th&tulz and Williamson (2003)
largest fraction of the population, and zero otlisew

Dummy variable equal to onepblity 2 is positive and zero if negativpolity 2 is Polity IV Database

an index summing democracy scordgranging from 0 to 10) for each country and

year with anautocracy scorgranging from 0 to -10), with higher values associated

with better democracies. The former is an institutional snee of democracy based

on country's competitiveness and openness in selectingtéeutive, political

participation, and constraints on the chief executive, ne&® the latter scores

autocratic limitations on the same dimensions ofi@Zatic rights.

Dummy variable equal to one if the countelected its lower house exclusiveljlora (1983), Colomer (2001), and
through plurality rule in the most recent election, wheré@asother (mixed andPersson and Tabellini (2003)
proportional) rules it equals zero.

Top 1% income share. Income is defined akeh income including capital gaifnshe World Top Incomes Database
(excludes all government transfers). Top 1% denttesop percentile.

The proportion of world trade (imscend exports).

National government expendiper capita.

Banks (2011)
Banks (2011)

Index of the threat of revolution. ik a simple count of major revolutionary everitkackie and Rose (1982), Aidt and Jensen
occurring in neighboring countries in a given year. The in@enains at its value if2011), Banks (2011), and authors' own
each year after the introduction of adult male reug. calculations

Proportion of countries around the rebhaving introduced universal suffrage f®amirez, Soysal, and Shanahan (1997),
all men and women. The measure remains at its value in eachajtea universaland authors' own calculations
suffrage.

10-year average of the annual ghomate of the total population. Banks (2011) anddilison (2003)
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TABLE 2. Descriptive Statistics, Tests of Differences, and Pairwise Correlations: Panel Data

Panel A: Descriptive Statistics

. Std Dev Std Dev Std Dev Nb of
Variable Mean (Overall) (Between) (Within) Countries Nb of Obs
Financial Devel opment and Structure
CAPITALIZATION 0.576 0.509 0.319 0.411 18 178
LISTED COMPANIES 34.215 27.103 21.109 16.702 18 138
BANK DEPOSITS 0.421 0.302 0.173 0.251 18 162
STRUCTURE 2.041 2.370 1.716 1.618 18 144
Suffrage Institutions
SUFFRAGE 0.475 0.241 0.108 0.222 18 190
EFFECTIVE SUFFRAGE 0.377 0.202 0.120 0.172 18 170
Controls
IN(GDP PER CAPITA) 1.814 0.790 0.308 0.737 18 195
URBANIZATION RATE 0.257 0.150 0.111 0.102 18 194
IN(LAND AREA) 5.936 1.768 1.822 0.092 18 198
LATITUDE 0.516 0.117 0.123 0.000 18 198
COMMON LAW ORIGIN 0.273 0.446 0.461 0.000 18 198
CATHOLIC 0.500 0.501 0.514 0.000 18 198
POLITY 2 0.874 0.333 0.150 0.297 18 198
MAJORITARIAN RULE 0.535 0.500 0.389 0.331 18 198

Panel B: Tests of Differences

Low (< Median)

High (> Median)

Test Diff. (p-value)

CAPITALIZATION

CAPITALIZATION

SUFFRAGE 0.505 0.459 0.204
EFFECTIVE SUFFRAGE 0.426 0.333 0.003
LISTED COMPANIES LISTED COMPANIES
SUFFRAGE 0.608 0.517 0.007
EFFECTIVE SUFFRAGE 0.482 0.397 0.005
BANK DEPOSITS BANK DEPOSITS
SUFFRAGE 0.500 0.588 0.008
EFFECTIVE SUFFRAGE 0.403 0.462 0.045
STRUCTURE STRUCTURE
SUFFRAGE 0.609 0.511 0.003
EFFECTIVE SUFFRAGE 0.489 0.383 0.000
Panel C: Pairwise Correlations
(1) (2) (3) (4) (5) (6)
(1) In(CAPITALIZATION) 1.000
(2) In(LISTED COMPANIES) 0.280*** 1.000
(3) IN(BANK DEPOSITS) 0.178** 0.095 1.000
(4) In(STRUCTURE) 0.783*** 0.257**=* -0.454** 1.000
(5) SUFFRAGE -0.011 -0.215** 0.289**= -0.327*** 1.000
(6) EFFECTIVE SUFFRAGE -0.122 -0.219** 0.184** -0.414 0.930*** 1.000

Note: This table presents descriptive statistics (Panel A)stedtdifferences (Panel B), and pairwise correlations (P@ydor our 18-

country panel dataset spanning from 1830 to 1999. PaneltB ties difference in means, for each indicator of suffraggitiations, between
low and high countries' levels of financial developmene.(ivalues below and above the median). Panel C reports ipaicerrelation
coefficients between our financial development indicatand suffrage indicators. Table 1 summarizes variablenitii@fiis and sources. *,
** and *** indicate significance at the 10%, 5%)1% levels, respectively.
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TABLE 3. Descriptive Statistics of Suffrage Institutions Indicators by Sample Year

Year Mean Median Minimum Maximum  StdDev Nbof Mean Median Minimum Maximum  Std Dev Nbof
Countries Countries
SUFFRAGE EFFECTIVE SUFFRAGE
1830-1899 0.141 0.16( 0.018 0.333 0.097 9 0.101 0.091 0.010 0.284 0.080 9
1900 0.173 0.190 0.020 0.339 0.085 17 0.120 0.104 0.026 0.306 90.07 13
1913 0.255 0.236 0.035 0.626 0.126 16 0.167 0.144 0.106 0.348 60.06 12
1929 0.428 0.501 0.055 0.650 0.184 17 0.343 0.360 0.041 0.549 40.13 15
1938 0.472 0.564 0.105 0.684 0.199 17 0.383 0.445 0.083 0.595 90.14 15
1950 0.545 0.609 0.108 0.681 0.176 18 0.455 0.503 0.089 0.584 40.15 14
1960 0.549 0.606 0.108 0.691 0.171 17 0.467 0.520 0.076 0.615 00.15 16
1970 0.575 0.646 0.099 0.710 0.166 17 0.451 0.511 0.068 0.620 70.16 17
1980 0.647 0.696 0.097 0.749 0.155 18 0.511 0.560 0.040 0.745 30.16 18
1990 0.716 0.729 0.583 0.797 0.059 17 0.565 0.582 0.242 0.665 30.10 14
1999 0.706 0.735 0.422 0.853 0.100 18 0.506 0.553 0.239 0.649 40.12 18

TG

Note: This table reports descriptive statistics for auffraige institutions indicators (as defined in Teab) for several sample perio



TABLE 4. The Effect of Suffrage on Stock M arket Capitalization, 1830-1999: Panel Data

(1) (2) 3) (4) (5) (6)
Suffrage I nstitutions
SUFFRAGE -1.798** -1.852** -1.108**
(0.679) (0.668) (0.557)
EFFECTIVE SUFFRAGE -1.759**  -1.992** -0.744
(0.764) (0.861) (0.568)
Controls
In(GDP PER CAPITA) 0.561**  0.555%** 0.459*  0.518** (0.549*** (0.663*
(0.179) (0.191) (0.249) (0.164) (0.187) (0.361)
URBANIZATION RATE 0.456 0.476 2.417**  0.795** 1.088* 2.620**
(0.429) (0.519) (0.902) (0.389) (0.607) (1.054)
In(LAND AREA) -0.149**  -0.153*** -0.317 -0.160*** -0.140** -0.309
(0.048) (0.051) (0.404) (0.047) (0.056) (0.427)
LATITUDE 0.544* 0.583** 0.628* 0.724*
(0.287) (0.274) (0.343) (0.380)
COMMON LAW ORIGIN 1.221%*  1,198*** 1.189**  1,162***
(0.206) (0.213) (0.238) (0.255)
CATHOLIC 0.014 0.016 0.052 0.078
(0.077) (0.081) (0.078) (0.077)
POLITY 2 0.124 0.090
(0.259) (0.191)
MAJORITARIAN RULE 0.039 0.151
(0.201) (0.201)
Fixed Effects
Year Yes Yes Yes Yes Yes Yes
Country No No Yes No No Yes
R2 0.511 0.512 0.648 0.521 0.523 0.661
Wald Chi2 (p-value) 0.000 0.000 0.000 0.000 0.000 0.000
Number of Countries 18 18 18 18 18 18
Number of Observations 172 172 172 158 158 158

Note: This table reports results relating the stock marapitalization over GDP to suffrage institutioi$he

dependent variable is the logarithm of CAPITALIZAN. Depending on the specifications, the regressgamtrol

for economic development, urbanization rate, facodowments, legal origin, religion, degree of deraoy,

electoral rule, year effects, and country fixedeet§. The panel spans the 1830-1999 interval aclddes 18
countries. Table 1 summarizes variables definitims sources. Numbers in parentheses are panettarstandard
errors (Beck and Katz, 1995). *, **, and *** indi@significance at the 10%, 5%, and 1% levels, r&spsy.



TABLE 5. The Effect of Suffrage on the Number of Listed Companies, 1913-1999: Panel Data

(1) (2) (3) 4) (5) (6)
Suffrage I nstitutions
SUFFRAGE -2.450**  -2.553** -0.989**
(0.976) (0.951) (0.474)
EFFECTIVE SUFFRAGE -1.832**  -1.803**  -2.344***
(0.804) (0.784) (0.652)
Controls
In(GDP PER CAPITA) 0.656** 0.606**  0.711*** 0.288 0.155 0.622***
(0.323) (0.309) (0.262) (0.208) (0.202) (0.191)
URBANIZATION RATE 1.312%*  1.341*** 0.525 1.416***  1.296*** 1.086
(0.324) (0.285) (0.400) (0.366) (0.346) (0.730)
In(LAND AREA) -0.182** -0.193*** 0.471** -0.250*** -0.273** (0.566***
(0.046) (0.036) (0.191) (0.045) (0.048) (0.164)
LATITUDE 1.772%*  1.857*** 2.042%*  2.046%**
(0.342) (0.300) (0.532) (0.538)
COMMON LAW ORIGIN 0.918**  (0.831*** 1.069***  0.985***
(0.179) (0.131) (0.182) (0.169)
CATHOLIC -0.121 -0.084 -0.109 -0.093
(0.080) (0.078) (0.081) (0.079)
POLITY 2 0.651 0.557
(0.649) (0.579)
MAJORITARIAN RULE 0.159 0.240*
(0.141) (0.126)
Fixed Effects
Year Yes Yes Yes Yes Yes Yes
Country No No Yes No No Yes
R2 0.338 0.363 0.820 0.310 0.332 0.837
Wald Chi2 (p-value) 0.000 0.000 0.000 0.000 0.000 0.000
Number of Countries 18 18 18 18 18 18
Number of Observations 135 135 135 126 126 126

Note: This table reports results relating the numberlisted companies per million of inhabitants to sadie
institutions. The dependent variable is the logamitof LISTED COMPANIES. Depending on the specifioas, the
regressions control for economic development, udadion rate, factor endowments, legal origin,gielh, degree of
democracy, electoral rule, year effects, and cguired effects. The panel spans the 1913-1999vateand includes
18 countries. Table 1 summarizes variables defimitiand sources. Numbers in parentheses are pametted
standard errors (Beck and Katz, 1995). *, ** and fhdicate significance at the 10%, 5%, and 1% leve
respectively.
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TABLE 6. The Effect of Suffrage on Bank Deposits, 1913-1999: Panel Data

1) @ 3 (4) () (6)

Suffrage I nstitutions

SUFFRAGE 0.957** 0.870** 0.724***
(0.366) (0.351) (0.227)
EFFECTIVE SUFFRAGE 1.460%** 1.226%** (0.975%**
(0.267) (0.226) (0.340)
Controls
In(GDP PER CAPITA) 0.500*** 0.503*** 0.816*** 0.404*** 0.405*** (0.901***
(0.156) (0.139) (0.207) (0.112) (0.112) (0.306)
URBANIZATION RATE 0.038 0.300 0.871 -0.341 -0.086 -0.077
(0.256) (0.298) (0.582) (0.328) (0.287) (0.600)
In(LAND AREA) -0.074**  -0.040 -0.372* -0.045 -0.032 -0.077
(0.031) (0.040) (0.212) (0.039) (0.048) (0.600)
LATITUDE 0.257 0.242 -0.413 -0.397
(0.317) (0.312) (0.414) (0.396)
COMMON LAW ORIGIN -0.011 -0.013 -0.035 -0.099
(0.123) (0.125) (0.116) (0.115)
CATHOLIC -0.011 -0.062 -0.122 -0.079
(0.123) (0.134) (0.155) (0.166)
POLITY 2 0.091 0.410%
(0.191) (0.212)
MAJORITARIAN RULE -0.217** -0.074
(0.094) (0.105)
Fixed Effects
Year Yes Yes Yes Yes Yes Yes
Country No No Yes No No Yes
Switzerland Yes Yes No Yes Yes No
R2 0.431 0.444 0.604 0.405 0.424 0.572
Wald Chi2 (p-value) 0.000 0.000 0.000 0.000 0.000 0.000
Number of Countries 18 18 18 18 18 18
Number of Observations 153 153 153 138 138 138

Note: This table reports results relating bank depasits GDP to suffrage institutions. The dependentbée is
the logarithm of BANK DEPOSITS. Depending on the cifieations, the regressions control for economic
development, urbanization rate, factor endowmeetsgl origin, religion, degree of democracy, eleataule,
year effects, country fixed effects, and Switzedlaffect. The panel spans the 1913-1999 intervdliaciudes 18
countries. Table 1 summarizes variables definitiand sources. Numbers in parentheses are panectsr
standard errors (Beck and Katz, 1995). *, ** and #idicate significance at the 10%, 5%, and 1% leve
respectively.



TABLE 7. The Effect of Suffrage on Financial Structure, 1913-1999: Panel Data

(1) (2) (3) 4) (5) (6)
Suffrage I nstitutions
SUFFRAGE -2.265**  -2.070*** -1.994***
(0.695) (0.638) (0.740)
EFFECTIVE SUFFRAGE -2.993** -2.828** -1.913*
(0.818) (0.786) (1.020)
Controls
In(GDP PER CAPITA) -0.335* -0.375* -0.334 -0.223 -0.202  -0.348
(0.196) (0.202) (0.369) (0.162) (0.212) (0.585)
URBANIZATION RATE 0.649 0.188 0.445 1.217* 1.019 1.431
(0.483) (0.491) (0.897) (0.577) (0.684) (1.063)
In(LAND AREA) 0.002 -0.042 0.067 -0.049 -0.059 0.283
(0.032) (0.031) (0.390) (0.028) (0.037) (0.347)
LATITUDE 0.758* 0.754* 1.230** 1.228**
(0.413) (0.376) (0.523) (0.508)
COMMON LAW ORIGIN 1.161%*  1.178*** 1.114%*  1.178***
(0.275) (0.271) (0.300) (0.286)
CATHOLIC 0.040 -0.024 0.104 0.064
(0.180) (0.212) (0.202) (0.220)
POLITY 2 -0.281 -0.406
(0.297) (0.267)
MAJORITARIAN RULE 0.307 0.028
(0.207) (0.270)
Fixed Effects
Year Yes Yes Yes Yes Yes Yes
Country No No Yes No No Yes
Switzerland Yes Yes No Yes Yes No
R2 0.547 0.558 0.669 0.591 0.597 0.688
Wald Chi2 (p-value) 0.000 0.000 0.000 0.000 0.000 0.000
Number of Countries 18 18 18 18 18 18
Number of Observations 138 138 138 129 129 129

Note: This table reports results relating financial stawe to suffrage institutions. The dependent Wéeidas the
logarithm of STRUCTURE. Depending on the specificadiothe regressions control for economic developmen
urbanization rate, factor endowments, legal origgtigion, degree of democracy, electoral rule ryaféects, country
fixed effects, and Switzerland effect. The panelnspthe 1913-1999 interval and includes 18 cowntif@able 1
summarizes variables definitions and sources. Nusnbeparentheses are panel corrected standand éBeck and
Katz, 1995). *, **, and *** indicate significancet ¢he 10%, 5%, and 1% levels, respectively.



TABLE 8. The Long-Run Effect of Universal Suffrage on Financial System Orientation: Cross Section Data

@ @ ©) ) ®) (6 @) ®

FINANCIAL STRUCTURE FINANCIAL STRUCTURE INDEX

Suffrage Institutions
UNIVERSAL SUFFRAGE 0.007**  0.006**  0.007**  0.006***  0.08** 0.005** 0.004**  0.006***
(0.003) (0.002) (0.003) (0.002) (0.002) (0.002) (0.002) .0Qa)

Controls
IN(INITIAL GDP PER CAPITA) 0.049  -0.499*** 0.051 -0.491* 0.062 -0.041 0.067 -0.003
(0.114) (0.119) (0.100) (0.092) (0.060) (0.084) (0.053) .068)
URBANIZATION RATE 0.287 0.225 0.297 0.252 0.095 0.137 ®B11 0.252
(0.372) (0.298) (0.332) (0.233) (0.196) (0.211) (0.175) .17Q)
INn(LAND AREA) 0.041 -0.061** 0.042 -0.059**  0.032* -0.00 0.034** 0.008
(0.032) (0.030) (0.028) (0.023) (0.017) (0.021) (0.015) .01Q9)
LATITUDE -0.065 0.546 -0.052 0.578* -0.053 0.131 -0.022 682
(0.451) (0.455) (0.403) (0.349) (0.237) (0.322) (0.213) .2%0)
COMMON LAW ORIGIN 0.329*** 0.649*** 0.329**  0.644** (0.185** (0.286** 0.186***  0.263***
(0.115) 0.111 (0.101) (0.084) (0.061) (0.079) (0.053) €a)
CATHOLIC -0.122 -0.078 -0.123 -0.077 -0.086 -0.095* -0.688 -0.093**
(0.118) (0.070) (0.098) (0.052) (0.059) (0.049) (0.052) .088)
Method of Estimation oLs oLS 2SLs 28Ls oLs oLS 2SLS 2SLS
Sample Whole Narrow Whole Narrow Whole Narrow Whole Narrow
F-Statistic for First Stage 107.718 6.807 107.718 36.807
Durbin-Wu-Hausman Chi2 Tesp {value) 0.858 0.698 0.447 0.018
R? 0.449 0.925 0.813 0.973 0.481 0.855 0.480 0.843
Number of Observations 35 18 35 18 35 18 35 18

Note: The regression estimated is: FINANCIAL SYSTEM ORIENTATIQN o + f UNIVERSAL SUFFRAGE + vy X, + g, where
FINANCIAL SYSTEM ORIENTATION is either FINANCIAL STRUCTUR or FINANCIAL STRUCTURE INDEX. FINANCIAL
STRUCTURE is the ratio of stock market capitalization tovpté credit. FINANCIAL STRUCTURE INDEX is the average of tteviations
from the mean for the inverse dbmcap the inverse ofibtvt, andtvtover, which are variables drawn from Beck, Demirgiic-Kunt, andihe
(2000). Higher values of this index indicate a more markérted financial system. FINANCIAL SYSTEM ORIENTATION gendent
variables are averaged over the period 1980-1995 as ptbbig@eck, Demirglic-Kunt, and Levine (2000). UNIVERSAL SURAGE refers to
the year of the first parliamentary election to which all @sabnd females of voting ages were allowed to vote in a giventep (constructed
from different sources: Flora, 1983; Ramirez, Soysal, ahdn8han, 1997). The regressions also include a vector afotorariables, X.
INITIAL GDP PER CAPITA is the real GDP per capita in 1980, wpdata from Summers-Heston. URBANIZATION RATE, LAND AREA,
LATITUDE, COMMON LAW ORIGIN, and CATHOLIC are defined in Tdb 1 and are related to the year 1980. The whole sample irglude
35 countries and the narrow sample is restricted to the 18tdes used in the panel data analysis. In columns 1, 2, 56anegressions are
estimated using OLS. In columns 3, 4, 7, and 8, regressi@sestimated using 2SLS. The instrument used is INTERNATIQNNORMS, as
defined in Table 1. Numbers in parentheses arelatdrerrors. *, **, and *** indicate significancé the 10%, 5%, and 1% levels, respectively.
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Appendix

TABLE A1l. Country Coverage

Country Name

Argentina Cyprus
Australia Denmark
Austria Finland
Belgium France
Brazil Germany
Canada Greece
Chile India

Ireland

Israel

Italy

Japan

Korea, Republic of
Malaysia

Mexico

Netherlands
New Zealand
Norway
Peru

Portugal
South Africa

Spain

Sweden
Switzerland
Turkey

United Kingdom
United States
Uruguay
Venezuela

Note: This table lists the 35 countries of the crossiseainalysis and the 18 countries of the panel

data analysis (in bold).
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TABLE A2. The Effect of Suffrage Reformson Financial Development and Structure: DID Regressions

€ @ ©) 4

IN(CAPITALIZATION) In(LISTED COMPANIES) In(BANK DEPOSTS) In(STRUCTURE)

Panel A: Male Universal Suffrage

Assignment Treatment

MALE SUFFRAGE REFORM -0.259*** -0.401*** 0.522%*= -0.577**
(0.114) (0.085) (0.128) (0.201)
Controls Yes Yes Yes Yes
Fixed Effects
Year Yes Yes Yes Yes
Country Yes Yes Yes Yes
R2 0.643 0.817 0.612 0.654
Number of Countries 18 18 18 18
Number of Observations 172 135 153 138

Panel B: Female Universal Suffrage

Assignment Treatment

FEMALE SUFFRAGE REFORM -0.619*** -0.253* 0.251** -0.999%**
(0.216) (0.144) (0.096) (0.294)
Controls Yes Yes Yes Yes
Fixed Effects
Year Yes Yes Yes Yes
Country Yes Yes Yes Yes
R2 0.622 0.816 0.603 0.690
Number of Countries 18 18 18 18
Number of Observations 172 135 153 138

Note: This table reports the results of DID regressionstock market capitalization over GDP in colummofinumber of listed companies
million people in column 2, of bank deposits over GDP in caluB) and of financial structure in column 4. In Panel A, theigrsaent
treatment variable, MALE SUFFRAGE REFORM, is equal to onallimales of voting ages are allowed to vote in a given couytesr, and
zero otherwise. In Panel B, the assignment treatment VeyiBEM ALE SUFFRAGE REFORM, is equal to one if all males anchdées of
voting ages are allowed to vote in a given country-year, ard ptherwise. The regressions control for economic dpveémnt, urbanization
rate, land area, year effects, and country fixed effect®lel’a summarizes variables definitions and sources. Nwsribgrarentheses are panel
corrected standard errors (Beck and Katz, 1995¥*,"and *** indicate significance at the 10%, 5%nd 1% levels, respectively.
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TABLE A3. The Effect of Suffrage on Financial Structure, 1913-1999: Robustness and Alter native Channels

1) (2) (3) 4) (5) (6)
Suffrage I nstitutions
SUFFRAGE -1.391 -2.204%** -2.403***
(2.0112) (0.703) (0.913)
EFFECTIVE SUFFRAGE -2.276* -2.821%** -3.510%**
(1.249) (0.882) (1.242)
Controls
In(GDP PER CAPITA) -0.306 -0.185 -0.672*** -0.348** -0.388 -0.155
(0.343) (0.273) (0.200) (0.162) (0.246) (0.268)
URBANIZATION RATE -0.531 0.300 0.830* 1.228** 0.779 1.913*
(0.637) (0.677) (0.459) (0.555) (0.689) (0.787)
In(LAND AREA) -0.155*** -0.155*** 0.013 -0.045 -0.028 -0.060*
(0.040) (0.034) (0.032) (0.029) (0.037) (0.033)
LATITUDE 0.238 0.341 1.096***  1.329***  1.050*** 1.829***
(0.541) (0.663) (0.377) (0.460) (0.386) (0.440)
COMMON LAW ORIGIN 1.650%**  1.436** 1.039*** 1.092** 1.393** 1 2]14***
(0.275) (0.208) (0.314) (0.303) (0.216) (0.272)
CATHOLIC 0.076 0.139 0.054 0.113 0.128 0.270
(0.270) (0.249) (0.168) (0.199) (0.241) (0.264)
TOP INCOME SCHARE 1.806 0.542
(1.893) (2.159)
TRADE OPENNESS 3.897*** 1.465
(1.346) (1.248)
IN(GOVERNMENT EXPENDITURE) -0.082 -0.003
(0.152) (0.149)
Fixed Effects
Year Yes Yes Yes Yes Yes Yes
Country No No No No No No
Switzerland Yes Yes Yes Yes Yes Yes
R2 0.632 0.668 0.565 0.593 0.567 0.609
Wald Chi2 (p-value) 0.000 0.000 0.000 0.000 0.000 0.000
Number of Countries 15 15 18 18 18 18
Number of Observations 99 94 137 129 117 109

Note: This table reports results relating financial stowe to suffrage institutions. The dependent v@eigs the logarithm
of STRUCTURE. Depending on the specifications, tlggassions control for top income share, trade opssrsize of
government, economic development, urbanization, rffaetor endowments, legal origin, religion, yedfeets, and
Switzerland effect. The panel spans the 1913-18&%ial and includes 18 (or 15 in columns 1 andd)ntries. Table 1
summarizes variables definitions and sources. Nuwsnlve parentheses are panel corrected standards gBeck and
Katz, 1995). *, **, and *** indicate significancet ¢he 10%, 5%, and 1% levels, respectively.
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