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Abstract

We emphasize the significant social and financial hurdles in a country’s transition to
an intangible economy. Our findings reveal a strong correlation between a country’s social
trust, its economic structure—reflected by the proportion of intangible-intensive sectors—and
its financial structure, marked by the prevalence of cash-flow-based over asset-based lend-
ing. This relationship is explained through a two-sector growth model with endogenous
economic and financial structures, where trust affects the difficulty of borrowing without
collateral. Our model identifies multiple steady states and illustrates that in a high-trust
equilibrium, the feedback loop between the development of earnings-based lending tech-
nology and the growth of the intangible-intensive sector significantly boosts aggregate pro-
ductivity. Lastly, our quantitative analysis underscores the crucial role of social trust in
explaining cross-country differences in productivity and intangible capital via the type of

financial friction channel.
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