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Abstract

We study the relative effect of venture capital and bank finance on large 
manufacturing firms in local U.S. markets. Theory predicts that with venture capital, 
the firm size distribution should become more stretched-out to the right, but it’s 
ambiguous on the effect of banks on large firms. The empirical evidence suggests 
that while the average size of firms in the top bin of the firm size distribution has 
remained unaffected by banking sector developments, it has increased with venture 
capital investment. We argue that this is due to the emergence of new corporate 
giants rather than the growth of existing ones. 

Keywords: venture capital, banking, firm size 

JEL Classification: G24, J24, L11 
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Non-technical Summery 

The U.S. economy has traditionally been characterized by the rapid emergence of 
corporate giants, and this process became increasingly visible during the second half 
of the 20th century. While in 1960 the turnover among industry leaders (those in the 
top 20% of their industry based on market value) was around 5%, it increased to 10% 
in 1980 and to 20% in 2000. In addition, of the 70 largest companies created between 
1920 and 2000, a hefty 26 have been created after 1975. Importantly, this process has 
been procyclical in that a new leader is more likely to emerge during a boom than 
during a recession. In this paper, we investigate empirically the relative contribution 
to that process of the two most important financial developments in the U.S. over the 
same period – the bank deregulation of the 1970s and 1980s, and the emergence of a 
powerful venture capital (VC) industry since the 1960s. 

We use data on firm size, bank deregulation, and venture capital investment between 
1980 and 2001 for the 50 US states from the U.S. Census Bureau and the National 
Venture Capital Association. We first perform nonparametric difference-in-
differences tests on whether average firm size in the top bin of the firm size 
distribution (100+ employees) increases with VC investment for VC-sensitive 
industries, and with bank deregulation for industries sensitive to bank finance. We 
next proceed with parametric tests which allow me to eliminate the effect of market 
and industry fixed effects. We also address the main problem with evaluating the real 
effects of VC identified by the literature, namely that both VC funding and the 
respective real effect (changes in the firm size distribution in this case) are 
endogenous to unobservables that vary by state and industry, like technological 
opportunities.

In all empirical tests, we consistently find a significant positive effect of venture 
capital finance, but not of bank deregulation, on the right skew of the firm size 
distribution. Specifically, a doubling of VC investment is associated with an increase 
in the average firm size of large firms by between 4 and 6 workers. These results hold 
regardless of the benchmark for sensitivity to VC finance we employ (actual use of 
VC funds, R&D-intensity, or intangible assets-intensity) and they survive when we 
account for errors in variables and look at different time periods and industrial 
classifications. 

Finally, we ask the policy-relevant question, does this increase in the size and implied 
viability of industrial champions come from the emergence of new superstar 
companies, like Google and Microsoft, or from the growth of existing ones, like GM 
and IBM. If the latter is the case, in addition to increased size, one should also observe 
no changes in the relative share of large firms. We find the opposite: not only have 
firms with 100+ employees grown larger in states with higher VC investment, but also 
their relative share has increased. Therefore, venture capital investment affects the 
real economy rather through the creation and the subsequent coming-of-age of new 
firms. This has implications for the effect of finance on gradual vs. disruptive 
innovation – while “old” companies are better in the former, “new” companies excel 
in the latter, and so venture capital brings forth the latter’s relative contribution to 
economic growth.  
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Our results have important policy implications for the development of a viable 
venture capital industry in Europe. The list of the world's 500 largest listed companies 
includes 26 US companies that were created after 1975 (out of a total of 168), and 
only 3 European companies created after 1975 (out of a total of 146). Our paper 
strongly implies that these differences could be explained by the explosion of VC in 
the U.S. in the last 30 years and by the larger dependence of Europe's corporate 
landscape on bank finance. In that respect, recent European developments aimed at 
liberalizing investment by institutional investors for diversification purposes, the 
emergence of well-functioning exit markets, and labor regulation aimed at promoting 
the mobility of skilled labor, can be instrumental in nurturing Europe’s superstar 
companies of tomorrow. 
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Table I
Summary Statistics  

Data on average firm size in the 100+ and 100-500 employment bins come from the County Business 
Patterns, 1977-2001. The unit of observation for firms size is the state-industry-year. Data on pension funds 
assets come from the US Census Bureau, 1992-1997. Data on VC investment comes from the National 
Venture Capital Association, 1980-2001. Monetary variables are in current dollars, in the empirical exercises 
all monetary variables are deflated using PPI series from the Bureau of Labor Statitics. 

Period Variable mean median sd min max 
Average firm size, 100+ 271.8 265.1 44.4 83.7 445.4 
Average firm size, 100-500 210.4 207.0 25.5 99.1 319.7 
VC investment (in mil. US$) 45.4 10.7 204.2 0 1,412.2 1980-1983 
Pension assets (in mil. US$) --     
Average firm size, 100+ 265.9 259.3 44.5 177.3 483.6 
Average firm size, 100-500 207.4 204.4 23.8 155.0 303.7 
VC investment (in mil. US$) 75.5 21.0 201.5 0 1,412.1 1984-1988 
Pension assets (in mil. US$) --     
Average firm size, 100+ 267.6 261.4 44.8 184.8 460.5 
Average firm size, 100-500 207.1 204.7 23.9 96.7 300.8 
VC investment (in mil. US$) 77.3 24.2 201.5 0 1,416,1 1989-1992 
Pension assets (in mil. US$) 18,368.7 10,294.8 29,355.6 7.1 168,062.9 
Average firm size, 100+ 269.0 262.8 45.8 176.8 483.0 
Average firm size, 100-500 208.5 205.8 24.2 99.3 307.5 
VC investment (in mil. US$) 202.6 50.0 593.9 0 6,040.3 1993-1997 
Pension assets (in mil. US$) 26,310.9 13,296.5 39,934.0 567.2 291,106.7 
Average firm size, 100+ 261.6 256.4 47.6 151.7 435.1 
Average firm size, 100-500 202.1 201.5 24.2 94.7 325.3 
VC investment (in mil. US$) 1,188.8 203.4 3,962.3 0 43,137.1 1998-2001 
Pension assets (in mil. US$) 42,124.8 20,884.2 62,547.2 1,997.3 387,533.2 
Average firm size, 100+ 267.3 261.5 45.4 83.7 483.57 
Average firm size, 100-500 207.2 204.6 24.8 94.7 325.3 
VC investment (in mil. US$) 331.5 31.2 1,884.5 0 43,137.1 Total 
Pension assets (in mil. US$) 31,775.4 15,268.9 50,138.1 7.1 387,533.2 
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Table II 
Industry Sensitivities to VC and Bank Finance for Manufacturing Sectors 

The indicator variable equal to 1 if the industry is in the top half of VC receiving industries is constructed 
after matching the SIC 1987 classification to the NVCA industrial classification. The top industries receiving 
VC funds over the 1980-2000 period according to the NVCA are: Software; Biotechnology; Medical devices 
and equipment; Telecommunications; Industrial/Energy; Media and entertainment; Semiconductors; 
Computers and peripherals. R&D intensity equals the industry-level median of the ratio of research and 
development expenses to sales for mature Compustat firms in the same industry over the period 1980-97. 
Intangibles intensity equals the industry-level median of the ratio of intangible assets to net fixed assets for 
mature Compustat firms in the same industry over the period 1980-97. Bank sensitivity is the proportion of 
capital expenditures financed with external funds for mature Compustat firms over the period 1980-1997. 
Mature firms are those that have been on Compustat for 10 years or more.  

Two-Digit SIC 1987 Industry Sector 
Indicator=1 if 
in Top Half of  
VC Receiving 

Industries 

R&D Intensity 
for Mature 
Compustat 

Firms 

Intangibles 
Intensity 

for Mature 
Compustat 

Firms 

Bank 
Sensitivity 
for Mature 
Compustat 

Firms 
20. Food and kindred products  1 0.068 0.75 -0.24 
21. Tobacco manufacturing  0 0.000 0.49 -0.92 
22. Textile mills products  0 0.011 0.21 0.10 
23. Apparel and other textiles  0 0.000 0.53 -0.61 
24. Lumber and wood products  0 0.007 1.20 0.04 
25. Furniture and fixtures  0 0.014 0.49 -0.23 
26. Paper and allied products  0 0.013 0.20 0.06 
27. Printing and publishing  1 0.012 4.54 -0.07 
28. Chemicals and allied products  1 0.052 0.96 0.28 
29. Petroleum and coal products  1 0.007 0.02 0.09 
30. Rubber and plastic products  0 0.005 0.46 0.04 
31. Leather and leather products  0 0.008 0.33 -0.96 
32. Stone, clay, glass and concrete  0 0.012 0.05 -0.20 
33. Primary metal industries  1 0.014 0.11 0.03 
34. Fabricated metal products  1 0.011 0.31 -0.24 
35. Industrial machinery and equipment 1 0.022 0.25 0.01 
36. Electrical and electronic equipment  1 0.067 0.77 0.22 
37. Transportation equipment  0 0.013 0.24 0.01 
38. Instruments and related products  1 0.071 0.90 -0.04 
39. Miscellaneous manufacturing  1 0.014 2.29 -0.20 

Median -- 0.012 0.475 -0.02 
Correlation between Indicator and  
R&D intensity 0.57 
Correlation between Indicator and 
Intangibles intensity 0.34  
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Table III
VC Investment and Bank Deregulation  

Data on VC investment come from the NVCA, and is in millions of current dollars. A value of 0.0 implies 
that less than 0.5 mln. $ were invested in VC in that year. The bank deregulation dates are from Amel 
(1993). 

 Average Annual Venture Capital Investment Bank Deregulation 
State 1980-83 1984-88 1989-92 1993-97 1998-2001 Branching Interstate 

Alabama 3.7 12.6 5.0 54.4 123.8 1981 1987 
Alaska 4.0 0.0 0.0 0.0 4.0 < 1980 1982 
Arizona 20.0 32.4 35.5 85.2 334.5 < 1980 1986 
Arkansas 0.0 2.0 10.0 11.3 11.0 1994 1989 
California 739.0 1,272.8 1,235.8 3,299.4 22,718.8 < 1980 1987 
Colorado 46.5 96.8 109.0 273.6 2,016.3 1991 1988 
Connecticut 22.0 87.8 95.8 136.2 830.5 < 1980 1983 
Delaware 1.0 3.0 5.0 6.4 105.7 < 1980 1988 
Florida 26.3 42.4 40.8 281.6 1,490.5 1988 1985 
Georgia 20.5 71.6 71.3 207.2 1,210.3 1983 1985 
Hawaii 0.0 0.0 0.0 10.5 63.3 1986 1994 
Idaho 8.0 0.0 5.0 8.0 17.3 < 1980 1985 
Illinois 26.0 45.0 81.3 235.8 1,261.5 1988 1986 
Indiana 5.0 14.2 9.7 28.2 102.3 1989 1986 
Iowa 3.7 3.6 2.0 16.0 15.0 1994 1991 
Kansas 1.0 2.8 8.7 9.8 86.3 1987 1992 
Kentucky 1.7 3.8 6.3 26.0 86.3 1990 1984 
Louisiana 11.3 3.6 3.0 15.6 138.8 1988 1987 
Maine 2.0 12.2 8.7 4.0 65.8 < 1980 < 1980 
Maryland 18.0 35.0 46.5 105.0 964.5 < 1980 1985 
Massachusetts 220.3 403.4 321.0 784.0 5,533.3 1984 1983 
Michigan 22.8 43.4 16.8 67.4 216.3 1987 1986 
Minnesota 27.0 34.2 47.8 140.8 626.3 1993 1986 
Mississippi 2.0 2.0 6.3 9.0 72.3 1986 1988 
Missouri 3.3 6.8 20.0 58.4 401.5 1990 1986 
Montana 0.0 1.7 1.0 0.0 19.3 1990 1993 
Nebraska 1.0 1.0 0.0 11.2 56.3 1985 1990 
Nevada 1.0 1.5 6.0 3.5 26.5 < 1980 1985 
New Hampshire 5.8 15.4 20.0 34.6 348.8 1987 1987 
New Jersey 35.8 103.8 99.5 281.6 1,555.5 < 1980 1986 
New Mexico 1.5 9.4 3.0 17.7 13.8 1991 1989 
New York 51.0 92.8 97.5 330.6 3,416.8 < 1980 1982 
North Carolina 14.8 16.6 25.3 148.2 883.0 < 1980 1985 
North Dakota 0.0 7.5 0.0 5.5 2.8 1987 1991 
Ohio 15.5 39.0 30.3 111.4 507.5 < 1980 1985 
Oklahoma 8.3 6.4 4.7 19.3 62.8 1988 1987 
Oregon 23.3 68.8 40.3 60.8 408.3 1985 1986 
Pennsylvania 31.8 64.6 92.8 301.4 1,494.3 1982 1986 
Rhode Island 4.0 10.2 13.0 8.7 62.8 < 1980 1984 
South Carolina 0.0 8.3 9.3 46.8 204.5 < 1980 1985 
South Dakota 1.0 1.0 0.0 0.0 1.0 < 1980 1983 
Tennessee 8.5 48.4 36.3 98.8 159.5 1985 1985 
Texas 117.5 225.2 173.3 472.0 3,377.5 1988 1987 
Utah 7.5 12.2 8.0 43.5 352.3 1981 1984 
Vermont 1.5 5.3 8.5 5.5 19.7 < 1980 1988 
Virginia 17.3 43.0 33.3 243.4 1,530.0 < 1980 1985 
Washington 24.3 53.4 80.0 281.8 1,679.8 1985 1987 
West Virginia 3.5 2.0 3.0 24.0 2.7 1987 1988 
Wisconsin 5.0 11.6 13.0 24.8 113.5 1990 1987 
Wyoming 2.0 2.0 0.0 2.0 0.0 1988 1987 
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Table IV 
Average Large Establishment Size for States with High vs. Low VC Investment 

and for States with Deregulated vs. Regulated Banking Markets 

The table reports a difference-in-differences estimate from a Mann-Whitney two-sided test of the effect on an 
average establishment in the 100+ employment bin of moving from one industry/market to the other. States 
with high VC/GDP are those which are in the top half of the VC/GDP distribution (VC/GDP>0.14), states with 
low VC/GDP are those which are in the bottom half of the distribution. VC-sensitive industries are those in the 
top half of VC-receiving industries distribution as reported by the NVCA. Deregulated states are states in which 
either branching or interstate banking has been deregulated. Bank-sensitive industries are industries with above-
median need for external finance. See Table II for the underlying data on VC and bank sensitivity. *** denotes 
significance at the 1% level, and ** denotes significance at the 5% level, based on a simple t-test.

Panel A 

 States with high VC/GDP States with low VC/GDP Difference 

VC-sensitive industries 268.3 287.3 -10.4 
VC-nonsensitive industries 263.8 294.4 -22.5 
Difference-in-differences  4.5*** -6.9*** 11.4*** 

Panel B 

 States with deregulated 
banking markets 

States with regulated 
banking markets Difference 

Bank-sensitive industries 280.2 289.6 -9.4 
Bank-nonsensitive industries 261.6 261.1 0.5 
Difference-in-differences  18.6*** 28.5*** -9.9** 
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Table V 
Venture Capital, Banks, and Average Large Firm Employment Size 

The table reports estimates of the percentage change in the average size of business firms in the top bin of the 
size distribution as a result of VC finance. Each column reports statistics from a fixed effects regression, 
where the dependent variable is the log of average enterprise employment size in the 100+ bin (Panel A), and 
the log of average enterprise employment size in the 100-500 bin (Panel B). The terms of interaction are 
based on VC allocation by industry, on R&D intensity for mature Compustat firms, and on intangibles 
intensity for mature Compustat firms, for VC interactions, and on the measure of sensitivity to bank finance 
from Cetorelli and Strahan (2006), for bank deregulation interactions (see Table II for details). For R&D and 
intangibles intensity, we use in the interaction term both the level value (Columns labeled “Level”) and an 
indicator equal to 1 if the industry is in the top 50% of the distribution of R&D and intangibles intensities, 
respectively (Columns labeled “Indicator”). Data on establishments are from the County Business Patterns, 
1977-1997. Data withheld for confidentiality purposes are reported as “0” in the original file, and are 
consequently treated as missing observations. The VC series comes from the National Venture Capital 
Association (NVCA), 1980-2001, and is deflated into constant 1980 dollars. The bank deregulation variables 
are dummies equal to 1 in the year after the lifting of intrastate branching restrictions and on; data from Amel 
(1993). The analysis is performed on a panel covering the period 1980-1997. Industry share of employment 
equals the total employment in a given industry-state-year divided by the total employment in the 
corresponding state-year. White (1980) standard errors appear below each coefficient in parentheses, where 
*** indicates significance at the 1% level, ** at the 5% level, and * at the 10% level.  

Panel A. Log average firm size in 100+ employment bin 
 VC sensitivity measure 

R&D Intensity for 
Mature Compustat Firms 

Intangibles Intensity for 
Mature Compustat Firms 

 Indicator  = 1 if Industry is 
in Top 50% of Industries 

Receiving VC Funds Level Indicator Level Indicator 

Log VC   0.016 0.073 -0.001 0.005 0.005 
VC sensitivity (0.002)*** (0.044)* (0.003) (0.001)*** (0.002)*** 

Post-branching  0.012 0.004 0.004 0.006 0.006 
bank sensitivity (0.021) (0.009) (0.009) (0.009) (0.009) 

Post-interstate  0.015 0.014 0.014 0.015 0.015 
bank sensitivity (0.015) (0.016) (0.016) (0.016) (0.016) 

Industry share  0.165 0.202 0.211 0.203 0.209 

of employment (0.044)*** (0.044)*** (0.044)*** (0.044)*** (0.044)*** 

Observations 4,758 4,758 4,758 4,758 4,758 
Fixed effects State  Year 

 Industry  Year 
R2 0.62 0.62 0.62 0.62 0.62 
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Panel B. Log average firm size in 100-500 employment bin 
 VC sensitivity measure 

R&D Intensity for 
Mature Compustat Firms 

Intangibles Intensity for 
Mature Compustat Firms 

 Indicator  = 1 if Industry is 
in Top 50% of Industries 

Receiving VC Funds Level Indicator Level Indicator 

Log VC   0.006 0.096 0.004 0.004 0.002 
VC sensitivity (0.001)*** (0.030)*** (0.002)** (0.001)*** (0.001)* 

Post-branching  0.001 0.001 0.001 0.003 0.003 
bank sensitivity (0.006) (0.006) (0.006) (0.006) (0.006) 

Post-interstate  0.009 0.009 0.009 0.011 0.011 
bank sensitivity (0.009) (0.009) (0.009) (0.009) (0.009) 

Industry share  0.139 0.142 0.147 0.139 0.148 

of employment (0.027)*** (0.027)*** (0.027)*** (0.027)*** (0.027)*** 

Observations 7,459 7,459 7,459 7,459 7,459 
Fixed effects State  Year 

 Industry  Year 
R2 0.42 0.42 0.42 0.43 0.42 
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Table VI 
Venture Capital and Large Firm Employment Size:  

Instrumenting VC with Pension Funds Assets 

The first panel of the table reports the percentage change in VC finance induced by changes in the size of 
state and local pension funds. The size of pension funds is proxied by total assets of state and local pension 
funds, in constant 1980 dollars. The regression includes state and year fixed effects. The second panel 
presents estimates of the percentage change in the average size of business firms in the top bin of the size 
distribution as a result of VC finance. Each column reports statistics from a fixed effect regression, where the 
dependent variable is the log of average enterprise employment size in the 100+ bin (columns labeled “100+ 
employees”), and the log of average enterprise employment size in the 100-500 bin (columns labeled “100-
500 employees”). The terms of interaction are based on VC allocation by industry, on R&D intensity for 
mature Compustat firms, and on intangibles intensity for mature Compustat firms (see Table II for details). 
Data on establishments are from the County Business Patterns, 1977-1997. Data withheld for confidentiality 
purposes are reported as “0” in the original file, and are consequently treated as missing observations. The 
VC series comes from the National Venture Capital Association (NVCA), 1980-2001, and is deflated into 
constant 1980 dollars. The bank deregulation variables are dummies equal to 1 in the year after the lifting of 
intrastate branching restrictions and on; data from Amel (1993). Data on pension funds assets come from the 
US Census Bureau, 1992-1997. The analysis is performed on a panel covering the period 1980-1997. Industry 
share of employment equals the total employment in a given industry-state-year divided by the total 
employment in the corresponding state-year. White (1980) standard errors appear below each coefficient in 
parentheses, where *** indicates significance at the 1% level, ** at the 5% level, and * at the 10% level.  

 First stage 
Log total assets  0.034 
of local and state  (0.002)*** 
pension funds  
Observations 300 
State fixed effect Yes 
Year fixed effect Yes 
R2 0.90 

 Second stage 
 VC sensitivity measure 
 Indicator  = 1 If Industry is 

in Top 50% of Industries 
Receiving VC Funds  

Level of R&D  
Intensity for Mature 

Compustat Firms 

Level of Intangibles 
Intensity for Mature 

Compustat Firms 
 100+ 

employees  
100-500 

employees 
100+ 

employees 
100-500 

employees 
100+ 

employees  
100-500 

employees 

Log VC   0.015 0.013 0.249 0.346 0.002 0.006 
VC sensitivity (0.006)** (0.003)*** (0.115)** (0.0733)*** (0.003) (0.002)*** 

Industry share  0.241 0.112 0.255 0.117 0.277 0.117 
of employment (0.082)*** (0.05)** (0.082)*** (0.05)** (0.081)*** (0.05)** 

Observations 1,614 2,577 1,614 2,577 1,614 2,577 
Fixed effects State  Year 

 Industry  Year 
R2 0.63 0.44 0.63 0.43 0.63 0.44 
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Table VII 
 Venture Capital, Banks, and Large Firm Employment Size:

Errors-in-variables  

The table reports estimates of the percentage change in the average size of business firms in the top bin of the 
size distribution as a result of VC finance. Each column reports statistics from a fixed effect regression, where 
the dependent variable is the log of average enterprise employment size in the 100+ bin. The results are from 
OLS regressions as in Table V (columns labeled “OLS”) and from IV regressions as in Table VI (columns 
labeled “IV”). The terms of interaction are based on VC allocation by industry, on R&D intensity for mature 
Compustat firms, and on intangibles intensity for mature Compustat firms, for VC interactions, and on the 
measure of sensitivity to bank finance from Cetorelli and Strahan (2006), for bank deregulation interactions 
(see Table II for details). All observations have been averaged over 3-year periods (1980-1982, 1983-1985, 
1986-1988, 1989-1991, 1992-1994, 1995-1997). Data on establishments are from the County Business 
Patterns, 1977-1997. Data withheld for confidentiality purposes are reported as “0” in the original file, and 
are consequently treated as missing observations. The VC series comes from the National Venture Capital 
Association (NVCA), 1980-2001, and is deflated into constant 1980 dollars. The bank deregulation variables 
are dummies equal to 1 in the year after the lifting of intrastate branching restrictions and on; data from Amel 
(1993). The analysis is performed on a panel covering the period 1980-1997. Industry share of employment 
equals the total employment in a given industry-state-year divided by the total employment in the 
corresponding state-year. White (1980) standard errors appear below each coefficient in parentheses, where 
*** indicates significance at the 1% level, ** at the 5% level, and * at the 10% level.  

 VC sensitivity measure 
 Indicator  = 1 If Industry is 

in Top 50% of Industries 
Receiving VC Funds  

Level of R&D  
Intensity for Mature 

Compustat Firms 

Level of Intangibles 
Intensity for Mature 

Compustat Firms 
 OLS IV OLS IV OLS IV 

Log VC   0.016 0.012 0.094 0.144 0.006 0.004 
VC sensitivity (0.004)*** (0.009) (0.069) (0.171) (0.002)*** (0.005) 

Post-branching  -0.001 0.109 -0.001 0.108 0.003 0.106 
bank sensitivity (0.015) (0.062)* (0.015) (0.062)* (0.015) (0.062)* 

Post-interstate  0.039 -0.036 0.035 -0.065 0.038 0.019 
bank sensitivity (0.027) (0.298) (0.027) (0.298) 0.027) (0.314) 

Industry share  0.112 0.108 0.139 0.118 0.139 0.128 
of employment (0.066)* (0.125) (0.066)** (0.126) (0.066)** (0.124) 

Observations 1,995 674 1,995 674 1,995 674 
Fixed effects State  Year 

 Industry  Year 
R2 0.61 0.61 0.61 0.61 0.61 0.61 
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Table VIII 
Venture Capital, Banks, and Average Large Firm Employment Size:  

Adding 1998-2001 

The table reports estimates of the percentage change in the average size of business firms in the top bin of the 
size distribution as a result of VC finance. Each column reports statistics from a fixed effect regression, where 
the dependent variable is the log of average enterprise employment size in the 100+ bin. The terms of 
interaction are based on VC allocation by industry, on R&D intensity for mature Compustat firms, and on 
intangibles intensity for mature Compustat firms, for VC interactions, and on the measure of sensitivity to 
bank finance from Cetorelli and Strahan (2006), for bank deregulation interactions (see Table II). Data on 
establishments are from the County Business Patterns, 1977-2001. The data come in SIC codes for 1977-1997 
and in NAICS codes for 1998-2001, and so the second part of the series is also converted into SIC codes. The 
following SIC industries are dropped due to lack of perfect matching between SIC 1987 and NAICS 1997: 22 
(Textile mills); 23 (Apparel and other textile); 35 (Industrial machinery and equipment); 36 (electronics and 
other electric equipment); 38 (Instruments and related products); and 39 (Miscellaneous manufacturing). In 
addition, both SIC industries 20 (Food and kindred products) and 21 (Tobacco products) and NAICS 
industries 311 (Food) and 312 (Beverages and tobacco) are merged into 1 class before matching. Data 
withheld for confidentiality purposes are reported as “0” in the original file, and are consequently treated as 
missing observations. The VC series comes from the National Venture Capital Association (NVCA), 1980-
2006, and is deflated into constant 1980 dollars. The bank deregulation variables are dummies equal to 1 in 
the year after the lifting of intrastate branching restrictions and on; data from Amel (1993). The analysis is 
performed on a panel covering the period 1980-2001. Industry share of employment equals the total 
employment in a given industry-state-year divided by the total employment in the corresponding state-year. 
White (1980) standard errors appear below each coefficient in parentheses, where *** indicates significance 
at the 1% level, ** at the 5% level, and * at the 10% level.  

 VC sensitivity measure 
 Indicator  = 1 If Industry is 

in Top 50% of Industries 
Receiving VC Funds  

Level of R&D  
Intensity for Mature 

Compustat Firms 

Level of Intangibles 
Intensity for Mature 

Compustat Firms 
 OLS IV OLS IV OLS IV 

Log VC   0.021 0.012 0.261 0.506 0.004 0.02 
VC sensitivity (0.003)*** (0.005)*** (0.054)*** (0.198)** (0.001)*** (0.008)** 

Post-branching  -0.057 0.344 -0.053 0.369 -0.052 0.333 
bank sensitivity (0.032)* (0.142)** (0.032) (0.145)** (0.032) (0.148)** 

Post-interstate  0.128 -0.243 0.126 -0.189 0.123 -0.266 
bank sensitivity (0.048)*** (0.316) (0.049)*** (0.322) (0.049)** (0.331) 

Industry share  0.224 0.28 0.249 0.299 0.238 0.275 
of employment (0.028)*** (0.043)*** (0.028)*** (0.044)*** (0.028)*** (0.046)*** 

Observations 3,794 1,703 3,794 1,703 3,794 1,703 
Fixed effects State  Year 

 Industry  Year 
R2 0.66 0.68 0.65 0.67 0.65 0.64 



46
ECB
Working Paper Series No 1121
December 2009

Table IX 
Venture Capital and Size Shares 

The table reports estimates of the change in the share of business firms in different bins of the establishment 
size distribution as a result of VC finance. Panel A reports the results from an OLS regression where the 
dependent variable is the respective size share, whereas in Panel B the dependent variable has been 
transformed using the logit function, log{Share/(1-Share)}. The terms of interaction are based on VC 
allocation by industry (see Table II for details). Data on establishments are from the County Business 
Patterns, 1977-1997. Data withheld for confidentiality purposes are reported as “0” in the original file, and 
are consequently treated as missing observations. The VC series comes from the National Venture Capital 
Association (NVCA), 1980-2006, and is deflated into constant 1980 dollars. The analysis is performed on a 
panel covering the period 1980-1997. Industry share of employment equals the total employment in a given 
industry-state-year divided by the total employment in the corresponding state-year. White (1980) standard 
errors appear below each coefficient in parentheses, where *** indicates significance at the 1% level, ** at 
the 5% level, and * at the 10% level. In Panel A, the coefficients on VC are multiplied by 100. 

Panel A. OLS Regression results 
 Share of Establishments with 
 Fewer than 100 

Employees 
100-250 

Employees 
250-500 

Employees 500+ Employees 

Log VC   -0.762 0.195 0.302 0.225 
VC sensitivity (0.072)*** (0.042)*** (0.031)*** (0.022)*** 

Industry share  -0.462 0.236 0.152 0.068 
of employment (0.013)*** (0.008)*** (0.006)*** (0.004)*** 

Observations 8,506 11,771 10,565 8,888 
Fixed effects State  Year 

 Industry  Year 
R2 0.75 0.63 0.53 0.48 

Panel B. Logit Regression results 
 Share of Establishments with 
 Fewer than 100 

Employees 
100-250 

Employees 
250-500 

Employees 500+ Employees 

Log VC   -0.041 0.02 0.067 0.098 
VC sensitivity (0.005)*** (0.005)*** (0.007)*** (0.009)*** 

Industry share  -3.412 3.248 3.561 2.897 
of employment (0.094)*** (0.103)*** (0.041)*** (0.161)*** 

Observations 8,506 11,771 10,565 8,888 
Fixed effects State  Year 

 Industry  Year 
R2 0.82 0.68 0.64 0.67 
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