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Executive Summary
There is a series of empirical papers (Kim and Lee 2004; Egger and Url, 2006;
Moser, Nestmann, and Wedow, 2008; Baltensperger and Herger, 2009; Auboin
and Engemann, 2014; Van der Veer. 2015) which show that trade finance is positively associated with export. Despite its positive impact on export, trade finance
has been a contentious issue in international organizations such as the WTO and
OECD in terms of implementing related policy measures. This is based on the
argument that trade finance hurts fair international trade because it ultimately
plays a role just like a subsidy.
Regarding this contentious issue, in this paper we examine whether there is evidence supporting that trade finance is associated with an increase in export. We
also investigate the channel through which the effect of the trade finance on
export is working. To this end, we focus on a specific part of trade finance:
short-term export insurance and export credit guarantee. This is because noble
and ample data on these types of trade insurance are available. This confidential
data is provided by the Korea Insurance Trade Corporation (henceforth KSURE) exclusively.
We conduct a panel regression using Korean sector-level export data covering
from 2010Q1 to 2017Q4. This dataset enables us to control for destination
country-, sector-, and time-fixed effects. Our empirical results show that the
short-term export insurance and export credit guarantee have a positive impact
on exports, and the main channel behind this is related to mitigating financial
constraints of exporting firms. The trade finance effectively eliminates the risk
of importers' payment, which helps export firms reduce the financial frictions.
This ultimately leads to an increase in export.
Since the main mechanism in which the trade insurance affects export is related
to alleviating financial frictions, it becomes more definite that the way how trade
insurance contributes to an increase in export is somewhat different from that of
a subsidy. When we consider the fact that financial friction is an important factor
for restraining international trade, which can partly explain the great collapse in
international trade during the global financial crisis, the trade insurance policies
would rather be a useful policy measure which can dampen negative impact on
export during recession.
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1. Introduction

Many governments publicly provide trade finance based on the belief that it
boosts export performance and thus contributes to economic growth. Despite its
expected positve impact on export and growth, trade finance has been a contentious issue in international organizations such as the WTO and OECD because it
may play a role just like a subsidy and hurt fair international trade.
Regarding this contentious issue, in this paper, we first examine whether there
is any evidence indicating that trade finance is associated with an increase in export.
Furthermore, we investigate the channel through which the effect of the trade
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finance on export is working. In doing so, we focus on a specific part of trade finance: trade insurance and guarantee. We further limit the scope of this paper to
analyzing the effect of short-term export insurance and export credit guarantee.
This is because the noble and ample data on these types of trade insurance are
available and this confidential data is provided by Korea Insurance Trade Corporation (henceforth K-SURE)1 exclusively.
In order to determine the fairness of trade policies affecting international trade,
it is important to determine the mechanism by which trade insurance affects export. If it has something to do with tariffs or quotas, these types of trade finance
causing price discrimination or regulation on quantity bring about unfairness in
international trade. But if the mechanism is related to alleviating financial frictions,
trade insurance plays a different role in comparison with the subsidy. Our research
hypothesis is closer to the latter, which is that the short-term export insurance and
export credit guarantee contribute to an increase in export through the channel of
eliminating the risk of importers' (Korean exporting firms' counterparty) payment.
This helps export firms to reduce the financial frictions, and finally leads to an increase in export.
Our research hypothesis is based on the empirical evidence suggested by Chor
and Manova (2012) and Beck (2002). They argue that financial friction is an important factor for restraining international trade. Chor and Manova (2012) found
that international trade collapsed more in financially vulnerable sectors during the
global financial crisis. Compared to Chor and Manova (2012) and Beck (2002), our
work newly sheds light on the role of trade insurance as a mitigator of financial
friction.
To test our research hypothesis, we conduct a panel regression using Korean
sector-level export data covering from 2010Q1 to 2017Q4. This dataset enables us

1

The Korea Insurance Trade Corporation (K-SURE) provides comprehensive support to international transactions for Korean exporting companies: covering risks arising from the export
and import of goods and services, overseas construction works and investments, management
of foreign exchange (FX) and interest rate fluctuations, export of cultural contents and services, and other overseas transactions; Provision of credit related services including credit research and credit information management in addition to debt recovery services including the
collection of overseas receivables for Korean enterprises (https://www.ksure.or.kr/en/index.do)
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to control for destination country-, sector-, and time-fixed effects. Our empirical
results show that short-term export insurance and export credit guarantee have a
positive impact on exports, and the main channel behind this is related to mitigating financial constraints of exporting companies.
There are some papers that pertain to the issues in our paper. Funatsu (1986),
Abraham and Dewit (2000), Dewit (2001), and Rienstra-Munnicha and Turvey
(2002) provide theoretical background for export insurance and credit guarantees.
Specifically, Abraham and Dewit (2000) argue that export quarantees boost export
by encouraging risk-averse exporters to participae in markets where importers have
default risk. In addition, Bernard and Jensen (2004) show that official export credit
agencies (ECAs) boost export by gathering information on foreign markets and
thus reducing entry cost to new foreign markets.
There are several papers which study the role of public export promotion on
export. Egger and Url (2006) examine whether export credit guarantees provided
by Austria’s ECA foster export activities. Moser, Nestmann, and Wedow (2008)
show that the export credit guarantees provided by Euler Hermes contribute to
export growth. Baltensperger and Herger (2009) examine public export insurance
for OECD countries and reveal that it is effective in high and middle-income
countries but not effective in politically and commercially unstable low-income
countries.
There is another series of papers which use different datasets and methodology to test the effect of export credit on trade. Auboin and Engemann (2014) analyze the effect of trade credit on trade on a macro level through a whole business
cycle. They found a significantly positive effect of insured trade credit and that this
effect on trade is very strong and remains stable over the cycle. Van der Veer (2015)
uses a unique bilateral data set on worldwide exports insured by a world’s leading
private trade credit insurer in the period from 1992 to 2006 and found a positive
and significant effect of private export redit insurance on exports.
Some papers have already studied the effect of official credit guarantee and insurance on export for Korean exporters. For example, Lee (2011) investigates the
role of foreign exchange risk insurance in attenuating the effect of exchange rate
volatility on exports using quarterly data on Korean exports from 2000 to 2010,
revealing that foreign exchange rate insurance does not play an important role in
hedging exchange rate risk. Kim and Lee (2004) examine the effect of Korea’s ex-
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port insurance on export and show that the export insurance has positive influence
on export by 1.1 percent. Kim (2010) analyzes the role of export credit insurance
during the global financial crisis and shows that it has a positive effect on trade by
complementing the lack of trade finance.
This paper is organized as follows. Section 2 describes guarantees and insurances provided by K-SURE. Section 3 introduces empirical model and presents
results. Lastly, we conclude in section 4.
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2. Short-term Export Insurance and Export Credit
Guarantees
2-1. Overview of K-SURE’s Service
The WTO defines the provision of export credit guarantee or insurance programs by governments (or special institutions controlled by governments) as export subsidies and demands premia to cover long-term operating costs and losses.
However, the WTO Agreement on Subsidies and Countervailing Measures (SCM)
exempts these if a sufficiently large number of GATT members are members of
an international undertaking on official export credits that regulates the use of the
guarantees. The rationale for export credit guarantees provided by government is
that private financial markets do not have incentives to offer this service for exporters.
K-SURE provides export credit guarantees and insurance on behalf of the
Korean government. The Korea Export Insurance Corporation (KEIC) was established in 1992 based on the Export Insurance Act of Korea, and this was developed into the Korea Trade Insurance Corporation (K-SURE) in 2010 to cover
import as well as export and overseas investment. K-SURE provides various trade
insurance programs for risks of international trade of products and services, contracts on overseas project, and foreign currency exchange. It also provides credit
information services and debt collection and recovery services.
As of 2017, K-SURE has provided a total of 144.7 trillion won as credit support, among which Asia accounted for the largest portion of about 15 percent,
followed by the Middle East (13.6 percent) and Europe (10 percent). The major
products of K-SURE are short-term export insurance, medium and long-term
export insurance, export credit guarantee, and foreign exchange risk insurance and
overseas debt collection and recovery service. Specifically, short-term export insurance provides indemnification to the exporter when they are not paid by buyers or
L/C issuing banks according to the export contracts with a payment tenure of two
years or less. It accounts for the largest part with 89 percent of total business of
volume of K-SURE. The medium and long-term export insurance provides finan-
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cial support and insurance coverage to cover the non-payment risk for financial
contracts whose contract period is two years or longer in length. The export credit
guarantee provides a guarantee for export financing of Korean manufacturers. The
foreign exchange risk insurance covers foreign exchange risk associated with international trading and overseas investment transactions. Lastly, the overseas debt
collection and recovery service provides service to recover uncollected export account receivables which are not covered by export credit insurance programs on
behalf of Korean exporters through K-SURE’s experience and network.

2-2. Data Description
We mainly employ quarterly industry-level panel dataset kindly provided by KSURE, covering the period of first quarter of 2010 through fourth quarter of
2017. The data is provided by transaction including firms’ characteristics such as
the number of employment, asset, and industry, export destination and the quantity of coverage. The transaction-level data is aggregated by importing country, industry, and quarter. The volume of insurance is measured by two methods. One is
a total insurance value established during the period (acquisition), which is used as
a main variable in the baseline model, and the other is the outstanding value of
insurance as of the last day of the quarter (effective contracts), which replaces the
acquisition in a robustness check.
We focus on short-term export insurance and export credit guarantee (preshipment) because they are main services of K-SURE. The short-term export
insurance accounts for about 90 percent of total export insurance volume, and the
export credit guarantee (pre-shipment) amounted to KRW 1,981 billion in 2017,
accounting for about 64 percent of total export credit guarantee programs. As
previously mentioned, the short-term export insurance covers credit risk of importers such as breach of contract, bankruptcy, payment default, or payment refusal and political risks of importing countries such as war, riots, and currency inconvertibility. It helps to boost export by encouraging exporters to develop new
markets by discovering new importers based on the indemnification for nonpayment risk, and financial institutions to expand trade financing on high risk
transactions by using the insurance as collateral for trade finance. The preshipment export credit guarantee is a joint program in which K-SURE provides a
12 The Effect of Export Insurance and Guarantees on Export Performance: An Empirical Analysis for Korea

guarantee for exporter’s repayment liabilities to FX banks or financial institutions
that provide export financing to domestic exporters. K-SURE provides the guarantee based on a firm’s financial status, export history, and capacity of exporters,
etc. It helps exporters, in particular SMEs with lagging collateral capacity, to obtain
export finance needed to manufacture products or procure raw materials with a
low financial costs, and banks to expand their corporate lending while minimizing
the non-payment risk.
The volume of short term export insurance program has been decreasing during our sample period as shown in Figure 1. This may be due to the global economic slump, slowing Chinese economic growth, debt crises in southern Europe
and worsening trade conditions associated with trade protectionism in major markets. While the volume of short term export insurance has been decreasing for
most regions, there are some variations by region. The short-term export insurance
for Latin America has largely declined over the sample period by about 50 percent
because of the rising uncertainty and a sluggish economic growth rate in emerging
markets. Those for North America and Asia have decreased by about 40 percent
due to reduction in exports to the U.S. and slowdown of the Chinese economy.
Moreover, those for Europe have been reduced by 20 percent mainly due to political and economic instabilities in Europe. The export credit guarantee has also
shown a downward trend in recent years because it is in a process of normalization after the export credit guarantee sharply peaked in 2009 and 2010 to support
Korean firms in danger of economic crisis.

Figure 1a. Short-term Export Insurance Program
(unit: KRW trillion)
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Figure 1b. Export Credit Guarantee Program
(unit: KRW billion)
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Source: K-SURE Annual Reports 2010‒2017.

Table 1. Short-term Export Insurance Program by Region
(unit: KRW trillion)

North
America

Europe

Latin
America

Asia

Middle
East

Africa

Others

Total

2012

29

28

12

76

9

3

19

176

2013

32

26.2

11.6

67.4

12.7

4.9

22.8

177.6

2014

32

25.8

-

74.4

13.5

4.9

16.6

167.3

2015

22.7

20

9.3

63.8

13.5

4.9

13.8

148

2016

23.2

16.9

8.1

57.4

14.3

4.7

13.5

138.1

2017

21.5

17.2

6.5

55.7

10.7

3.2

15.7

130.3

Note: The value of Latin America for 2014 is not provided in 2014 annual reports.
Source: K-SURE Annual Reports 2012‒2017.

The volume of short-term export insurance by industry appears to be large in
the manufacture of electronic components, computer, visual, sounding and communication equipment and manufacturing of chemicals and chemical products.
The volume of export credit guarantee by industry appears to be large in the manufacture of other transport equipment and manufacture of other machinery and
equipment. The top 5 industries for short term export insurance and export credit
guarantees are summarized in Table 2, respectively.
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Table 2a. Short-term Export Insurance Program by Industry
(unit: 100 million dollars)

Industry

underwriting

Manufacture of electronic components, computer; visual, sounding and
Communication equipment

134

Manufacture of chemicals and chemical products; except pharmaceuticals
and medicinal chemicals

36

Manufacture of coke, briquettes and refined petroleum products

34.3

Manufacture of wearing apparel, clothing accessories and fur articles

18.4

Manufacture of textiles, except apparel

12.5

Note: The numbers are an average of quarterly underwriting of firms which belong to the industry.
Source: K-SURE data.

Table 2b. Export Credit Guarantee Program by Industry
(unit: 100 million dollars)

Industry

underwriting

manufacture of other transport equipment

658

Manufacture of other machinery and equipment

165

Manufacture of electronic components, computer; visual, sounding and
communication equipment

136

Manufacture of wearing apparel, clothing accessories and fur articles

132

Manufacture of fabricated metal products, except machinery and furniture

110

Note: The numbers are an average of quarterly underwriting of firms which belong to the industry.
Source: K-SURE data.

Short-term export insurance is more attractive to SMEs, but the total size of
underwriting is much larger for large firms. On the other hand, the main consumer
of export credit guarantees is SMEs in terms of both the number of contracts and
underwriting.
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Table 3a. Short-term Export Insurance Program by Firm Size
(unit: 100 million dollars)

Number of contracts

Underwriting

Outstanding

Large firms

7,264

831

12,700

Medium firms

4,011

95

658

Small firms

144,051

306

1,690

Source: K-SURE data.

Table 3b. Export Credit Guarantee Program by Firm Size
(unit: 100 million dollars)

Number of contracts

Underwriting

Outstanding

Large firms

272

40

98

Medium firms

2,264

60

105

Small firms

137,470

204

553

Source: K-SURE data.

The data on export insurance and credit guarantee is combined with trade data
from the Korea Trade Statistics Promotion Institute (KTSPI). Since the data on
trade is classified by HS code, a concordance table is used to combine the data
from K-SURE and trade data. The data includes the top 10 importing countries2
and 20 industries which have data regarding dependence on external financing.
Since an industry which highly depends on external financing may benefit more
from export credit insurance and guarantee by relaxing financial constraints, we use
data on financial vulnerability obtained from Chor and Manova (2012) to test
whether the effect of export credit insurance and guarantee on export performance varies by external finance dependence. This is measured as the ratio of total
capital expenditure not financed by internal cash flows from operations reflecting
firms’ needs for outside capital by using firm-level data from Compustat North
America. Although the industry-specific financial vulnerability may be different

2

The 10 importing countries are China, U.S., Vietnam, Hong Kong, Japan, Australia, Taiwan,
India, U.K., and Mexico.
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across countries, we refer to the U.S. data from Chor and Manova (2012) because
U.S. firms make an optimal decision on external financing under the highly developed financial system and the measures are industry-specific characteristics and
stable over time.3 The list of industries and their dependence on external finance
are summarized in Table 4.
Korea provides an interesting opportunity to study the effect of public export
insurance and guarantees on export performance because the Korean economy is
highly dependent on export. As of 2016, overall export volume reached a record
high of 980 billion dollars, contributing about 42 percent of GDP. Also, Korea
was the world’s fourth largest exporter following United States, Germany and India in 2016.

Table 4. List of Industries

3

Industry
code

Industry

External
Finance
Dependence

10

Manufacture of food products

-0.558

11

Manufacture of beverages

-0.452

13

Manufacture of textiles, except apparel

-0.154

14

Manufacture of wearing apparel, clothing accessories and fur
articles

-0.491

15

Manufacture of leather, luggage and footwear

-1.857

16

Manufacture of wood and of products of wood and cork; except
furniture

-0.372

17

Manufacture of pulp, paper and paper products

-0.366

18

Printing and reproduction of recorded media

-0.487

19

Manufacture of coke, briquettes and refined petroleum products

-0.175

20

Manufacture of chemicals and chemical products except
pharmaceuticals and medicinal chemicals

5.472

22

Manufacture of rubber and plastics products

-0.278

Chor and Manova (2012), p. 121.
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Table 4. Continued

Industry
code

Industry

External
Finance
Dependence

23

Manufacture of other non-metallic mineral products

-0.394

24

Manufacture of basic metals

-0.364

25

Manufacture of fabricated metal products, except machinery
and furniture

-0.781

26

Manufacture of electronic components, computer; visual,
sounding and communication equipment

-0.237

28

Manufacture of electrical equipment

0.435

29

Manufacture of other machinery and equipment

-0.288

30

Manufacture of motor vehicles, trailers and semitrailers

-0.386

32

Manufacture of furniture

-1.04

33

Other manufacturing

0.549

Note: The classification of industry is KSIC.
Source: Chor and Manova (2012), p. 132.
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3. Empirical Evidence
In Section 3, we conduct an empirical analysis to examine the impact of shortterm export insurance and export credit guarantee on exports, respectively. We first
present an empirical model and then empirical results are presented along with
several robustness tests.

3-1. Empirical Model
Our research hypothesis is that the short-term export insurance and export
credit guarantee contribute to the increase of export. To verify this hypothesis, we
use Korean sector-level export data covering from 2010Q1 to 2017Q4. We also
suggest a mechanism in which trade insurance contributes to the increase of export by eliminating the risk of importers related to the payment and thus reducing
financial constraints of exporters. This contributes to an increase in production
and exports for exporting firms.4 When it comes to the export credit guarantee, it
relieves export companies' financial constraints by ensuring that export-led companies are able to procure the necessary working capital for export through guarantee of loans. This ultimately increases production and export.
The model specification used for the empirical analysis is given by Equation (1).
The dependent variable is a log of total exports (ln
), and the main explanatory variable is a log of acquisition of export insurance (ln
) or export
credit guarantee (ln
).5
denotes constant and
represents errors.
ln

, ,

=

4

5

=

+
, ,
, ,

ln

or

ln

, ,

, ,

+

,

+

,

+

,

+

, ,

, ,

(1)
(2)

, ,

The importance of trade finance to exporting firms is much greater than that of domestic
firms, because the risk of bankruptcy of trading partners is higher in international trade relative to domestic transactions and it takes longer time for international trade to take place Kim,
Choi and Kang(2016).
Valid contracts are also used for the robustness check.
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The coefficient of ln
), , is the focus of attention in
, , (or ln
this study, and it shows a percent increase in exports when acquisition of export
insurance or export credit guarantee increased by 1% (Equation (2)). The subscripts c, k, and t represent the destination country c of Korean exports, industry k,
and time t, respectively. The fixed effects are taken into consideration by including
country-industry ( , ), country-time ( , ), and industry-time ( , ) dummy variables. These mitigate the estimation bias mainly caused by omitted variables.

3-2. Effect of Short-term Export Insurance on Export
Table 5 shows the estimated coefficient of the short-term export insurance in
Equation (1) under the control of dummy variables that capture unobserved variables. It shows that the short-term export insurance contributes positively to export growth. To consider the possibility to take effect with the time lags,
is
estimated with various time lags of acquisition of export insurance: 1, 2, 4, 8, 12
quarter lags. It turns out that the effect of export insurance on export growth is
consistent not only with relatively short-term lag, which is one- to two- quarter lags
but also with the longer-term lags (4, 8 quarter). For the lagged variables up to the
8th quarter (2 years), there is a slight difference in the magnitude of the estimated
coefficients, but the elasticity is 0.026 ~ 0.040 and consistent with high statistical
significance.

Table 5. Effect of Short-term Export Insurance on Export
Explanatory
Variable

(1)

(2)

Dependent Variable: ln
(3)
(4)

(5)

(6)

0.0338***

ln

, ,

ln

, ,

ln

, ,

ln

, ,

ln

, ,

(0.0115)
0.0380***
(0.0105)
0.0281***
(0.00989)
0.0261**
(0.0108)
0.0404***
(0.0130)
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Table 5. Continued
Explanatory
Variable
ln

(1)

Dependent Variable: ln
(3)
(4)

(2)

(5)

(6)
0.0116

, ,

Observation
Group
(country×industry)
R-squared

(0.0122)
4,027

3,726

3,552

3,233

2,676

2,143

182

169

166

161

156

153

0.977

0.982

0.985

0.984

0.983

0.989

Note: *** p<0.01, ** p<0.05, * p<0.1, Standard errors are reported in parentheses.

As can be seen from Table 6, the increase in the acquisition of short-term export insurance (ln
, , ) basically contributes positively to the increase in exports (ln
). We additionally take into account the degree of financial vulnerability (
) which is evaluated separately by sectors. This index is measured
using the dependency ratio of external fund (Chor and Manova, 2012). The effect
of short-term export insurance on exports is more pronounced in sectors with
high financial vulnerability index (
), which can be confirmed through the
interaction term between ln
and
. It can be seen that the indus, ,
tries that face high financial constraints are more effective in increasing the export
via short-term export insurance, which means that the operation path of shortterm export insurance is ultimately through mitigation of financial frictions. The
interaction terms are statistically significant only in (5) and (6) when the lags of
ln
, , are relatively longer (t-8 and t-12).

Table 6. Channel of the Effect of Short-term Export Insurance on Export
Explanatory
Variable
ln

,

ln
×

,

Dependent Variable: ln
(3)
(4)
t-2
t-4

(1)
t

(2)
t-1

(5)
t-8

(6)
t-12

0.0317***

0.0383***

0.0259**

0.0268**

0.0496***

0.0199

(0.0122)

(0.0111)

(0.0103)

(0.0113)

(0.0137)

(0.0129)

-0.00857

0.00125

-0.0105

0.00309

0.0435**

0.0378*

(0.0168)

(0.0150)

(0.0140)

(0.0156)

(0.0201)

(0.0193)
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Table 6. Continued
Explanatory
Variable
Observation
Group
(country×industry)
R-squared

(1)
t
4,027
182

(2)
t-1
3,726
169

0.977

0.982

Dependent Variable: ln
(3)
(4)
t-2
t-4
3,552
3,233
166
161
0.985

0.984

(5)
t-8
2,676
156

(6)
t-12
2,143
153

0.983

0.989

Note: *** p<0.01, ** p<0.05, * p<0.1, Standard errors are reported in parentheses.

Table 6 shows the average effect of short-term export insurance on exports of
the whole industry. The effect, however, can be very different across sectors. To
consider this possibility, we conduct the empirical analysis by sectors, and this result
is presented in Table 7. It turns out that the effect is heterogeneous across sectors.
The short-term export insurance has a relatively large effect on the following
industries: Manufacture of food products; Manufacture of textiles except apparel;
Manufacture of leather, luggage and footwear; Printing and reproduction of recorded media; Manufacture of rubber and plastics products; Manufacture of other
non-metallic mineral products; Manufacture of fabricated metal products, except
machinery and furniture; Manufacture of electrical equipment; Manufacture of
other machinery and equipment; Other manufacturing.
Among these sectors, the greater effect of short-term export insurance on exports with high financial vulnerability indicator can be found in the following sectors: Manufacture of textiles; Manufacture of rubber and plastics products; Manufacture of electrical equipment; Manufacture of other machinery and equipment;
Other manufacturing. This empirical result can partly explain the mechanism of
short-term export insurance working on export through mitigation of financial
frictions.6

6

The top eight (out of 20) financially vulnerable sectors are Manufacture of chemicals and
chemical products, except pharmaceuticals and medicinal chemicals; Other manufacturing;
Manufacture of electrical equipment; Manufacture of textiles, except apparel; Manufacture of
coke, briquettes and refined petroleum products; Manufacture of electronic components,
computer; visual, sounding and communication equipment; Manufacture of rubber and plastics products; Manufacture of other machinery and equipment (See Table 4).
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-0.0497(0.0477)
0.309***(0.0734)
-0.261(0.633)
0.0635***(0.0107)
0.566***(0.0865)
0.0155(0.0203)
0.136(0.0951)
0.209***(0.0617)
0.361***(0.0538)
0.0451***(0.0123)
0.232***(0.0262)
0.0504(0.0564)
0.134***(0.0203)
0.167**(0.0628)
0.0235(0.0123)
0.0429(0.190)
0.123***(0.0229)

-0.0413(0.0507)
0.331***(0.0720)
-0.304(0.440)
0.0646***(0.0105)
0.594***(0.0793)
0.0408*(0.0172)
0.138(0.0940)
0.191**(0.0602)
0.410***(0.0474)
0.0343**(0.0121)
0.229***(0.0273)
0.0269(0.0569)
0.132***(0.0208)
0.200**(0.0615)
0.0307*(0.0119)
0.241(0.145)
0.119***(0.0225)

0.115***(0.0202)
0.188**(0.0641)
0.0122(0.0126)
0.0561(0.192)
0.101***(0.0225)

0.0279(0.0554)

0.229***(0.0268)

0.158*(0.0625)
0.337***(0.0470)
0.0444***(0.0130)

0.0538(0.0975)

0.0146(0.0199)

0.0633***(0.0104)
0.576***(0.103)

-

0.292***(0.0786)

-0.0473(0.0507)

(3)
t-2
1.376***(0.390)
1.211***(0.253)

0.0963***(0.0204)
0.266***(0.0662)
0.0271*(0.0125)
0.0354(0.135)
0.105***(0.0223)

0.0432(0.0570)

0.193***(0.0273)

0.0847(0.0649)
0.267***(0.0441)
0.0508***(0.0134)

0.104(0.102)

0.00375(0.0218)

0.0644***(0.00999)
0.696***(0.0927)

-

0.288**(0.0922)

-0.0264(0.0665)

(4)
t-4
0.916*(0.405)
0.568*(0.250)

0.0810***(0.0202)
0.345***(0.0717)
0.0424***(0.0115)
0.453***(0.0923)
0.128***(0.0261)

0.181**(0.0617)

0.0825*(0.0327)

0.122(0.0640)
0.278***(0.0444)
0.0348*(0.0138)

0.289**(0.110)

-0.0243(0.0208)

0.0570***(0.0103)
0.676***(0.170)

-

0.0145(0.108)

0.0651(0.0685)

(5)
t-8
0.876(0.489)
0.697*(0.328)

0.0548**(0.0189)
0.186(0.0954)
0.0402***(0.0118)
0.402***(0.0240)
0.0846**(0.0307)

0.0399(0.0655)

-0.0147(0.0320)

0.0865(0.0746)
0.368***(0.0605)
-0.0270(0.0166)

0.249*(0.118)

-0.00457(0.0267)

0.0397***(0.0112)
0.380(0.266)

-

-0.0256(0.0866)

-0.0105(0.0776)

(6)
t-12
0.773(0.618)
0.654*(0.269)

in Equation (1). *** p<0.01, ** p<0.05, * p<0.1, Standard errors are reported in paren-

(2)
t-1
1.232**(0.441)
0.510(0.271)

(1)
t
1.004***(0.300)
-0.396(0.273)
0.669**(0.228)

Note: Dummy variables indicating quarter t are included for the estimation of
theses.

Manufacture of food products
Manufacture of beverages
Manufacture of textiles, except apparel
Manufacture of wearing apparel, clothing accessories and
fur articles
Manufacture of leather, luggage and footwear
Manufacture of wood and of products of wood and cork;
except furniture
Manufacture of pulp, paper and paper products
Printing and reproduction of recorded media
Manufacture of coke, briquettes and refined petroleum
products
Manufacture of chemicals and chemical products; except
pharmaceuticals and medicinal chemicals
Manufacture of rubber and plastics products
Manufacture of other non-metallic mineral products
Manufacture of basic metal
Manufacture of fabricated metal products, except machinery and furniture
Manufacture of electronic components, computer; visual,
sounding and communication equipment
Manufacture of electrical equipment
Manufacture of other machinery and equipment
Manufacture of motor vehicles, trailers and semitrailers
Manufacture of furniture
Other manufacturing

Sectors

Table 7. Effect of Short-term Export Insurance on Export by Sectors

3-3. Effect of Export Credit Guarantee on Export
As with short-term export insurance, export credit guarantees also contribute
positively to export growth, as can be seen in Table 8. The empirical model is also
based on Equation (1), but the acquisition of the export credit guarantee, denoted
as ln
is included instead of that of the short-term export insurance
(ln
).
As
we conducted in the empirical analysis in 3-2,
is estimated
, ,
with various time lags of acquisition of export credit guarantees (1, 2, 4, 8, 12
quarter lags) to take into account the impact of export credit guarantees on exports over time. The effect of export credit guarantees on exports in the second
quarter is similar to that of short-term export insurance in that the effect is statistically significant. However, the effect of the export credit guarantees for the fourth,
eighth, and twelfth quarters is small and statistically insignificant. Further robustness check is required and this will be examined in 3-4.

Table 8. Effect of Export Credit Guarantee on Export
Explanatory
Variable
ln

, ,

ln

, ,

ln

, ,

ln

, ,

ln

, ,

ln

, ,

Observation
Group
(country×industry)
R-squared

(1)
0.0242**
(0.0105)

(2)

Dependent Variable: ln
(3)
(4)

(5)

(6)

0.0316***
(0.0119)
0.0363***
(0.0134)
0.0191
(0.0165)
0.00262
(0.0111)

810
69

746
64

674
56

566
46

419
37

-0.00905
(0.0155)
310
34

0.998

0.998

0.999

0.999

0.999

0.999

Note: *** p<0.01, ** p<0.05, * p<0.1, Standard errors are reported in parentheses.
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The interaction term between financial vulnerability indicator7 and export
credit guarantee is our main focus, which shows how financial constraints affect
the effect of export credit guarantees on exports differently by sectors.
Table 9 shows that the effect of export credit guarantee is higher in sectors
with high financial vulnerability. This is evidence supporting that export credit
guarantees also work through mechanisms to mitigate financial constraints. Overall,
the working path for the effect that export credit guarantees contribute to the increase in exports is similar to that of the short-term export insurance mentioned in
3-2. The export credit guarantee contributes to the increase of production and
export by reducing the financial constraints of exporting companies.

Table 9. Channel of the Effect of Export Credit Guarantee on Export
Explanatory
Variable

Dependent Variable: ln
(3)
(4)
t-2
t-4

(5)
t-8

(6)
t-12

0.0140

0.00125

-0.0238

(0.0137)

(0.0163)

(0.0113)

(0.0149)

0.000220

0.00754

0.0671**

0.0100

0.106***

(0.00759)

(0.00795)

(0.00887)

(0.0271)

(0.0130)

(0.0337)

Observation

810

746

674

566

419

310

Group
(country×industry)

69

64

56

46

37

34

0.998

0.998

0.999

0.999

0.999

1.000

ln

,

ln

,

×

R-squared

(1)
t

(2)
t-1

0.0258**

0.0316***

0.0339**

(0.0107)

(0.0122)

-0.00661

Note: *** p<0.01, ** p<0.05, * p<0.1, Standard errors are reported in parentheses.

The increase in export credit guarantees positively contributes to the increase in
exports, but the effect is somewhat different by sectors as presented in Table 10.
The effects of export credit guarantees on exports are greater in the following sectors: Manufacture of textiles, except apparel; Manufacture of rubber and plastics
products; Manufacture of fabricated metal products, except machinery and furni-

7

An industry k's financial vulnerability index from Chor and Manova (2012).
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ture; Manufacture of electronic components, computer; visual, sounding and
communication equipment; Manufacture of electrical equipment; Manufacture of
other machinery and equipment; Other manufacturing.
Most of these sectors except for “Manufacture of fabricated metal products,
except machinery and furniture” can be explained by the mechanism of financial
constraint easing. The channel through which effect of export credit guarantee is
working is clearer compared to short-term export insurance because the export
credit guarantee contributes to the export of firms by directly engaging in the financing necessary for the production of the export enterprise.

Table 10. Effect of Export Credit Guarantee on Export by Sectors
Sectors
Manufacture of textiles, except apparel
Manufacture of wearing apparel, clothing accessories and fur articles
Manufacture of chemicals and chemical
products; except pharmaceuticals and
medicinal chemicals
Manufacture of rubber and plastics
products
Manufacture of basic metal
Manufacture of fabricated metal products, except machinery and furniture
Manufacture of electronic components,
computer; visual, sounding and communication equipment
Manufacture of electrical equipment
Manufacture of other machinery and
equipment
Manufacture of motor vehicles, trailers
and semitrailers
Other manufacturing

(1)
t
0.174***
(0.0418)
0.00909
(0.0856)

(2)
t-1
0.147***
(0.0403)
0.0410
(0.0903)

(3)
t-2
0.130***
(0.0355)
0.0233
(0.0905)

(4)
t-4
0.152***
(0.0441)
0.0618
(0.0991)

(5)
t-8
0.102
(0.0834)
0.219*
(0.110)

(6)
t-12
0.234***
(0.0321)
0.324**
(0.104)

0.0645
(0.217)

-0.0396
(0.242)

-0.15
1(0.344)

1.285**
(0.469)

-0.587
(1.058)

-

0.427***
(0.0762)
0.0331
(0.167)
0.550**
(0.197)

0.454***
(0.0780)
0.117
(0.175)
0.360
(0.188)

0.451***
(0.0822)
0.256
(0.292)
0.289
(0.206)

0.443***
(0.0902)
0.675
(0.627)
-0.323*
(0.153)

0.504***
(0.108)

0.541***
(0.0308)

-

-

0.103
(0.109)

0.139
(0.145)

0.382***
(0.0514)

0.387***
(0.0551)

0.379***
(0.0588)

0.359***
(0.0652)

0.360***
(0.0641)

0.366***
(0.0767)

0.457***
(0.0952)
0.276*
(0.127)
-0.0622
(0.0367)
0.0918***
(0.00788)

0.498***
(0.111)
0.0844
(0.144)
-0.0795*
(0.0392)
0.106***
(0.0149)

0.488***
(0.129)
-0.119
(0.177)
-0.0798
(0.0427)
0.103***
(0.00868)

0.535***
(0.151)
0.103
(0.154)
0.379**
(0.139)
0.103***
(0.00868)

0.0341
(0.338)
-0.0631
(0.131)
0.349*
(0.144)

-0.0546
(0.202)
0.422***
(0.121)

-

-

Note: Dummy variables indicating quarter t are included for the estimation of
p<0.01, ** p<0.05, * p<0.1, Standard errors are reported in parentheses.

-

in Equation (1). ***
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3-4. Robustness Check
In the baseline model, the acquisition of short-term export insurance and export credit guarantee is used as a proxy for trade insurance. We conduct the same
empirical analysis using a different proxy for trade insurance, which is the effective
contracts and then we verify the robustness of the empirical results.
In the case of short-term export insurance, the data generally agreed with the
results of the main empirical analysis. Regarding export credit guarantee, however,
a statistically significant negative coefficient is estimated when long-lagged variables of the export credit guarantee are used. The statistical reliability is relatively
low compared to the short-term export insurance due to the somewhat inconsistent empirical analysis depending on the type of time lag variable. This is because there is a possibility of inconsistent empirical analysis due to the loss of observations. That said, the effect of export credit guarantee on export is still consistent with the main result when the relatively shorter-term lags of ln
(1-2 quarter lags) are used.
Table 11. Effect of Short-term Export Insurance on Export using Effective Contract
Explanatory
Variable
ln

, ,

ln

, ,

ln

, ,

ln

, ,

ln

, ,

ln

, ,

Observation
Group
(country×industry)
R-squared

(1)
0.0233**
(0.0118)

(2)

Dependent Variable: ln
(3)
(4)

(5)

(6)

0.0271**
(0.0109)
0.0129
(0.0100)
0.0111
(0.0109)
0.0304**
(0.0135)

4,010
182

3,714
170

3,545
167

3,233
161

2,671
156

0.00559
(0.0126)
2,143
152

0.977

0.981

0.985

0.984

0.983

0.989

Note: *** p<0.01, ** p<0.05, * p<0.1, Standard errors are reported in parentheses.
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Table 12. Effect of Export Credit Guarantee on Export using Effective Contract
Explanatory
Variable
ln

, ,

ln

, ,

ln

, ,

ln

, ,

ln

, ,

ln

, ,

Observation
Group
(country×industry)
R-squared

(1)
0.0350**
(0.0168)

(2)

Dependent Variable: ln
(3)
(4)

(5)

(6)

0.0771***
(0.0222)
0.0807***
(0.0261)
0.0478
(0.0319)
-0.0538**
(0.0273)

894
74

812
69

736
61

619
50

461
37

-0.0899***
(0.0313)
352
36

0.998

0.998

0.998

0.999

0.999

1.000

Note: *** p<0.01, ** p<0.05, * p<0.1, Standard errors are reported in parentheses.
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4. Conclusion
In this paper, we examine the question of whether trade finance contributes to
an increase in export and then investigate the channel through which the effect of
this trade finance is working. To conduct a panel regression, we use Korean sectorlevel export data covered from 2010Q1 to 2017Q4. This dataset enables us to control for destination country-, sector-, and time-fixed effects, so that we can effectively esimate an unbiased elasticity of export with respcet to the marginal change
in the trade insurance.
According to our panel regression result, short-term export insurance and export credit guarantee have a positive impact on exports, and the main channel behind this is related to mitigating financial constraints of exporting firms. The trade
finance effectively eliminates the risk of importers' payment, which helps export
firms reduce the financial frictions. This ultimately leads to an increase in export.
This result is robust to alternative measure of trade insurance and consistent with
the sector-by-sector regression result.
Our empirical findings suggest important policy implications in evaluating the
fairness of implementing policy measures related to trade insurance, and more
particularly short-term export insurance and export credit guarantees. Since the
main mechanism in which the trade insurance affects export is related to alleviating
financial frictions, it becomes more definite that the way how trade insurance contributes to an increase in export is somewhat different from that of a subsidy.
When we consider the fact that financial friction is an important factor for restraining international trade, which can partly explain the great collapse in international
trade during the global financial crisis, the trade insurance policies would rather be
a useful measure which can dampen negative effects on export during recession.

4. Conclusion
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국문요약

본 연구에서는 무역보험의 수출 증대 기여효과를 분석하였으며, 무역보험이 수출에
어떠한 경로를 통해 영향을 미치는지 살펴보았다. 한국무역보험공사가 제공하는 무
역보험(단기수출보험, 수출신용보증) 데이터를 사용하였으며, 무역통계진흥원에서
제공하는 수출대상국 및 산업별로 구분된 한국의 수출 데이터를 활용하여 실증분석
을 수행하였다. 실증분석 결과 무역보험이 수출 증대에 기여하고 있으며, 이 효과는
통계적으로 유의하였다. 또한 무역보험이 수출증대에 기여하는 것은 주로 수출기업
의 금융제약을 완화하는 채널을 통해 이루어지고 있는 것으로 나타났다.
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