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Abstract

Kaminsky and Schmukler examine the short- and long- liberalization is followed by more pronounced boom-
run effects of financial liberalization on capital markets. bust cycles in the short run. But financial liberalization
To do so, they construct a new comprehensive leads to more stable markets in the long run. Finally, the
chronology of financial liberalization in 28 developed authors analyze the sequencing of liberalization and

and emerging economies since 1973. The authors also institutional reforms to understand the contrasting short-
construct an algorithm to identify booms and busts in and long-run effects of liberalization.

stock market prices. The results indicate that financial
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The crises of the 1990s have claimed several victims. Banking systems in many
countries collapsed, roaring growing economies suddenly faced sharp recessions, and the
booming international capital flows of the mid 1990s dwindled to a trickle. This is not all.
Another important casualty of these crises has been the support for the liberalization of financial
systems. In the aftermath of the Asian crisis, many have argued that globalization has gone too
far, leading to erratic capital markets and causing costly crises. This has prompted some to
suggest a return to the old order of financial controls. For example, Stiglitz (1999) clamors for
developing countries to put some limits on capital inflows to moderate “excessive” boom-bust
patterns in financial markets.! Even controls on capital outflows, not long ago dismissed as
ineffective, have been recommended again. Krugman (1998), for exampie, argues that capital
controls might help in managing, at least temporarily, an otherwise disorderly retreat of
investors. The debate has reached the general public, with Soros (2002) and Stiglitz (2002)
broadly criticizing the functioning of the international financial system. With many more
economists joining the ranks of those supporting intervention in financial markets, long gone
seem to be the days of an indiscriminate advocacy of financial integration.

Interestingly, in what seems to be a parallel world, many still praise the advantages of

liberalization. It is claimed that financial liberalization helps t;> improve the functioning of
financial systems, increasing the availability of funds and allowing cross-country risk
diversification. For example, Obstfeld (1998) argues that international capital markets can
channel world savings to- their most productive uses, irrespective of location. Stulz (1999) and

Mishkin (2001) claim that financial liberalization promotes transparency and accountability,

! These overreactions in capital markets are often explained by information asymmetries. With imperfect and costly
information, investors may act as a herd and overreact to shocks, withdrawing from countries at the smallest signs of
roblems, even when fundamentals do not warrant it. See, for example, Calvo and Mendoza (2000).
See, for example, Eichengreen and Wyplosz (1993) and Rodrik (1998).



reducing adverse selection and moral hazard while alleviating liquidity problems in financial
markets. They argue, moreover, that international capital markets help to discipline
policymakers, who might be tempted to exploit an otherwise captive domestic capital market.
Others even claim that financial liberalization and the financial development it triggers tend to
greatly facilitate economic growth.> As with the group that favors more repression, the group
supporting deregulation has also been growing in numbers.*

The empirical research, so far, has not helped to resolve the conflicting views. The
findings in the crisis literature suggest that excessive booms and busts in financial markets are at
the core of currency crises and that these large cycles are triggered by financial deregulation.’
On the contrary, the findings in the finance literature tend to support the claim that deregulation
is beneficial, with liberalization reducing the cost of capital.’® Perhaps, the inability to settle this
debate is due to the fact that the various lines of empirical research focus either on the short-run
or on the long-run effects of deregulation, without studying the possible time-varying effects of
financial liberalization. Moreover, the existing empirical literature has not provided a
comprehensive analysis of the liberalization process. It has concentrated alternatively on the
liberalization of the domestic financial sector, the capital account, or the stock market, even
when liberalization reforms have entailed the progressive opening of the three sectors.

The goal of this paper is, first, to provide a better understanding of the liberalization
process and, second, to explain both the link between liberalization and crises as well as the

relation between deregulation and more stable financial markets. To do so, we first assemble a

3 The evidence on the benefits of financial deregulation seems to be quite strong with, for example, output growth
rates estimated to have increased about one percentage point following liberalization (as shown in Bekaert, Harvey,
and Lundblad 2001).

4 See, for example, King and Levine (1993), Jayaratne and Strahan (1996), Rajan and Zingales (1998), and Levine
(2001).

5 See, for example, Corsetti, Roubini, and Pesenti (1998), Kaminsky and Reinhart (1999), and McKinnon and Pill
(1997).



new, more comprehensive database on financial liberalization for 28 countries for the period
January 1973-June 1999. By itself, this is an important contribution because this database
improves over the existing ones in several respects. (1) The new dataset looks at the experiences
of a wide set of countries, both developed and developing. (2) It captures various aspects of
liberalization, namely the deregulation of the capital account, the domestic financial sector, and
the stock market. (3) The chronology covers an extended period in which several regulatory
changes occurred, including deregulations and impositions of new controls. (4) The new data
provide information on the .degrees of liberalization,

We also construct an anatomy of stock market cycles by applying algorithms designed to
identify business cycles. With this technique, we study the duration and magnitude of upturns
and downturns. Since financial cycles would be spurious if markets were efficient, we test the
null hypothesis of a random walk.” We then study whether booms and busts change with
financial liberalization. We finally analyze the possibility that financial deregulation triggers
forces that favor changes in institutions, which~ can ultimately promote financial stability and
growth. |

The rest of the paper is organized as follows. Section I describes the new data on
financial liberalization and examines the patterns of deregulation. Section II characterizes
booms and busts in the different regions. Section III examines whether domestic financial
liberalization and capital controls can explain the changing nature of financial cycles. Section IV

relates financial liberalization to institutional reform. Section V concludes.

¢ See, for example, Henry (2000).
7 Some empirical evidence in the last two decades has undermined the belief in efficient markets. Now many
economists believe that imperfections in asset markets trigger bubbles and protracted and predictable bull and bear



L. The evolution of global financial liberalization

One of the most prolific areas of empiﬁcal research in international economics and
finance has been that of the analysis of the effects of controls and financial liberalization on
financial markets, investment, and growth. Surprisingly, in spite of the great interest of several
disciplines on the effects of deregulation of financial markets, the information on the evolution
of financial regulations is still very fragmented. Below is a brief review of the existing
measures.

Information on capital account controls is mostly based on indicators published by the
International Monetary Fund (IMF) in Exchange Arrangements and Exchange Restrictions.® For
the period 1975-1995, this publication reports a single indicator classifying only two capital
account regimes: a “no controls” regime, which includes episodes with full liberalization of the
capital account, and a “controls” regime, which includes both episodes with minor restrictions to
the free flow of capital as well as episodes with outright prohibition of all capital account
transactions. This indicator does not distinguish between controls on capital inflows and controls
on capital outflows. Only in 1996, the IMF began to publish a more comprehensive report on
capital account controls, which still does not capture the intensity of controls.”

Information on regulations of the domestic financial sector is even more fragmented.
There is no institution compiling systematic cross-country information over time and researchers
have relied on varied sources. One of them is Williamson and Mahar (1998), which dates

liberalization according to five distinct dimensions of financial liberalization: existence of credit

markets. See for example, De Long, Shleifer, Summers, and Waldmann (1990), Allen and Gorton (1993), and
Allen, Morris, and Postlewaite (1993).

8 See Quinn and Inclan (1997) for an alternative measure.

9 The new indicators evaluate restrictions on 11 types of capital account transactions: (1) capital market securities,
(2) money market instruments, (3) collective investment securities, (4) derivatives and other instruments, (5)
commercial credits, (6) financial credits, (7) guarantees, sureties, and financial backup facilities, (8) direct
investment, (9) liquidation of direct investment, (10) real estate transactions, and (11) personal capital movements.



controls, controls on interest rates, entry barriers to the banking industry, government regulation
of the banking sector, and importance of government-owned banks in the financial system. Most
researchers construct their own liberalization chronology. For example, Demirguc-Kunt and
Detragiache (1999) date liberalization for 53 countries since 1980. In that study, liberalization of
the domestic financial sector is interpreted as liberalization of domestic interest rates.

Information on the liberalization of domestic stock markets is also still quite partial. The
International Financial Corporation (IFC) provides this information just for emerging markets.
Again, this index (as the IMF index for the capital account) only captures two regimes: a
“liberalization” regime and a “restricted” regime. The liberalization dates are determined based
on whether foreigners are allowed to purchase shares of listed companies in the domestic stock
exchange and whether there is free repatriation of capital and remittance of dividends and capital
gains. Others, such as Bekaert and Harvey (2000), construct their own chronologies of stock
market liberalization to date liberalization episodes for emerging markets, using information
compiled by the IFC and the establishment of new investment vehicles like country funds and
depositary receipts. '°

The existing chronologies share some limitations. One limitation is that they do not
distinguish between different intensities of liberalization/repression. Since deregulation tends to
change slowly, valuable information is lost when the indicators only try to assess whether or not
the liberalization has occurred.!' Another limitation is that most chronologies analyze financial

liberalization episodes as if they were permanent. Still, many countries have undergone several

' There is a very large related literature that studies the extent of financial and economic integration from
observable economic variables, not from government regulations. :

"' For example, Chile introduces restrictions on capital inflows at the beginning of the 1990s. Controls are
reinforced in the mid-1990s in the midst of the capital inflow episode. In 1998, under the threat of a contagious
speculative attack against the Chilean peso, controls are eliminated. Similarly, domestic financial deregulation may
take several years to be complete. For example, the deregulation of the domestic banking sector in Colombia is
initiated in August 1974. Only in the 1980s, credit controls are finally eliminated.



liberalization reversals, particularly following currency crises.'? Naturally, these limitations call
for a more comprehensive analysis of the various aspects of financial controls.
A. New measures of financial liberalization

The new measures of financial liberalization introduced in this paper try to overcome part
of the shortcomings of previous chronologies discussed above. Thus, our database captures to
some degree the intensity of financial liberalization episodes as well as episodes of liberalization
reversals. Our chronology also tries to address. some of the limitations of the empirical research
on the effects of financial liberalization. First, most of the empirical research focuses on
emerging markets, perhaps because most concerns are associated with liberalization episodes in
developing countries, with even the most averse critics of capital account liberalization still
supporting the financial deregulation of developed markets. A comprehensive picture of the
effects of financial liberalization requires the analysis of deregulation episodes in both developed
and developing countries, which the new database covers. Second, most of the previous studies
focus on the elimination of controls on just one particular financial sector, be it the capital
account, the domestic financial sector, and the stock market. This focus on the opening of just
one financial market may result in a biased picture, since controls in one sector can also affect
the behavior of other parts of the financial system, which may or may not be directly under any

e of restrictions.'® The new chronology deals with the regulations in three sectors.
gy gu

2 For example, Argentina implements a broad liberalization of financial markets in 1977, which is later reversed in
1982. Again, in the late 1980s, a new wave of financial liberalization affects the domestic financial sector, the
capital account, and the stock market. This time around the liberalization attempt is longer lasting. Still, again in
2001, in the midst of Argentina’s crisis, the government reintroduces controls on interest rates and restrictions on
capital account transactions.

"> This problem may be particularly important because the complete deregulation of financial systems is not
accomplished in just one round, and the time span between the deregulation of one market and the elimination of
controls across the board takes, in most cases, several years. For example, the data show that, in the 1970s,
domestic financial repression is widespread not only in emerging markets, but also in several developed financial
markets. Governments start lifting the various restrictions gradually. In many cases, the liberalization reform starts
in the banking sector with the deregulation of domestic interest rates. The elimination of interest rate controls not



The new database includes 28 countries for the period 1973-1999." We classify the
sample into four (mostly regional) country groupings: the G-7 countries, which are comprised of
Canada, France, Germany, Italy, Japan, United Kingdom, and the United States; the Asian
region, which includes Hong Kong, Indonesia, Malaysia, the Philippines, (South) Korea, Taiwan,
and Thailand; the European group, which excludes those countries that are part of the G-7, and
includes Denmark, Finland, Ireland, Norway, Portugal, Spain, and Sweden; and the Latin
American sample, which consists of the largest economies in the region, Argentina, Brazil,
Chile, Colombia, Mexico, Peru, and Venezuela.

To capture the liberalization of the capital account, we evaluate the regulations on
offshore borrowing by domestic financial institutions, offshore borrowing by non-financial
corporations, multiple exchange rate markets, and controls on capital outflows. The first two
indicators reflect restrictions on capital inflows. Restrictions on capital inflows can take various
forms, with the most extreme restriction being an outright prohibition to borrow overseas.
Milder controls include restrictions of minimum maturity on capital inflows and non-interest
reserve requirements on foreign borrowing.

To measure the liberalization of the domestic financial system, we analyze the
regulations on deposit interest rates, lending interest rates, allocation of credit, and foreign-
currency-deposits. As additional information, we also collect data on reserve requirements. To
set the liberalization dates, we focus mainly on the first two variables, the price indicators.
However, we complement that information with the regulations on the last three variables, those

on quantities, to have a better picture of the degree of repression of the domestic financial sector.

only affects the market for bank loans and deposits, but also attracts international capital flows (when these flows
are not strictly prohibited). Also, the stock market flourishes as the extent of credit rationi ng diminished.

" In fact, since Hong Kong and Taiwan are part of China, the database has fewer countries. Still, for simplicity we
refer to those economies as countries.



Finally, to track the liberalization of stock markets, we study the evolution of regulations on the
acquisition of shares in the domestic stock market by foreigners, repatriation of capital, and
repatriation of interest and dividends.

For each sector, the chronology identifies three regimes: “fully liberalized,” “partially
liberalized,” and “repressed.” The criteria used to determine whether the capital account, the
domestic financial sector, and the stock market are fully or pairtially liberalized, or repressed, are
described in detail in Appendix Table 1. We established these criteria after collecting all the
regulations and carefully studying the range of restrictions adopted throughout countries and
years. We believe that these criteria characterize well the degrees of financial liberalization.
The chronology of restrictions compiled for each country and sector along with the complete list
of references used to construct it are described in a separate set of tables, Annex Tables 1 and
215

Table 1 reports the dates of partial and full financial liberalization for all the countries in
the sample. The first three columns of dates display the liberalization of the capital account, the
domestic financial sector, and the stock market. The last two columns report dates of partial and
full liberalization taking into account the three sectors analyzed. A country is considered to be
fully liberalized when at least two sectors are fully liberalized and the third one is partially
liberalized. A country is classified as partially liberalized when at least two sectors are partially

liberalized.

!5 The sources of information include the IMF publications Exchange Rate Arrangements and Restrictions and
Recent Economic Developments (country reports), the IFC publication Emerging Markets Database, and the
Organization for Economic Cooperation and Development (OECD) publication Economic Surveys. We also use



B. Pace and dynamics-of liberalization

Figures 1-3 and Table 2 summarize the information in Table 1 by displaying the time-
series and cross-sectional variation of liberalization. Figure 1 plots the index of financial
liberalization in emérging and developed markets. This index jointly evaluates the liberalization
of the capital account, the domestic financial sector, and the stock market. It can take values
between one and three, with one indicating fully liberalized and three indicating fully repressed
financial systems. As expected, developed financial markets are on average less regulated. The
index for developed markets averages 1.7 over the sample, while for emerging markets, it
averages 2.3. Interestingly, across all regions there is a gradual lifting of restrictions, with the
index of liberalization declining from an initial value of 2.5 for developed markets and 2.9 for
emerging economies to one and 1.2, respectively, toward the end of the sample. Still, there is
also a regional pattern in the dynamics of financial liberalization, with emerging markets
suffering liberalization reversals in the early 1980s, following the debt crisis. In contrast, the
pace of liberalization in developed markets, while also gradual, is uninterrupted.

Figures 2 and 3 examine separately the sequencing of liberalization of the capital
account, the domestic financial sector, and the stock market. Figure 2 shows the index of
liberalization for each sector for both emerging and developed markets. Stock markets in
developed countries are liberalized earlier, with the index for this sectof oscillating around 1.5 in
the early 1970s. In contrast, both the domestic financial sector and the capital account tend to be
severely repressed until the early 1980s. In the early 1970s, the indexes for both sectors are on
average above 2.5. Financial markets across the board are heavily repressed in developing

countries in the early 1970s. But in the mid and late 1970s, many emerging economies liberalize

various reports by the Economist’s Intelligence Unit, the World Bank, annual reports of central banks, as well as
research papers with chronologies on financial market restrictions.



the domestic sector and the capital account. The liberalization reform is short-lived. Controls
are re-imposed in the aftermath of the 1982 debt crisis. Overall, restrictions in stock markets
remain in place until the late 1980s when a liberalization wave occurs in Asia and Latin
America.

While Figure 2 provides information on the average level of restrictions in the various
financial markets in the two regions, it may still mask individual country experiences. For
example, a medium value of the index in one region may reflect that all the countries in that
region are partially liberalized, or that some countries are fully liberalized while the rest of the
countries are completely repressed. Figure 3 presents another perspective of the sequencing of
liberalization across countries. This figure reports the proportion of countries with (at least)
partial liberalization of the capital account, the domestic financial sector, and the stock market,
again examined separately for emerging markets and developed markets. By the early 1970s,
about 80 percent of stock markets in developed markets are already liberalized. In developed
markets, the liberalization of the domestic financial sector also predates the opening of the
capital account, with about all countries liberalizing, at least partially, the domestic financial
sector by the mid 1980s. It is only in the late 1980s and the beginning of the 1990s, in part
driven by the movement toward the formation of the European Monetary Union, that capital
account liberalization reaches all developed markets.

Liberalization follows a different path in emerging markets. Only a small proportion of
countries implement reforms before the early 1970s. This proportion increases in the late 1970s
and then again in the mid and late 1980s. By early 1990s, all the sectors of the financial system
are finally liberalized. There are two episodes of financial liberalization. The first one is in the

late 1970s. In this episode, all the action centers in the domestic sector and the capital account,
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with the stock market continuing to be out of the reach for foreign investors. This liberalization
episode ends following the debt crisis in 1982. The second wave of liberalization starts in the
late 1980s. This time around, basically both the domestic sector and the stock market are jointly
deregulated, predating capital account liberalization that only starts in the early 1990s.

Table 2 examines even further the sequencing of liberalization by analyzing the strategies
and duration of liberalizations in Asia, Europe, G-7 countries, and Latin America. The top two
panels show the proportion of episodes in which the capital account, the domestic financial
sector, or the stock market is liberalized first. The top panel focuses on partial liberalization
episodes, the panel below examines full liberalization episodes. The bottom two panels display
the duration of liberalization episodes; they report the number of months from the time the first
market is deregulated until liberalization is implemented in all markets. The top two panels
reveal that the paths toward financial reform differ across regions. Basically all the G-7
countries deregulate the stock market first. European countries implement a somewhat mixed
strategy toward deregulation, with 25 percent of the countries liberalizing the domestic financial
sector first and basically all the rest deregulating the stock market first. On the other hand, Latin
American countries overwhelmingly adopt liberalization of the domestic financial sector first,
while Asian countries follow a mixed strategy, with some countries opting for deregulating the
domestic sector first and some others focusiné on the stock market first. Capital account
liberalization in all Asian countries is mostly introduced at a latter stage.

The bottom panels reveal that liberalization reforms take a long time to be completed.
On average, 66 months elapse from the time the first market is liberalized until all markets are
deregulated. Interestingly, the time to completion of the liberalization reform is far longer in

Asia than in Latin America. Finally, liberalization episodes that are first implemented in the
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stock market are the ones that become completed the fastest. The variety of experiences in
financial reforms indicates that it is important to examine not just the responses to liberalization
in one particular financial market, but that it is important to examine the effects of the
sequencing of the deregulation reform.
I1. Financial cycles

As discussed above, to understand better the conflicting stylized evidence on the effects
of financial liberalization, it is useful to study the short- and long-run response of financial
markets to deregulation. This section sets the groundwork to reconcile the evidence by
constructing an anatomy of booms and busts (crashes) in stock markets.
A. Methodology for identifying financial cycles

There is a long tradition in macroeconomics in analyzing economic fluctuations in terms
of business-cycle phases. Economists have examined the behavior of output in expansions and
recessions, with particular attention to asymmetries in the two phases and to the possible
changing nature of those fluctuations. For the United States, there is also an “official”
classification of the cycle in expansié)ns and contractions. No similar interest has flourished in
characterizing boom-bust cycles in financial markets. Most studies in financial markets are
focused on examining the relation between dividends, interest rates, and stock prices to evaluate
whether markets are efficient. Other papers analyze the time-varying volatility in financial
markets using ARCH-GARCH models. A third line of research looks at the domestic and global
fagtors that influence prices.16 In contrast, there seem to be no studies on the behavior of stock
prices over financial cycles. This lack of evidence on the amplitude and duration of booms and
busts seems particularly notable in light of the evidence that links booms and busts in credit and

asset prices with financial crises.
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Perhaps, the lack of interest in booms and busts in stock prices steams from the idea that
in efficient markets prices should follow random walk processes. In this case, cycles are
meaningless. However, as Cecchetti, Lam, and Mark (1990) show, even in efficient markets
stock prices can follow mean-reverting processes, with cycles in the stock market replicating
cycles in output. Moreover, cycles could be magnified by the increasing presence of institutional
investors, which tend to follow momentum-based fads (buying stocks that are past winners and
selling past losers), and by the presence of asymmetric information that leads to herding.'”

This paper concentrates on the fluctuations of stock prices without trying to quantify the
possible imperfections in financial markets. The latter \;vould not be an easy task due to the lack
of agreement about the empirical counterpart to any definition of equilibrium stock prices.
However, while we do not isolate the effects of fundamentals and fads on financial cycles, the
characterization of stock market cycles will allow us to start understanding the behavior of
financial markets. In particular, we will be able to have a reading on whether financial
liberalization has magnified the boom-bust cycles in financial markets.

The question now is how to identify historical cycles in stock prices. There is no general

agreement on the techniques to isolate fluctuations of variables at business cycles frequencies.

The first approach was that pioneered by researchers at the National Bureau of Economic
Research (NBER).l8 The business cycle turning points were identified retrospectively and on an
ongoing basis by the NBER. Although initially these turning points were determined

judgmentally, the process can be well approximated by a computer algorithm developed by Bry

'® For a review see, for example, Karolyi and Stulz (2002).
7 See, for example, Grinblatt, Titman, and Wermers (1995).
*® These researchers include Mitchell (1927), Mitchell and Burns (1938), and Burns and Mitchell (1946).
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and Boschan (1971). The NBER continues to use this methodology to identify what has become
to be known as the official business cycles dating in the United States.'?

In this paper, we follow the approach used by the NBER to construct an algorithm that
identifies turning points. We examine stock market fluctuations at intermediate frequencies,
since financial crises tend to follow boom-bust cycles in financial markets of an intermediate
duration, between two and three years. According to Bry and Boschan (1971), the first step in
the determination of cycles is the identification of cyclical turning points. This technique and the
algorithms that we apply look for clearly defined swings in stock market prices in each country.
We work with the same order of duration as business cycles, that is swings that are longer than
two years. This is the only identifying restriction. We are not imposing a-ny other restrictions
such as minimum amplitude of cycles. Essentially, the algorithm isolates local minima and
maxima in a time series, subject to the constraint that the duration of upturns and downturns
cannot be less than 12 months.?

The cycles we identify would be spurious if stock prices followed random walk
processes. To show that the random walk does not capture the basic properties of the data on
stock prices, we estimate random walks with drift using parameters calculated from the actual
data. For each country, we simulate a specific model 1,000 times. Since some of the series on
stock prices do not span the whole sample, the number of months for each country simulation is

the same as the number of months in the actual data. We then filter the simulated data with the

19 Other researchers of the business cycle have used linear filters to distinguish between the trend and cyclical
components of time series. However, there has not been any agreement on whether variables are trend stationary or
difference stationary or what is the best filter to isolate the fluctuations at different frequencies. As examined in
Stock and Watson (1998), these considerations have led econometricians to find methods that better isolate the
cyclical component of economic time series with some researches proposing using the Hodrik-Prescott (1997) filter
and others arguing in favor of the Baxter and King’s (1995) band-pass filter.

2 The algorithm dates contractions and expansions using each country’s stock price series, rather than the de-
trended series. Therefore, busts correspond to sequences of absolute declines in stock prices rather than periods of
slow growth relative to the trend.
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algorithm and compare the cycles generated by random walk processes and those generated by
the actual data.
B. Empirical regularities

Figure 4 reports monthly log stock price indexes for the 28 countries in the sample.
Stock prices are measured in 1993 U.S. dollars.?! (Appendix Table 2 reports the indexes used as
well as their sources.) Figure 4 also idéntiﬁes the booms and crashes obtained using the
algorithm described above. The algorithm identifies 146 cycles. The shaded areas denote
expansions. The series show well-defined swings with an average duration of about 44 months.

Table 3 examines the characteristics of stock cycles in the 28 countries in the sample and
compares them to the behavior of the random walk simulations. This table provides mean values
and tests of whether the differences between the actual and simulated samples are statistically
significant. Columns 2-3 and 5-6 report the mean amplitude and duration of cycles using the
actual and simulated data. Columns 4 and 7 report the significance level of tests of the null
hypothesis that mean cycles from the actual and simulated data are equal. The depth of the
contraction (height of the expansion) is measured as the change between the peak (trough) and
the following trough (peak), as a percent of the mid value of the peak and trough. This measure
puts the amplitude of expansions and contractions on an equal foot. Finally, the duration of a
contraction (expansion) is defined as the number of periods between a peak (trough) and the
following trough (peak).

According to Table 3, booms across all regions oscillate around 74 percent. The typical

contraction in stock markets is about 61 percent. The data reveal that contractions tend to be

2 As it is common in the international finance and finance literature, we look at stock returns from the point of view
of investors with portfolios comprising assets in various countries. This is why, we study returns in one
international currency. Alternatively, we could have focused on prices in domestic currency deflated by the
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short-lived relative to expansions. The mean duration of contractions is around 18 months, while
the mean duration of expansions is around 26 months and statistically different from the duration
of contractions at all conventional significance levels. From the table, it is clear that there are
significant differences between the amplitude of booms and crashes in the actual data relative to
the one that is observed under the null hypothesis of a random walk. The amplitude of booms
for the actual data is about 15 percent larger than the average amplitude for the simulated data.
Similarly, the average duration of booms for the actual data is about 20 percent longer than the
average duration for the simulated data. Analogous comparisons can be made for contraction
episodes. Again, contractions obtained from the actual data are significantly more protracted
than those obtained from random walk processes.

To provide another picture of the differences between the actual and simulated data,
Figure 5 reports the frequency distribution of the amplitude and duration of booms and crashes.
The horizontal axis in each figure shows the size or duration of booms and crashes, the vertical
axis shows the frequencies in percent. If stock prices followed a random walk process, the
frequency distribution of the amplitude and duration of each phase of the cycle for the actual and
the simulated data would be equal. From this figure, it is clear that there are significant
differences in the amplitude and duration of booms and crashes relative to what one wc;uld
expect if stock prices followed random walks. Booms and crashes are more pronounced and
protracted than those generated under the null hypothesis of a random walk. Kolmogorov-
Smirnov tests are used to evaluate the null hypothesis of equal frequency distributions of the size

and duration of booms and crashes in the actual and random walk data. As shown by the p-value

domestic price index. Our results do not change substantially when using prices in domestic currency from those
discussed in the text.
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at the bottom of each panel, we reject the null hypothesis that stock prices follow random walk
processes.

Figure 6 examines the characteristics of the typical cycle in the four regions. The top
panel reports the mean amplitude and duration of booms and crashes in Asia, Europe, the G-7
countries, and Latin America. The bottom panel plots the typical cycle in each region. The
horizontal axis in the figure records the number of months before and after the peak of the cycle.
The horizontal axis contains 26 months for expansions and 18 months for contractions. These
are the durations of the two phases for the typical cycle in our sample. The vertical axis reports
the value of the stock index. To obtain the typical cycle, the value of the stock index in each
cycle is normalized to 100 at the peak. Each line in this panel represents the average value of the
stock index during the 44 months around the peaks of the four regions.

Figure 6 shows that cycles are more pronounced in Latin America. On average, the
amplitude of cycles in this region is about twice as large as the amplitude of cycles in the G-7
countries. As expected, the most developed countries, the G-7, have milder stock market cycles,
with the Asian and the other European stock market cycles being of intermediate magnitudes.
The Asian cycles are larger than the European ones. In contrast to the disparities concerning the
amplitude of cycles, the duration of booms and busts is similar across regions, though the ones
from developed countries tend to be longer, making the larger amplitudes for emerging markets
even more striking.

II1. Stock market cycles and financial liberalization

To examine the claim that financial liberalization triggers more protracted and deeper

booms and busts in asset markets, we examine the characteristics of financial cycles during

episodes of financial repression and liberalization. Our first approach is in the event study
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tradition, analyzing the behavior of stock markets in the aftermath of liberalization relative to
their functioning in repression times, those years before deregulation occurs. To examine the
conflicting views that liberalization triggers financial excesses but also contributes to less
volatile financial markets, we compare the characteristics of financial cycles in the short run and
long run following liberalization. We then report regression results that control for other factors
and study the sequencing of the openings. Those results examine whether liberalization creates
larger cycles when the first market opens or whether each consecutive opening triggers
substantial increases in booms and crashes. The regressions also test whether financial
turbulences are just the product of liberalization episodes that start with opening first the capital
account, the domestic sector, or the stock market.
A. Event studies

Figure 7 examines the characteristics of financial cycles around the time of the overall
partial liberalization of financial markets, that is, when at least two sectors are partially
liberalized. We classify financial cycles in three categories, those that occur during repression
times, those that occur in the short run after liberalization, and those that occur in the long run
following liberalization. The short run is defined as the four years after liberalization. The long
run includes ;he fifth year after liberalization and the years thereafter, conditional on the
deregulation not being reversed.”? The top panel in Figure 7 shows the average amplitude of
booms and crashes for all countries in our sample during repression times (the striped bars), the
short-run effects of liberalization (the white bars), and the long-run effects of liberalization (the

gray bars). It also reports the characteristics of cycles separately for emerging and developed

2 Gince the choice of the short-run window is ad-hoc, we also examined the robustness of the results to different
definitions of window size. The results for three- and six-year windows are quite similar.
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markets since the evidence from these two groups of countries might differ. The bottom panel
examines whether the differences of amplitudes across regimes are statistically significant.

The evidence for the 28 countries in the sample indicates that the amplitude of booms
substantiall‘y increases in the immediate aftermath of liberalization (about 20 percent higher than
during repression.times). But equity markets stabilize in the long run if liberalization persists,
with the amplitude of booms about 25 percent smaller than in repression times. Similarly, the
amplitude of crashes increases in the immediate aftermath of liberalization (about 15 percent
‘higher than during repression times), but declines to about 60 percent of its size during
repression times if liberalization persists in the long run. As shown in the bottom panel, these
differences are statistically significant at conventional levels.

The evidence for the 28 countries, however, obscures important differences across
emerging and developed markets. When examined separately, we note that the short-run effects
of liberalization in emerging markets are more striking, with booms and crashes in the immediate
aftermath of liberalization increasing by about 35 percent over their size during repression. Still,
if liberalization persists, financial cycles become less pronounced, with booms about 30 percent
smaller than during repression times, and crashes about 90 percent of their size during repression
times. On the other hand, the evidence from developed markets indicates that if liberalization
triggers more volatile stock markets in the short run, booms and busts do not increase as much as
in the case of emerging markets. Moreover, on average, crashes do not increase relative to their
value during repression times. Still, liberalization seems to generate more stable. financial
markets in the long run, with crashes averaging only about 60 percent of their size in repression

times.
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B. Accounting for domestic and external shocks

While the evidence in Figure 7 suggests that financial liberalization influences the size of
expansions and contractions in financial markets, stock price fluctuations also reflect changes in
other market fundamentals. For example, stock prices respond to expansions and recessions in
the domestic economy. They also react to world economic conditions.”? The omission of these
variables may bias our results, especially since the timing of liberalization may not be fortuitous.
In fact, we have described in Section I that Latin American countries reintroduce controls on
domestic interest rates and credit and re-impose controls on capital flows following the hikes in
interest rates in industrial countries in the early 1980s. Also, many emerging markets liberalize
their financial markets when international capital flows resume in the late 1980s. Insofar as
countries react to “bad times” by adopting capital controls and to “good times” by relaxing them,
there is the danger that we may ascribe the increase in the size of booms to liberalization and the
amplification of crashes to capital controls, when in fact it is the world market condition the one
fueling changes in stock prices.

To account for these factors, the event study analysis is complemented with regressions
that control for domestic and world economic conditions. In particular, we examine the role of
growth in domestic and world economic activity and changes in world real interest rates. We

estimate the following equation by least squares with heteroskedastic-consistent standard errors,
amplitude, =a'X, + pd] + Bd” +Ad] +¢, 1)

where amplitude, is the amplitude of expansion (contraction) i. X, is a matrix of control

variables that includes the change in world real interest rate, the world output growth, and the

domestic output growth during each expansion (contraction). d, is a dummy variable equal to
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one if the cycle occurs during “repression” times, and zero otherwise. d;” is a “short-run”
dummy variable equal to one if the cycle occurs in the immediate aftermath of financial
liberalization (four-year window), and zero otherwise. d/” is a “long-run” dummy variable

equal to one if the cycle occurs after four years have elapsed from the time of financial
liberalization, and zero otherwise. The world real interest rate is proxied with the U.S. federal
funds reél interest rate, world output is the average of the industrial production indexes of the G-
3 countries, and domestic output is captured by the index of industrial production in the domestic
economy. All data come from the IMF’s International Financial Statistics.

The results from this estimation are shown in Table 4. As in Figure 7, this table
examines the effects of overall partial financial liberalization (when at least two sectors have
been partially liberalized). As expected, fluctuations in the world interest rate affect stock
market cycles as does output growth, with a one percentage point increase in the world real
interest rate leading to a five percentage point contraction in the amplitude of stock market
expansions. Similarly, booms and crashes in stock markets are also explained by upturns and
recessions in the domestic economy. Even after accounting for these other determinants of
fluctuations in stock prices, financial liberalization still matters. Financial liberalization triggers
larger cycles in the short run and stabilizes financial markets in the long run. Interestingly, once
we control for the state of the economy (domestic and foreign) and for interest rate fluctuations,
the short-run effects of financial liberalization become even more pronounced. For example, in
the immediate aftermath of liberalization, booms increase by about 40 percent in emerging

markets and by 55 percent in developed markets relative to repression times. Similarly, crashes

3 For example, Calvo, Leiderman, and Reinhart (1993) argue that decreases in U.S. interest rates trigger large
capital flows to emerging markets, which in turn fuel increases in asset prices.
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in emerging markets increase by 30 percent in the immediate aftermath of liberalization vis-a-vis
repression times.

Note that the results in Figure 7 and Table 4 suggest two tales a_lbout the aftermath of
liberalization reforms. While larger booms follow liberalization in both emerging and developed
markets, it is only in emerging markets that crashes are more severe following liberalization.
The average short-run experience in emerging markets seems to support the evidence from the
crisis literature that concludes that liberalization leads to excessive financial booms and crashes.
Liberalization episodes do not seem to bring (on average) this short-run pain to developed
markets; larger booms are not followed by larger crashes, suggesting that larger booms may just
reflect the reduction in the cost of capital once deregulation takes place, as the finance literature
argues.®* Still, financial liberalization brings more stable financial markets in both emerging and
developed market economies in the long run. In section IV, we examine possible explanations
for the varied short-run effects of liberalization as well as for the long-run gains across countries.
C. Sequencing of liberalization

So far we have studied the liberalization across all markets. Now we turn to examine
whether the short-run increase in boom-bust amplitudes occurs every time a new sector is
deregulated and whether the sequencing of the openings matters. Table 5 examines whether the
short-run increase in booms and busts occurs every time a new sector is deregulated. We limit
our search to the deregulation of the first two sectors. We define repression times as those
episodes in which all sectors are closed. The short-run liberalization periods are the four years

after the opening of the first sector and the four years after the opening of the second sector. The

M As always averages may hide exceptions, Denmark, Finland, Norway, and Sweden suffer financial collapses and
banking crises in the early 1990s following liberalization.
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long-run liberalization episode includes the fifth year after the opening of the second sector and
the following years if the liberalization reform is not reversed.
We estimate the following regression,
amplitude, =o' X, + pd; + Bd""* + ,d7* + Adl"* +¢,. (2)

sr.1,2

The new variable d""* is a dummy variable equal to one if the cycle occurs in the immediate
aftermath of financial liberalization (four-year window after the first sector is deregulated and
four-year window after the second sector is deregulated), and zero otherwise. d;”* is a dummy
variable equal to one if the cycle occurs in the four years after the deregulation of the second

sector, and zero otherwise. d”? is a dummy variable equal to one if the cycle occurs after four

years have elapsed from the time of the liberalization of the second sector, and zero otherwise.
Thus, the average amplitude of booms (crashes) in the aftermath of the first opening is captured
by f,, while that of the second market opening is captured by £, + £, .

While the evidence on short- and long-run effects of financial liberalization is not
reversed, the focus on the first and second openings reveals some important differences.
Interestingly, the increase in the amplitude of booms is similar following the first and second
opening, but crashes in the immediate aftermath of the first opening are smaller than those
observed during repression times. The amplitude of crashes in emerging markets only increases
following the opening of the second sector. Again, this evidence is consistent with the results
from the crisis literature, which finds that booms of credit persist for several years following the
deregulation of financial markets with these booms in turn fueling protracted bull markets.

Table 6 examines the effects on financial markets of various types of sequencing of the

deregulation process. We estimate the following regression,
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amplitude, = a'X, + pd! + fd""* + B,d7* + Bd™ + B d™ + Ad +¢,. 3)
The variables d™ and d help to capture the possible differential effect on booms and crashes

of opening respectively the capital account and the stock market first. These dummy variables
are equal to one if the cycle occurs during the four years after that particular sector is liberalized,
and zero otherwis'e. The average amplitude of booms (crashes) in the aftermath of the first
opening, when the liberalization reform is initiated with the deregulation of the domestic
financial sector, is captured by f,. If the liberalization reform starts with the opening of the
capital account (stock market), the amplitude of booms or crashes in the four years after the first
opening is captured by S, + 8,(8, + 8. )-

Our results indicate that the ordering of liberalization does not matter in general.
Opening the capital account or the stock market first does not have a different effect than
opening the domestic financial sector first. But one exception exists; crashes seem to be larger in
emerging markets if tﬁe capital account opens up first. This might provide some mild support to
the usual claim that the capital account should be opened last.

In sum, our results suggest that we gain from examining the effects of deregulation of
different sectors. In particular, we find that crashes become more pronounced not at the onset of
the liberalization reform but after some years have elapsed. Interestingly, the sequencing of
financial liberalization does not seem to matter when evaluating the effects on financial cycles.
Finally, as also shown in the previous section, the experiences of developed and emerging
markets look different in the aftermath of financial liberalization. We analyze these differences

next.
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IV. Financial liberalization and institutional reform

Our findings necessarily provoke several questions. What is the essentiai ingredient for
more stable financial markets in the long run? Is it just financial liberalization? Or, does
liberalization trigger some other changes that in turn deliver more stable financial markets in the
long run? Can we explain the differences in the aftermath of financial liberalization in
developed and emeréing markets? And, is it possible to avoid the short-run pain following
liberalization?

These questions have generated an intense debate on the sequencing of liberalization and
institutional reform.”> Many have argued that it is very risky to open up financial systems.
During financial repression, banks tend to have poor balance sheets.?® Protected from outside
competition, badly regulated, and badly supervised banks do not have the pressure to run
efficiently. Liberalization in this scenario unveils a new problem, as protected domestic banks
suddenly get access to new sources of funding, triggering protracted financial booms. Moreover,
financial liberalization brings competition and lowers bank profits, eroding banks’ franchise
values and lowering their incentive for making good loans. Naturally, this worsens problems of
moral hazard.?” Based on these views, a standard recommendation on sequencing is to first clean
up domestic financial institutions and change government institutions, then deregulate the
industry and open up the capital account.

This discussion about sequencing may be irrelevant if the timing is such that reforms

never predate liberalization, ‘with institutional changes happening mostly as a result of financial

¥ Note that the sequencing mentioned here discusses the optimal order between financial liberalization and other
financial sector reforms. While the sequencing mentioned in the previous section deals with the order of
liberalization of the stock market, the domestic financial sector, and the capital account.

% This is shown, for example, in Rojas-Suarez and Weisbro d (1994).
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deregulation. To shed new light on this sequencing debate, we collect data on the quality of
institutions as well as data on the laws governing the proper functioning of financial systems.
Then, we compare the timing of financial liberalization and institutional reforms. The data on
the quality of institutions is captured by the index of law and order.® To better assess the
functioning of the financial system, we use information on the existence and enforcement of
insider trading laws, constructed by Bhattacharya and Daouk (2002). Appendix Table 3 reports
the time of improvement in the law and order index, the time when the insider trading law is
passed, and the time when insider trading starts to be prosecuted. We characterize as an
improvement in the quality of government institutions when the index of law and order increases
by one unit and this change is maintained for at least two years.

The top panel in Table 7 examines the sequencing of liberalization and reform in our
sample of 28 countries. It shows the probabilities that financial liberalization occurs conditional
on reforms having already been implemented. In particular, we look at whether reforms to
institutions occur prior to the partial or full liberalization of the financial sector. If governments
clean up financial institutions and improve the quality of institutions prior to deregulating the
financial sector, one would expect this probability to be close to one.

The evidence for emerging and developed markets displayed in Table 7 suggests that
reforms to institutions occur mostly after liberalization is implemented. For example, in the case
of emerging markets, in only 18 percent of the cases, law and order improves prior to the partial
liberalization of financial markets. Also, while in 62 percent of the cases, the laws prosecuting

insider trading exist prior to partial financial liberalization, insider trading starts to be prosecuted

%7 See Akerlof and Romer (1993) and Hellman, Murdok, and Stiglitz (2000).

% This index is published in the International Country Risk Guide (ICRG). The law sub-index assesses the strength
and impartiality of the legal system, while the order sub-index assesses the popular observance of the law. Each
index can take values from one to three, with lower scores for less tradition for law-and order.
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in only 11 percent of the cases before the partial deregulation of the financial sector.
Interestingly, law and order improves substantially following partial liberalization. By the time
the financial sector becomes fully liberalized, the quality of institutions, as measured by the law
and order index, has improved in 64 percent of the cases. Also, insider trading prosecution is
enforced in 44 percent of the cases before the full liberalization of the financial sector.

This evidence casts doubts on the notion that governments tend to implement institutional
reforms before they start deregulating the financial sector. On the contrary, the evidence
suggests that partial liberalization fuels institutional reforms. The evidence for developed
markets is less compelling. Still, insider trading prosecution is only enforced in 17 percent of the
cases prior to the partial liberalization of the financial sector, but in this case, in 44 percent of the
cases, institutions improve prior to the full liberalization of the financial sector. Again, both
indicators show that reforms continue following partial liberalization.

There are several reasons that can explain why financial liberalization might prompt

“institutional reforms. First, as discussed in Rajan and Zingales (2001), well-established firms
may oppose reforms that promote financial development because it breeds competition. These

firmns can even be hurt by financial development as financial development implies better

disclosure rules and enforcement. (reducing the importance of these firms’ collateral and
reputation) and permits newcomers to enter and compete away profits. We can add that
incumbents may oppose the removal of capital controls as capital can flow away to more
attractive destinations, limiting their sources of funds. However, opposition may be weaker in
the presence of worldwide abundance of trade and cross-border flows. In these times, free
access to international capital markets will allow the largest and best-known domestic firms to

tap foreign markets for funds, with the support for financial liberalization becoming stronger.
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But financial liberalization sows the seeds of destruction of the old protected and inefficient
financial sector, as foreign and domestic investors (now with access to international capital
markets) require better enforcement rules.

Second, as mentioned before, the liberalization and the gradual integration of emerging
markets with international financial markets by itself may help to fortify the domestic financial
sector. Foreign investors have overall better skills and information and can thus monitor
management in ways local investors cannot. Liberalization, moreover, allows firms to access
developed capital markets. Firms listing on foreign stock markets are also in the jurisdiction of a
superior legal system and have higher disclosure standards.

Third, the integration with world markets and institutions tends to speed up the reform
process to achieve a resilient financial system. Capital markets can help supervise domestic
financial institutions, imposing stricter market discipline, increasing transparency and the
diffusion of information, and even pushing governments into guaranteeing that its financial
system is well supervised and regulated.”

To have a sense of the effects of changes in institutions on financial booms and busts, we
estimate the following regression,

amplitude, =o' X, + pd! + Bd" + Ad" +1,d[*° +1,d™ +7,d[ +¢,.  (4)
This regression is the same as regression (1) but also evaluates the possible effects of changes in

government institutions. d/*° is a dummy variable equal to one if the boom (crash) occurs

when the law and order index has improved or it is at its highest level, and zero otherwise. d;™

is a dummy variable equal to one if the boom (crash) occurs following the approval of the law

# gSee Gourinchas and Jeanne (2002) for a model on the link between financial liberalization and social
infrastructure.
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prosecuting insider trading, and zero otherwise. d/™ is a dummy variable equal to one if the

boom (crash) occurs when insider trading prosecution is enforced and zero otherwise.

The results are also reported in Table 7. Note that improvements in the law and order
index trigger more stable financial markets, with the amplitude of booms and crashes declining
about 18 and 9 percentage points, respectively. This evidence provides one possible explanation
of why developed markets, with better government institutions, do not experience the larger
crashes observed in emerging markets in the aftermath of liberalization.*

V. Conclusions

This paper presented a new approach to understand the effects of financial liberalization
by introducing a novel dataiaase on liberalization and by focusing on booms and busts in stock
market prices. Our main results can be summarized as follows.

First, our chronology of financial liberalization indicates that domestic and international
financial liberalization is a process in which different types of restrictions are removed over time.
Moreover, while liberalization has been an uninterrupted process in most developed markets, it
has been characterized by reversals in emerging markets, in which capital controls and
restrictions are at times reintroduced. We also found that the pattern of liberalization varies
across regions, with developed countries liberalizing first their stock markets and developing
economies opening first their domestic financial sector.

Second, with regard to the possible changing nature of financial cycles, our analysis
showed that stock market booms and busts have not intensified in the long run after financial
liberalization. In fact, despite the claim that financial integration leads to volatile capital mairkets

around the world, stock market cycles become less pronounced after liberalization. Still, in the

3 For more discussion on this issue, see Martin and Rey (2002).
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short run, we found that financial liberalization does tend to trigger larger cycles. Interestingly,
the short-run effects of liberalization vary across developed and emerging markets. The evidence
from emerging markets, with larger booms and crashes in the immediate aftermath of
liberalization, provides some support to the findings of the crisis literature of excessive financial
cycles following liberalization. In contrast, the evidence from developed markets, with larger
bull markets but less pronounced bear markets in the aftermath of deregulation, supports the
view that liberalization is beneficial even in the short run.

Third, to explain the contrasting short- and long-run effects of ﬁnancial liberalization, we
explored the dynamics of liberalization and institutional reform. We collected information on
the quality of institutions as well as data on the laws governing the functioning of the financial
system. The evidence suggests that institutional reforms do not predate liberalization. Most of
the times, government reforms are implemented within a few years after the partial opening of
financial markets. As the quality of institutions improves, financial cycles become less
pronounced. Perhaps due to lack of correct incentives, countries do not tend to improve their
financial systems before liberalization, disregarding the typical policy prescriptions.

To conclude, this paper opened several avenues for future research. First, the new dataset
will allow researchers to understand better the link between financial liberalization and financial
development, investment, and growth. Second, the richness of the data will allow researchers to
better comprehend the channels through which financial deregulation impacts economies. Third,
more research on whether financial liberalization can be a first step to institutional reforms
would be welcome. Last but not least, the relation between financial liberalization and reforms
leaves unanswered the question of whether countries can deregulate financial systems without

becoming vulnerable to crises.
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Table 1

Liberatization Dates
Comntry Capltal Account Domestic Fizaucial Sector Stock Market Partlal Liberalization ] Full Liberaiization
Asla
Hong Kong Jan73- Aug 94p/May 00 - Pre73- Jan73- Aug 94 -
|indonesia Jan 78p/Jan 88 - Feb 91 Jan 78p/Jan 83 - Dec 88p/Aug 89- Jan 83 - Dec 88 - Feb 91
Korea Jan 93p/Jan 96 - Jan 88p/lan 95 - Jan 9ip/Jan 98 - Jan 93 - Jan 96 - Dec 98
Malaysia Jun 79p - Dec 93 Oct 78p - Sep 85 July 73/)an 75p/84 - Dec 97 Jun 79 - Aug 98 Feb 91 - Dec 93
Sep 94 - Aug 98 Feb 91 - Sep M - Dec 97
Philippines Jan 76p - Dec82 Jul 8tp/Dec 82 - Mar 86pvJan 94 - Mar 86 - Jan 94 -
Jan94p -
Taiwan Jan 87p/)an 97 - Sep 84p/Jul 89 - Jan 87p/Apr 98 - Jan 87 - Jan 97 -
Thailand Jan 79p - Dec 81 Jun 89p/Jun 92 - Jan 88p/Jan 90 - Jan 90 - Jan 92 - Apr 97
Jan 92/Aug 95p - Apr 97 Jan98 -
Jan 98 -
Europe
Denmark Oct 88 - Jan 73p - Jan 75 Pre 73 - Jan 73 - Dec 75 Oct 88 -
Mar 79p/ian 81 - Mar 79 -
Finland Jan 87p/Jun 89 - Jan 86p/ Jan 90 - Pre 73p/lan 90 - Jan 87 - Jan 90 -
{lreland Jan 79p/Jan 92 - May 85p/Feb 86 - Pre 73p/Jan 92 - May 85 - Jan92-
{Norway Jan 80p - Dec 81 Jan79 - Dec 79 Jan 84p/lan 89 - Sep 85 - Jan 88 -
Jan 85p/Jan 88 - Sep 85p/Jan 88 -
Portugal Sep 89p /Aug 92 - Jan 84p/Mer 90 - Pre 73 -Dec 75 Jan 86 - Mar 90 -
Jan 86 -
Spain Jan 75p/Jan 80WJun 88p/Dec 92 - Jan 74p/lan 81 - Pre73. Jan 74 - Jan 80 -
Sweden Jan 84p/Jan 89 - Jan 78p/Jan 85 - Pre 73p/ Jan 80 - Jen 80 - Jan 85 -
G-7
Canada Pre 73p/Mar 75 - Pre 73 - Pre 73 - Jan 73 - Jan73 -
France Jun 85p/dan 90 - $an 85 - Pre73- Jan 85 - Jun 85 -
Germany Pre 73p/Mar 81 - Pre?3. Pre 73 - Jan73 - Jan73-
Italy May 87p/Jan 92 - Jan 74 - Dec 74 Pre73- Jan 74 - Dec 74 May 87 -
Jan 81- Jan 81 -
Japan Jan 79p/Jul 80 - Jan T9p/Dec 9 - Jan 85 - Jul 80 - Jan 85 -
United Kingdom Oct 73p/0ct 79 - Jan 81- Pre 73 - Oct73 - Jan 81 -
United States 73 Pre 73p/Jan 82 - Pre 73 - Jan 73 - -
Latio America
|Argentina Apt 16p/Dec 78 - Mar 82 Jan 77 - Jun 82 Jan 77p - Mar 82 Jan 77 - Mar 82 Dec 78 - Mar 82
Dec 89 - Oct 87 - Jang9 - Jan 89 - Dec 89 -
Brazil Jan 90p - Dec 93 Jan 76 - Dec 78 Pre 73 p/lun 9t - Jen 76 -Jan 79 Jun 9§ - Dec 93
Mar 95p - Jan 88p/lan 89 - Jan 89 - Mar 95 -
Chile Jun 79p - Dec 82 Jan 74p/May 75 - Nov 82 Jan 87p/Jan 92 - Jun 79 - Nov 82 Apr 90 - May 91
Apr 90/Jun 91p/Sep 98 - Jan 84p/Jan 85 - Jan 87 - Jan92 -
Colombia Jan 91p/Sep 98 - Aug 74p/Sep 1980 - Dec 85 Jan Stp - Jan 94 - Sep 98-
Jul 86 -
Mexico Pre 73 - Jul 82 Jan 74p - Aug 82 Jan 89p/lan 91 - Jan 74 - Jul 82 Nov 9l -
Nov9l - Oct 88p/Apr B9 - Apr 89 -
Pery Pre 73p - Dec 86 Pre 73p - Dec 8¢ Jan 92 - Jan 91 - Jan 92 -
Jan91 - Jan 91 -
Venezuela Pre 73 - Jan 83 Aug 81 - Jan 84 Jan 77 - Dec 87 Jan 77 - Jan 84 Aug 81 - Jan 83
Mar 89 - Dec 93 Jan 89 - Aug 94 Jan 90 - Jun 93 Mer 89 - Dec 93 Jan 90 - Jun 93
*r%- w%- Jun 95 - Ag%- A£96-

This table reports the dates of partia) and full liberalization of financial markets. The first three columns provide information by sector: capital account, domestic financial sector, and
the stock market. The last two columns provide information on an integral of fii
country is considered to be fully liberalized when at least two sectors are fully liberalized and the third one is
at least two sectors are partially liberalized. Otherwise, the country is idk
(D ber) if the :

that lib

ial liberali

d 10 be fi it

The dates are based on the criteria displayed in Appendix Table |. A
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is impl d at the begi
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d. A country is
d. If there is no information about the month of liberalization, we use January
ing (end) of the year. "-" followed by & blank means that it covers the period until June

1999. Pre 73 (Pre 73p) n:zans that the sector is atready fully (partially) liberalized at that time, with no sigmficant measures taken at that date,
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Table 2

Sequencing of Liberalization
Strategies of Liberalization
Proportion of Episedes in Which a Particular Sector Partially Liberalized First
Regions (in percent)
Capital Account Domestic Financial Sector Stock Market
Asia 33 33 33
Europe 0 25 5
G-7 0 0 100
Latin America 25 58 17
Proportion of Episodes in Which a Particalar Sector Fully Liberalized First
Regions __(in percent)
Capital Account Domestic Financial Sector Stock Market
Asis 0 55 43
Europe 13 25 63
G-7 20 0 80
Latin America 15 77 8

The bottom panel reports the duration of the liberalization reform measured as the number of months between the partial opening

Duration of the Liberalization Reform

umber of Months een
Regions the Opening of the First Sector
and the Third Sector
Asia 108
Europe 55
G-7 61
Latin America 38
All Regions 66
Number of Months between
First Sector to Open the Opening of the First Sector
and the Third Sector
Capital Account 107
Domestic Financial Sector 58
Stock Market 47

of the first sector and the partial opening of the third sector.




Table 3

Characteristics of Stock Market Cycles

- Amplitude Duration
Random Walk | Actual Data erence of Means | Random Walk | Actual Data | Dilference of Means
Phase (mean) mean P-Value (mean) (mean) P-Value
Booms 65 74 0.01 22 26 0.00
(0.10) (3.59) (0.04) (1.24)
Crashes 55 61 0.05 15 18 0.04
(0.86) (3.62) (0.03) (1.26)

The table shows the average amplitude and duration of booms and crashes in stock prices for the actual data and for the simulated dats,
under null hypothesis that stock prices follow a random-walk process. The stock market indexes start in January 1975 and end in June 1999.
The filter used identifies 146 stock market cycles. To estimate the average amplitude of booms and crashes under the null hypothesis of a
random walk, we first estimate a random walk with drift model for each country. We simulate those models 1,000 times. Since the stock
market series for several countries do not span the whole sample, the length of the simulated random walk series for each country is the
same as the length of the actual series. Amplitude is expressed in percent, calculated as a deviation from the mid point between the peak and
the trough. Duration is expressed in months. Standard errors are in parentheses.



Table 4

Determinants of Booms and Crashes
The Effects of Partial Liberalization

Amplitude
Independent Variables All Markets Eme Markets Developed Markets
Booms Crashes Booms Crashes Booms Crashes
Change in the World Real Interest Rate -5.03 3.878 -4.909 6.821 410 051
{1255] se» [1.428) *** [3.170) [2.445) +»* [1.269] *** {1.260]
World Output Growth 1.348 0.871 1.842 2.331 1.67 0.07
[0.613] ** [0.850) [1.024] * [1.555] [0.801] ** {0.671)
Domestic Qutput Growth 0.984 0.84 0.662 -1.257 1.07 -0.60
[0.200] *=*= [0.409] ** [0.290] ** [0.552) ** [0.310] *** {0.451]
Repression 60.878 66.865 70.415 74.449 41.37 ' 59.98
[7.078] **= [6.642] *+= [10.090] **+ [10.334] == {10.276) *** {6.326) ***
Short-Run Liberalization 80.466 77.896 96.218 95.449 63.92 47.82
[7.110] **= {7.037] **=* [11.761] **+ [10.619] *** [9.089] *=+ [6.616) ***
Long-Run Liberalization 44.106 44,087 52.547 65.572 38.07 34.22
[5.006] *** [4.462] *** [8.772] *+* [9.560] **= [5.945] *=** {3.206] **+
Observations 140 141 60 61 80 80
R-squared 0.85 0.73 0.88 0.82 0.84 0.78
P-Value
Hypothesis Tests All Markets Eme) Markets Developed Markets
Booms Crashes Booms Crashes Booms Crashes
Repression < Short-Run Liberalization 0.01 0.12 0.03 0.08 0.03 091
Repression > Long-Run Liberalization 0.01 0.00 0.06 0.25 0.36 0.00
Short-Run Liberalization > Long-Run Liberalization 0.00 0.060 0.00 0.02 0.00 0.03

The top panel shows regressions of the amplitude of booms (crashes) in stock markets on changes in the world real interest rate, world output growth, domestic cutput growth, a
dummy for "repression” effects, a dummy for "short-run liberalization" effects, and a dummy for "long-run liberalization" effects. The bottom panel reports hypothesis tests on
the regression coefficients. A country is considered to be partially liberalized if at least two sectors are partially liberalized. Otherwise, the country is considered to be financially
repressed. The change in world real interest rate, the change in world output, and the change in domestic output are growth rates from the beginning to the end of the
corresponding boom or crash. "Repression” is a dummy variable equal to one if the particular phase of the cycle occurs during repression times, and zero otherwise. "Short-run
liberalization” is a dummy variable that equals one if the particular phase of the cycle occurs in the immediate aftermath of partial financial liberalization (four-year window),
and zero otherwise. "Long-run liberalization™ is a dummy variable equal to one if the particular phase of the cycle occurs after four years have elapsed from the time of the partial

financial liberalization, and zero otherwise. Standard errors are in brackets. *, **, *** mean significance at 10, 5, and 1 percent, respectively.




Table §
Determinants of Booms and Crashes

The Effects of Sequencing
Amplitude
Independent Variables All Markets Ei Markets Developed Markets
Booms Crashes Booms Crashes Booms Crashes
i T St — ———————
Chenge in the World Real Interest Rate -4.649 43 -4.851 9.506 -3.64 0.57
(1.252] *+* [1.485] *** [3.068] {2.250) *** {1.329] *** [1.394)
World Output Growth 1426 0.85 1.676 2.522 LT7 -0.02
[0.613] ** {0.895] [1.008} {1.467] * [0.833] ** {0.737)
Domestic Qutput Growth 1.102 -0.847 0.905 -1.455 1.08 -0.60
[0.199] **+* [0.426] ** [0.277) ¢*e [0.525] »+* [0.320) *** [0.495)
Repression 51.087 69.221 57.701 84.147 38.61 60.19
{8.127] *** [8.208]) *** {11.533) o= [11.446] *** [11.859] *oe (8.105] ***
Short-Run Liberalization 80.389 $6.276 98.122 44.119 57137 54.89
Sector One and Two [10.059) *** {11.098] s+ {15.870] *** [16.507) ** [13.187] *** {9.726] ***
Short-Run Liberalization -7.951 23.229 -12.258 59.247 0.7 -7.10
Sector Two [11.641] [13.196] * [18.227) {19.044] =+ {15 180} [11.976)
Long-Run Liberalization 40.147 44.96 47.606 63.974 34.98 33.58
[5.196] *** [4.794) *** [8.595) o= [8.963] *** [6.472] *o* [3.564]) ***
Obscrvations 132 133 58 59 74 74
R-squared 0.85 0.73 0.89 0.85 0.84 0.78
P-Value
Hypothesis Tests All Markets Emerging Markets Develo_a Markets
Booms Crashes Booms Crashes Booms Crashes
ﬁlepressian < Short-Run Liberalization
First Sector 0.01 0.83 0.0§ 0.98 0.12 0.66
Second Sector 0.01 017 0.02 0.10 0.09 0.88
Repression > Long-Run Liberalization 0.08 0.00 0.21 0.07 0.37 0.00
Short-Run Liberalization > Long-Run Liberalization
First Sector 0.00 0.17 0.00 0.86 0.05 0.02
Second Sector 0.00 0.00 0.00 0.00 0.01 0.04
This table analk hiether the ive liberatizations of the thre¢ sectors trigger more unstable financial markets (larger booms and crashes) in the shost run. The top panel

shows regressions of the amplitude of booms (crashes) in stock markets on the change in the world reat interest rate, world output growth, domestic output growth, a dummy for
“repression” effects, two dummics for “short-run liberalization” effects, and a dummy for "long-run liberalization® effects. The change in world real interest rate, the change in
world output, and the change in domestic output are growth rates from the beginning o the end of the corresponding boom or crash. “Repression” is a dummy variable equal to
one if the particular phase of the cycle occurs dunng rep.-esﬂon u.ma. and zero otherwise. "Short-run liberalization sector one and two™ is a dummy variable that equals one if
the particular phase of the cycle occurs in the i f h of fi ia liberalization of the first or second sectors (fow'-yw window), and zero otherwise. "Short-run
liberalization sector two" is a dummy variable that equals one if the particular phase of the cycle occurs in the i diate aft h of financial liberalization of the second sector
{four-year window), and zero otherwise. “Long-run liberalization” is a dummy variable that equals one if the particular phase of tho cycle occurs after four years have clapsed
from the time of financial liberalization of the second sector, and zcro otherwise. The bottom panel reports hypothesis tests on the regression coefficients. “Short-run
liberalization first ( d) sector” ponds to the test of the null hypothesis that the opening of the first ( d) sector does aot trigger larger booms and crashes refative to
repression times or long-run liberalization, alternatively. If the stock market is liberalized before 1973, only the capital and the d ic fi ial sector are being
considered in the analysis. Standard egrors are in brackets. *, **, *** mean significance at 10, 5, and 1 percent, respectively.




Table 6
Determinants of Booms and Crashes

The Effects of Sequencing
Amplitude
Independent Variables All Markets Markets Developed Markets
Booms Crashes Booms Crashes Booms Crashes
e —c
Change in the World Real Interest Rate 4.706 4.37 -4.756 8.079 -3.88 20.10
[1.265) *** [1.518] *o* [3.092) [2.227] *** [1.356] *** [1.402)
World Output Growth 1.356 0.89 1.86 2953 1.75 0.19
0.619] ** [0.914) (10731 * [1.687) ¢ [0.841] ** [0.743)
Domestic Cutput Growth 1.097 -0.847 0.888 -1.635 1.08 -0.64
[0.199] *°* {0.430] * [0.282] *** [0.508] *** [0.323] *°* [0.4891
Repression 51.738 69.078 56.71 82.268 39.11 58.712
[8.159] ¢o* [8.287] *** [11.743] **+ (11.306] *** [11.974} ¢** (8.062) ***
Short-Run Liberalization 81.618 56.46 97.193 45.445 56.55 58.78
Sector One and Two [10.113] o [11.244] ooe [16.076] *** [15.955] *** [13.546) ** [9.892] ***
First Sector to Open: Capital Account -9.449 -3.216 -26.611 64.331 7.86 -21.95
[13.011) [16.044) {23.260] (25.551] ** [15.298) [13.539]
First Sector 10 Open: Stock Market -26.004 6.09 -1.518 40.558 -17.65 -26.94
[20.553) [24.398] (38.317) [45.599) [23.957) [18.863)
Short-Run Liberalization -394 24.453 -6.473 43.828 1.20 0.52
Sector Two {12.028) {13.952] * [19.058} [19.286) ** [15.865] [12.528)
Long-Run Liberalization 40.749 44.893 47.186 64.876 35.00 3342
[5.218) ¢+ [4.837] oo+ [8.679) se* [8.788] *** [6.558] *°* [3.524) ***
Observations 132 133 58 59 74 74
R-squared 0.86 0.73 0.89 0.87 0.84 0.79
P-Value
Hypothesis Tests All Markets Emerging Markets Develo; Markets
Booms Crashes Booms Crashes Booms Crashes
— e M AT
Repression < Short-Run Liberalization
Domestic Financial Sector 0.01 0.82 0.0 0.97 0.14 0.50
Capital Account 0.1} 0.78 0.32 0.20 0.11 091
Stock Market . 0.44 0.75 0.22 0.47 0.50 0.89
Repression > Long-Run Liberalization 0.08 0.00 0.23 0.10 0.35 0.00
Short-Run Liberalization > Long-Run Liberali
Domestic Financial Sector 0.00 0.17 0.00 0.87 0.06 0.01
Capital Account 0.03 0.33 0.22 0.08 0.06 041
Stock Market 0.26 0.42 0.15 0.33 0.44 0.53

This tablc shows whether the short-run effects of liberalization depend on which sector is deregulated first. The top panel shows regressions of the amplitude of booms
hes) in stock markets on changes in the world real interest rate, world output growth, domestic output growth, a dummy for “repression” effects, two dummies for "short-
run liberalization® effects, a dummy for the capital account opening if this is the first sector to open, a dummy for the stock market opening if this is the first sector to open,
and a dummy for "long-run liberalization” effects. The change in world real interest rate, the change in world output, and the change in domestic output are growth rates from
the beginning 1o the end of the comesponding boom or crash. "Repression” is a dummy variable equal to one if the panticular phase of a cycle occurs during repression times,
and zero otherwise. "Short-run liberalization sector one and two® is a dummy variable that equals one if the particular phase of a cycle occurs in the immediate aftermath of
financial libcralization of the first and sccond sectors (four-yur window), and zero otherwise, “Short-run liberalization sector two* is a dummy variable that equals one if the
particular phase of the cycle occurs in the i di h of financial liberalization of the second sector (four-year window), and zero otherwise. "Long-run
liberalization” is a dummy variable that equals one if the particular phase of the cycle occurs after four years have elapsed from the time of financial liberalization of the
second sector, and zero otherwise. "First sector to open: capital account (stock market)” is a dummy variable equal to one if the first sector to open is the eapml account
(stock mdm). and zero otherwise. The bottom panel reports hypothesis tests on the regression coefficients. “Short-run liberalizati fi I sector (capital
k market)" ponds to the test of the null hypothesis that opening first the domestic financial sector (capital /stock market) does not trigger larger
booms and crashes relative to repression umcs or long-run liberalization, alternatively. If the stock market is hbeullzzd before 1973, only the capital account and the
domestic financial sector are being idered in the analysis. Standard ervors are in brackets. *, **, *** mean significance at 10, 5, and 1 percent, respectively.




Table 7

Financial Liberalization and Institutional Reforms

Panel A
Sequencing
Developed Markets

Probabilities of Liberalization Conditional on

Type of Financial Liberalization Insider Trading Laws| Insider Trading Laws Law snd Order
Existence Enforcement
Partial Liberalization 36 ** 17 44 so*
Full Liberalization 64 oo+ 25 50 ***
Hypothesis Test (P-Value)
Partial Liberalization = Full Liberalization 0.04 0.34 0.33
Emerging Markets
Probabllities of Liberalization Conditional on
Type of Financial Liberalization Insider Trading Laws| Insider Trading Laws Law and Order
Existence Enfogement
Partial Liberalization 62 *** 1 18
Full Liberalization 77 eee 44 ** 64 %oe
Hypothesis Test (P-Value)
Partial Liberalization = Fuil Liberali 0.17 0.08 0.02
Panel B
Effects of Liberalization and Institutional Reforms on Financial Cycles
Amplitude
Independent Variables All Markets
Booms Crashes
== X —
Change in the Real Interest Rate -4.496 4.05
[1.245] se» [1.442] ***
World Output Growth 1.498 1.033
{0.609] ** [0.863]
Domestic Qutput Growth 0.963 -0.876
[0.199) *** {0.415] **
"Repression Times" Dummy 63.696 69.188
{7.376] *** [7.176] ***
Short-Run Dummy 83.329 80.368
[8.245] #*+ {8.558]) #**
Long-Run Dummy 53.259 50923
[7.781] s** [8.139] ***
Law and Order -18316 -8.984
{6.178] *** [7.008]
Insider Trading Laws
Existence 2.159 -0.627
) [7.005] [7.821]
Enforcement 0.543 -1.732
[7.560) [8.422]
Observations 140 141
R-squared 0.86 0.73

Panel A shows the probability of financial liberalization conditional on the existence and enforcement of insider trading
laws and on the dummy for law and order. Panel B reports the regression reported in Table 4 with the inclusion of the
institutional variables: law and order, existence of insider trading laws, and enforcement of insider trading laws. "Law and
order” is a dummy variable that equals one in periods in which there is a "permanent” improvement in the International
Country Risk Guide's index of law and order or the index is at its highest level. The improvement periods in this index are
characterized by at least one point increase in the index from its two-year period average, and the maintainance of the index
above this average for at least another two years. "Insider trading laws” are dummy variables that equal one after the
existence or enforcement of those laws. The data come from Bhattacharya and Dacuk (2000). Seec Appendix Table 3.

Standard errors are in brackets. ¢, **, *** mean

significance at 10, §, and 1 percent, respectively.




Figure 1
Index of Financial Liberalization
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The index of financial liberalization jointly evaluates the liberalization of the capital account, the domestic financial sector,
and the stock market. The index is a cross-country average. The value three means repression, two means partial
liberalization, and one means full liberalization. Developed markets include: Canada, Denmark, Finland, France, Germany,
Ireland, Italy, Japan, Norway, Portugal, Spain, Sweden, United Kingdom, and United States. Emerging markets include:
Argentina, Brazil, Chile, Colombia, Hong Kong, Indonesia, Korea, Malaysia, Mexico, Peru, Philippines, Taiwan, Thailand,
and Venezuela.



Figure 2
Indexes of Financial Liberalization by Sector
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The three indexes evaluate separately the liberalization of the capital account, the domestic financial sector, and the stock
market. The indexes are a cross-country average. The value three means repression, two means partial liberalization, and one
means full liberalization. Developed markets include: Canada, Denmark, Finland, France, Germany, Ireland, Italy, Japan,
Norway, Portugal, Spain, Sweden, United Kingdom, and United States. Emerging markets include: Argentina, Brazil, Chile,
Colombia, Hong Kong, Indenesia, Korea, Malaysia, Mexico, Peru, Philippines, Taiwan, Thailand, and Venezuela.



Figure 3
The Sequencing of Financial Liberalization
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The panels show the proportion of countries with (at least partially) liberalized capital account, domestic financial sector, and

stock market. Developed markets include: Canada, Denmark, Finland, France, Germany, Ireland, Italy, Japan, Norway,

Portugal, Spain, Sweden, United Kingdom, and United States. Emerging markets include: Argentina, Brazil, Chile,
Colombia, Hong Kong, Indonesia, Korea, Malaysia, Mexico, Peru, Philippines, Taiwan, Thailand, and Venezuela.



Figure 4
Stock Markets [ndexes
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Stock market indexes are in constant U.S. dollars (in logs). Base 1993 = 100. The sample covers from January 1975 to June 1999. Peaks arc calculated using +/- 12 months windows. The shaded areas mark the
identified expansion episodes.



Figure §
Frequency Distribution of the Amplitude and Duration of Stock Market Booms and Crashes
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The figures report the frequency distribution of the amplitude and duration of booms and crashes for the actual and simulated
data, assuming random walk processes with drift. The horizontal axis in each figure shows the size or the duration of booms
and crashes, the vertical axis shows the frequencies in percent. The Kolmogorov-Smirnov test is used to evaluate the null
hypothesis of equality of the frequency distribution of the amplitude and duration of booms and crashes in the actual and

generated data.



Figure 6
Characteristics of Regional Cycles

Emerging Markets
Asia T Latin America

Phase Amplitude Duration Amplitude Duration
Booms 75 24 102 23
Crashes 60 18 86 16

Developed Markets

Europe G-7
Phase Amplitude Duration Amplitude Duration
Booms 72 29 53 28
Crashes 51 21 37 16
The Regional Cycles
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The table and figure show the average cycle per region. The sample starts in January 1975
and ends in June 1999. The total number of cycles per region is as follows: 28 for Asia; 35
for Europe; 44 for G-7; and 39 for Latin America. In the top panel, duration is expressed in
months while amplitude is expressed in percent; it is calculated as a deviation from the mid
point between the peak and the trough.



Figure 7

Average Amplitude of Booms and Crashes

(in percent)
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|  @Repression O Short-Run Liberalization @Long-Run Liberalization |
Hypothesis Tests o A Marets Eme P-v‘:;e.m;s _ Developed Marets
Repression < Short-Run Liberalization 0.03 0.13 0.03 0.03 0.25 0.88
Repression > Long-Run Liberalization 0.00 0.00 0.01 031 028 0.00
Short-Run Liberalization > Long-Run Liberalization 0.00 0.00 0.00 0.0t 0.08 0.03

The figure shows the average amplitude of booms and crashes in the different periods and markets (developed and emerging). The table shows hypothesss tests of equality of booms
and crashes during repression times and after liberalization. The repression period occurs when less than two sectors are partially liberalized. The short-run liberalization period is
defined as the immediate aftermath of partial financial liberalization (four-year window), and zero otherwise. The long-run liberalization period occurs after four years have elapsed

from the time of the partial financial liberalization.



Appendix Table 1
Criteria to Define Liberalization Periods

Capital Account
Criteria for Full Liberalization
Borrowing abroad by banks and Banks and corporations are allowed to borrow abroad mostly freely. They may need to inform the authorities,
corporations but the authorization is granted almost automatically. Reserve requirements might be in place but are lower
than 10 percent. The required minimum maturity is not longer than two years.
And
Multiple exchange rates and other There are no special exchange rates for either current account or capital account transactions. There are no
restrictions restrictions to capital outflows.
Criteria for Partial Liberalization
Borrowing abroad by banks and Banks and corporations are allowed to b broad but subject to certain restrictions. Reserve requirements
corporations might be between 10 and 50 percent. The required minimum maturity might be between two and five years.
There might be some caps in borrowing and certain restrictions to specific sectors.
Or
Multiple exchange rates and other There are special exchange rates for current account and capital account transactions. There might be some
restrictions restrictions to capital outflows.
Criteria for No Liberalization
Borrowing abroad by banks and Banks and corporations are mostly not allowed to borrow abroad. Reserve requirements might be higher than
corporations 50 percent. The required minimum maturity might be longer than five years. There might be caps in borrowing
and heavy restrictions to certain sectors.
Or
Multipte exchange rates and other There are special exchange rates for current account and capital account transactions. There might be
regtrictions restrictions to capital outflows.
, Domestic Financial Sector
Criteria for Full Liberalization

Lending and borrowing interest rates

There are no controls (ceilings and floors) on interest rates.
And

Other indicators There are likely no credit controls (subsidies to certain sectors or certain credit allocations). Deposits in
foreign currencies are likely permitted.

Criteria for Partial Liberalization

Lending and borrowing interest rates There are controls in either lending or borrowing rates (ceilings or floors).
And

Other indicators There might be Is in the all of credit Is (subsidies to certain sectors or certain credit
allocations). Deposits in foreign currencies might not be permitted.

Criteria for No Liberalization

Lending and borrowing interest rates

Other indicators

There are controls in lending rates and borrowing rates (ceilings and floors).

And

There are likely controls in the allocation of credit controls (subsidies to certain sectors or certain credit
allocations). Deposits in foreign currencies are likely not permitted.

Stock Market

Criterla for Full Liberalization

Acquisition by foreign investors

Repatriation of capital, dividends, and
interest

Foreign investors are allowed to hold domestic equity without restrictions.
And
Capital, dividends, and interest can be repatriated freely within two years of the initial investment.

Criteria for Partial Liberallzation

Acquisition by foreign investors Foreign investors are allowed to hold up to 49 percent of each company's outstanding equity. There might be
restrictions to participate in certain sectors. There might be indirect ways to invest in the stock market, like
through country funds.
Or

Repatriation of capital, dividends, and Capital, dividends, and interest can be repatriated, but typically not before two and not after five years of the

interest initial investment.

Criteria for No Liberalization

Acquisition by foreign investors Foreign investors are not allowed to hold domestic equity.
Or

Repatriation of capital, dividends, and Capital, dividends, and interest can be repatriated, but not before five years of the initial investment.

interest

This table describes the criteria used to d

liberalized.

ine whether the capital the ¢ ic financial sector, and the stock market are fully or partially




Appendix Table 2

Stock Market Indexes and Their Sources

Countries Stock Market Indexes Beginning Date Ending Date Base Period Data Source
Asia
Hong Kong Hang Seng Jan-90 Jun-99 1993=100 Federal Reserve Board
Indonesia JSE Composite Index Dec-89 Jun-99 1993=100 International Finance Corporation
Korea KSE Composite Dec-75 Jun-99 1993=100 International Finance Corporation
Malaysia KLSE Composite Dec-84 Jun-99 1993=100 Intemnational Finance Corporation
Phillipines PSE Composite Index Dec-84 Jun-99 1993=100 International Finance Corporation
Taiwan TSE Average Index Dec-84 Jun-99 1993=100 International Finance Corporation
Thailand SET Index Dec-75 Jun-99 1993=100 International Finance Corporation
Europe
Denmark Copenhagen Stock Exchange Index Jan-75 Jun-99 1993=100 International Finance Statistics
Finland HEX-Index Jan-75 Jun-99 1993=100 International Finance Statistics
Ireland ISEQ Total Index Jan-75 Jun-99 1993=100 Intemnational Finance Statistics
Norway Oslo Stock Exchange Industrial Index Jan-75 Jun-99 1993=100 International Finance Statistics
Portugal Banco Totta & Acores Jan-86 Jun-99 1993=100 International Finance Corporation
Spain Madrid Stock Exchange Index Jan-75 Jun-99 1993=100 International Finance Statistics
Sweden Stockholm Exchange Jan-75 Jun-99 1993=100 International Finance Statistics
G-7
Canada TSE-300 Jan-75 Jun-99 1993=100 Bloomberg
France Average of 40 Largest Enterprises Jan-75 Jun-99 1993=100 International Finance Statistics
Germany CDAX Jan-75 Jun-99 1993=100 Bloomberg
Italy MIB Index Jan-75 Jun-99 1993=100 International Finance Statistics
Japan NK500 Jan-75 Jun-99 1993=100 Bloomberg
United Kingdom ASX all shares Feb-75 Jun-99 1993=100 Bloomberg
United States S&P 500 Composite Feb-75 Jun-99 1993=100 Bloomberg
Latin America
Argentina Bolsa Indice General Dec-75 Jun-99 1993=100 International Finance Corporation
Brazil BOVESPA Market Index Dec-75 Jun-99 1993=100 International Finance Corporation
Chile IGPA Index Dec-75 Jun-99 1993=100 International Finance Corporation
Colombia Bogota Stock Index Jan-75 Jun-99 1993=100 International Finance Corporation
Mexico BMYV General Dec-75 Jun-99 1993=100 International Finance Corporation
Peru Indice General IGBVL Dec-92 Jun-99 1993=100 International Finance Corporation
Venezuela Index de Capitalization de la BVC Dec-84 Jun-99 1993=100 International Finance Corporation

The table shows which stock market index is used for each country, its beginning and ending date, its base period, and its data source.




Appendix Table 3

Institutional Reforms
Insider Trading Laws Insider Trading Laws
Countries Index of Law and Order Existence Enforcement

(1) 2) 3)
Asia )
Hong Kong Sep-93 1991 1994
Indonesia Jun-91 1991 1996
Korea Oct-91 n/a n/a
Malaysia Apr-93 1973 1996
Philippines Jul-92 1982 No
Taiwan No Change 1988 1989
Thailand Apr-88, Aug-92 1984 1993
Europe
Denmark Highest Level (whole sample) 1991 1996
Finland Highest Level (whole sample) 1989 1993
Ireland Sep-89, Apr-96 1990 No
Norway Highest Level (whole sample) 1985 1990
Portugal Oct-94 1986 No
Spain Dec-91 1994 1998
Sweden Highest Level (whole sample) 1971 1990
G-7
Canada Highest Level (whole sample) 1966 1976
France Jan-92 1967 1975
Germany Highest Level (whole sample) 1994 1995
Ttaly Aug-95 1991 1996
Japan Jul-92 1988 1990
United Kingdom Sept-89, Jan-92 1980 1981
United States Highest Level (whole sample) 1934 1961
Latin America .
Argentina Dec-92 1991 1995
Brazil No Change 1976 1978
Chile Apr-94 1981 1996
Colombia Mar-94 1990 No
Mexico No Change 1975 No
Peru Sep-92 1991 1994
Venezuela No Change 1998 No

Column (1) reports the dates in which there is a "permanent"” improvement in the International Country Risk Guide's index of law
and order. In this index, law and order are assessed separately, with each sub-component comprising zero to three points. The law
sub-component is an assessment of the strength and impartiality of the legal system, while the order sub-component is an
assessment of popular observance of the law. The improvement periods in this index are characterized by at least one point increase
in the index from its two-year period average, and the maintainance of the index above this average for at least another two years.
This column also shows those countries for which the index of law and order was at its highest level during all the sample. "No
change" corresponds to no permanent changes in the index. Columns (2) and (3) come from Bhattacharya and Daouk (2000). The
columns report, respectively, the dates when insider trading laws are aproved and when the first prosecution under these laws
occurs. The authors surveyed stock market participants and national regulators to obtain the answers. "n/a" means not available.
"No" means that there is no enforcement of insider trading laws.



Anrex Taoble 1
Chm,.c!c;q of Fiaonedal Liberalization

.r" : 7

2 P s n0 Ny S, . 7"7‘}.

S

:j: N S g e sy A

L July 1980, ﬂu:amhcnneselmnn:xedm 1+ yenrmuunmnmnmtymmmny
“far foreign loans. In June 1981, a dunl foreign exchange martet was introduced. In
ion that cume into power returned to o more libern)
"‘mhanse system, unifying the exchcnge morbets, eliminating the exchange

Docember, the odmini

i

203 ;.:’gu i

lapprovzl of the cemtral bonk In November 1989, a fres

* labrozd th

- loparcticns was increcsed. In February 1975, the 1970 g

iCan~dians to explore fully all availoble cources in the domestic market befm
issuinn bonds abrozd wos lifted.

onnouncing that the peso would bz allowed to float. In April 1982, all

ond swap fecilities, liberolizing sales of foreign currency, and|

ln!nmmy 1977 aed:lmtmuls were abolished. Also in 1977 eetl
on domzgtic (lending and deposit) interest rotes were eliminated. !n.lu
1982, new cconomic authorities itreduced o financinl refomm,

interest rates ot sharply negstive real temms. Credit controls were re-
mrpoaedhmlm;emlelmw anctnbal987 most domestic inerest|

paywents on locns other than import-reloted loans were mede subject to pri

'

rote was)

were interest rate dereguiation)
tmscmrq)mdbylheendoflm !nl990 the process of refarm of the]

honge

'y ’

d. in D:

+

1930, the specinl exchenge rcte regime for capital scoount transsctions
{obolishzd.

ds from all loans hed to be monseeted in the free|
ge morlet. There were no conditions on maturity, dztes, or intercst rates. Inj

™

b cector d. Remining Is on credit at the nationsl
lewel were progressively eliminated ntil 1994,

s T AL S

!nlunmry 1977 nnszomgn Law eased pr an
foreign direct investment, provided the right of foreign investars to repotricte
capital after three years and repatrinte their profits and dividends without cny
centrnl bon’t prior cpproval. Forcign investment regulntions were further
liberalized in 1980. Prior cpproval was no longzr required for investmzm in
zny of the counwy's stock markets, provided that the smount did not exceed
20% of the capital of the company involved. In April 1982, the right to freely
| ransfer profits and dividznds abrocd wos “tempornrily® suspended. In 1989,
the Economic Emergency Law further liberlized foreign investment in the
stock exchenge. Repatriation of capital, profits, ond dividends was fully
liberalized in that year.

hlm.mnﬁmmksdmmwmwmoﬁmdwobminmm
gh the i of

| papers. Brazilizn banks jocated ubm:;

In 1976, ccilings on deposit and lending rotes were removed. In 1979,
those ceilings were re-imposed. In 1988, come loon mtes were]

wrere crthorized to issve medium- and long-tenm certifientes of dep
*labrozd by jons hed a mini
5 d o foreign

. .

ded B,

duced new

in Morch, the o

on the and

*loperation of foreign institutiona! investors. In October, the financial transcction tax]
o forcign borrowing was increased from 3% to 7%. In Merch 1995, finengial snd)
non-finncial instintions were authorized to obtain resources from obrocd byl
issuing commercial popers, notes, and bonds, including securities. Also in Mcrch,
the minimum peried for new foreign loans was lowered fram 36 to 24 months. In)
Februxry 1996, nnmkmrpm{matofmmmedalmmcungmmmmmml
. ape term for contrecting, reneiving, of
‘exmtdingfmimlomswusmcmsedﬁmuw%mtbs Banks were permitced]
to buy ond selt foreign excharge in the forward market without restrictions. In|
-{1997, the minimum average term for borrowing abroad was decreased from three to
onz yeor for new loans, and o six months for rentwals or extensions. In Agril, the
“entrance” tax wes redused to 2%. In 1998, the special exchange rate regim= for]

d. The

wns

capital cocount transactions was abolished.

manrity term of one year. In Merch, they
hange interbonk marteet for transections relcted)

ccpital repatristion and profit ond dmdzmi remittances. In May 1992, cuthorities)
jbenned the issurnce of imemationzt bonds with mantrity less than three years. In
. Junz, foreign investors represented by funds ond institutional investors were
tuthorized to operote in options and fimures mewkets. lnhmuary 1994, the
. {mtemetic authorizetion of foreign locns wus i
wmmlmwmumombjenmnmmmmmof%m%nmmh;wm
prevriled for new loans. In Merch, cutomatic authorization for issuing bonds,)
Jeommszreiol paper, and other fixed-incomz instruments abroad was terminated. Also;

of|

libernlized. In 1989, depasits rates were liberntized.

Aryrrrirest o)

In 1973,

or abroad could purchase Brozilian
ial ond ided that i were
channeled through o Brazlian mvextmzul company znd were effected in
Bruzilion stock exchznpges. Copital was subject to registration in the centrnl
bank and hed to remzin in the country for of least three years. Remittances of
profits and dividends were subject to certnin limitnticns. In 1979, the
minimum kolding period for capital repatriation was reduced from three to two
years, In 1983, it wns reduced again, from two years to three months. In 1987,
foreign portfolio investment could 1ot exoced 5% of the voting capital and
20% of the totat capitnl of o company. New legisiation gave foreign investors
exemption from domestic income tox om copital goins. In July 1989,
remittances obroad of profits end dividends were allowzd after sixty doys. In

AN

June 1930, the g d o pgradual lib of capitol
patriotion that was completed in the following year (1991). In Jene 1991, the
Foreign In Low was ch d. Until that month, foreign partfolio

mvwomcmddmvenmﬂmnlmlylhm@emmyﬁmds By then, foreign

were allowed to cet up it which were escenticily
portfolios of one or more shares keld in local custedy. Besides, foreign
ownership levels were incrensed. Foreign institutions could own up to 49% of
voting common stack and 160% of non-voting participating preferred stock.
Some corpornte limitations applied (e.g. Petrobras common stocks wes off
timits), znd the voting clres (ON) of banks wete not availeble.

were

ln|973 ch:m:mdhcnkzswereallawedmbmwnhmd.bmmhjmmm
d to igsue bonds abrood, but were subject tof
wmmmmNommwmmpluecnfmmmhmgemmm In]
1974, mcﬁmdmfmemmw\hmmmdwufmmmmy

that

Umwl%78mﬂmdw¢eummmofmmmesonlumﬁ
wes left to market forces.

T et fition o

In 1973, thete were no controls over inward or
Some spwﬁc restrwuunn exmed on inmwvard duec! investment in
brozd: fighery, encrgy, ond
ﬁnnm:mlserwces Cupnnlmdmmmldbaﬁeelylcp:mntad.




AT LT s CaptalAsceenti =t 30 - S aife, 2 M Domestle Flaaactal Sectefi-fh o i s g R MeckMarkew 2 (o

In 1973, all new foreign bormowing or refinsneing of exustmg credits by commercinl] Liberalizanon of lending and deposn rates started |9‘14 and wos| In 1987, Lew |8657;semn

’ mdfomgnm;nm]m\tsmnﬁmdstopuchue
% except for short-term lines of credit, were subject to prior approval of thef completed by May |975 Also in 1974, ulmwaeﬁummmqmwwmlmmuumdoﬁcmmnuwwm
[#]central bank. Corporations were allowed to bormow abrocd, but were subject to] sectors were mostly elimingted. In 1976, quentitntive credit eecurities ided that such funds met certain portfolio
'%?someadungememwlnms.lnwﬂ the special exchange mte regime for] were "“lnl‘ b 1982 hanksmmmesdwauﬁmmreqmmmumdhdommnmmmnpmdapmmhllcwh
‘g’mpml waos obolished, In Jamuary 1978, o limit on { Is were d (deposit end lending rates). In 1984, depositi Aggregnte foreign ownership was limited to 25% of shares of a listed

mdebudnusofcmmcinlbanhwmkndmbulmyas%ofmmlmmawaeunmlylﬂmuthnthenxﬁmnwmmfaM company. In May 1987, a country omtual fund was introduced. In 1992,

reserves of ecch bank) was imposed. In 1979, non-interest bearing deposil depouummllmplme In 1985, lo:mm!uwmhbanhud lnl987 Chilean enterprices were authorized to issue ADRs. In January, regulation
jrequirements on foreign bomowing were introduced: 25% for maturities less thanj the central bank eliminated its practice of ing il DL6GD eased restrictions on foreign investment and repatriation of capital o a
three years, 15% for maturities between three and four years, and 10% foq rate for 30-day bank deposits. minimum holding pericd of one year. In Angust 1995, authorities allowed
wnmnmabawwnfmlrmdﬁveyem In June, the pr isting limit on capital to be repatriated after ons year.

debtedh of | banks was eliminated. hl982.nwnccplmlomﬂows
were restricted, and o special exchange rate regime for capital account transacticas|
introduced. In May, authorities imposed 8 20% reserve requirement on foreign]
B ing with maturity of less than 24 months. In July, authorities reduced to 5%
“Vithe reserve requirement on foreign botrowing with maturity of less than six years.
lnSeptanbcrl%S commercial banks were allowed to borrow sbrozd without any]
or prior guthorizati InAmlanzwmguhnomhbaulmngl

Jdforeign exch marlet ions were i those
-wmmmmuunmsw@mhamwﬁcmmmnsymmd
were permi mlusspeclﬁenllymmedbydnmmﬂbank.[n
La]unel”la d reserve requi of 20% was imposed on direct
_iforeign borrowing for the first twelve months. In May 1992, reserve requirements
were taised to 30%. In September 1998, reserve requirements on capital inflows]

T AT

iwmehmlmwd.
é,ln]ummryl”l under the "Ap " horitics unified the exch A gredual liberalization was impl d b 1967-1972, but somef In January 1991, a new foreign investment code, Resoluticn 49, came into| .
Lsftmhemdeonﬂvlsonboﬂmngnlﬂmdwmrdnud.mmonnes intained soms] 1 ined, like cellmasondeposnmu In August 1974, effect, which gove forcigners the same rights as domestic investors. Foreign
1 onmeeupmlnccunnmredtmmevolnnluycprmlﬂows.inpmﬁculm interest rotes on loans were liberalized and ceilings on deposit rates| investors could not repatriate their capital within one year of registration, but
those of short-run nature. In February 1992, residents were all to bold foreign] were sub mixed.Pohcmmcnqnmgweomoldnmwmtsmd were froe to do so thereafter, In October, limitations on annual transfers of
stocks and other foreign portfolio investments abroad up to US$500,000. In{ types of loans were abandoned. Also, the financing of pr {] profits were abolished. Capital had to be registered with the central bank
Scpranbal”lnmhmiﬁaimposednmmmmwdﬂ%deposhmqmummsﬁmﬂwmuﬂhmkwmﬂmmwmsonwstbcfurepmﬁtscculdbe patristed. In D ber, Resolution 52, which
lon most foreign bomowing. In 1994, foreign loans with maturity ranging from thirty| deposit interest mtes were frecly determined. In 1982, credit Is| allowed forei to purchase up to 100% of locally listed companies, come
dzys to five years were subject to a d deposit requi rangi wuemdy.hnnmmlﬁely,elinﬁnmedlnmyIm,weomunlmeﬁeﬂ.Smulmgmummmdmeﬁeﬂmﬂmﬁmmameulmmd
_|from 43% to 140% of the loan. In 1996, reserve requirements of 50% bank increased from 8% to 15% the interest rate paid on the agricultural] unnmgsccum Thepmchaseofalo%ornmofmeshnmofuColombmn
* limposed oa oll foreign credits with a maturity of less than five years. Since May] bonds, which were held by banks as 2 forced investment equivalent tof fi quired prior approval by the Superintendence of Banks.
- {1997, foreign loans (all maturities) were subject to non-remumeruted deposits| 16.5% ofth:ir loan portfolio. Frum January to June 1986, suthorities
'«requnmmoﬂ%oﬁheloanmpmsmbcheldformghmmmhlmm' duced y (deposit and lending) interest rate controf. In}
. - {1998, foreign loan d deposit were reduced 10 25% of lMdldcwnumummmmnIbunbmmﬂmdmmneib
- (the loan in domestic currency, mdmcpmodwushatmedwtwdvemomhs.bxlmdmcwdmdfomedlmdmgw ttural sector was reduced.
September, foreign loan d deposit h were further]
" reduced to 10% of the loan in domestic currency, mddxepmodwauhonmedlq
_ |six months.
[~ {in 1978, the purposes for which Danish firms could mise loans sbroad were] In January 1973, the Interest Rates A that lated i In 1973, nonresidents could freely purchase or subscribe Danish shares,
“ lconfined mainly to the financing of fixed & and foreign trede. Fi "rmawns ""‘undsxmeﬂwn.kndmgmmmhvewwhcdu’ofﬁcisllyliﬂedinthzmﬁ:Copenhagmnwkmkmofﬁmdm
E'.loamwimmnniﬁummnnﬁwymcmudbemiwdnhnww‘ i i gly independ: oflheoﬂicmldmoo\nnmu In 1975, dxmmaaor‘anb"mmmou.,. ided the purchase did not rep a
;ﬁms.hl983.uuﬂmiznxionwusgivento' i ions to borow abrozd| Interest Margins Act of 1975 imposed a the averge] direct i nndwnnnotbzmgmadewuhnwcwwsuhwqmdnm
) mmwnons.ptwmdthmmemmntyofmhlomsmmlewﬁveymofbmks'hnﬁngnnddmulmhMmhlm,muAunndmlmg' in the company d. Capital and income repatristion was
£IFinancial loans were no longer restricted to the fi of fixed busi on deposit rotes expired. This agreement was replaced by o new one] free.
mvmtlhzycouldbemuedformybmmsp:mc.h0a0w1988.dubaweenthzcamnlbmkmddwoshmnzybanhmkndhsimem
{${remnining foreign exchange regulations were lifted. rates. Participant banks and savings banks were obliged to freeze their]
i lending rates at the level of the first quarter of 1979 (cdjustment would]
take plsce in d with changes in the di rate). The banks

signing the agreements were offered more favorable ;
conditions ot the central bank. In June 1981, this agreement on lendi

interest rotes ended.




i

T

foubiect 10 certnin SUpevVicoTy reponing reguirements,
~§Ifm1@bmvmgmdmmmdfmmdmwlmmmtycfm!mﬁwymhgmmmmmmﬁmdmdmum!yu

R

D i 1l

- T R

Sorer BT v T SteccMarkets o

1973, lending t aomesdents was restristed to cipont oo, b 1997)
mmmufrmmmmmhwmm
In Augrst, reguiations on

1989, regulctions on forcign bomowing were elinvinrted for credits with|
wurity of at leact one yerr. In 19%), the regulotions on cutwerd ond copital]

mpmmmhlmdeaﬂomemkdehmzmdmlmkmmas

ing by private corp

ln|986.rm:m-.tmmomnw:agclcn&ngImmswctecbc!mhed.Hawewa'H
lending rates remzined under some constraims, since all loans were tied]
to a base rz controlied by the Bank of Finlend, In Mrerch 1989, the]

et of eon-binding recommendations ca bonkt leading wag isseed, In)
1590, the uss of a base ruse o8 o referente rate for rew locns was lorgely]

umd‘mwmhnaﬂyﬁhmhmd.hlmmryl”l.cﬂfmignexﬂmg;mmmm

hlm.mmmdmmbm.@enmwMWou
the Helsindd Stock Exch through zn cuthorized banl, against convertibie
or externally convertible cumencizs or by debiting o convertible Merkkn
ecoount, end ponresidents were olso pemmitted o sefl them through the bonk
and to freely repctrice the proceeds, No permission was needed for the
aoquisition of gheres with funds classificd o3 copitnl eocounts, however, the
proceeds could not be trensferred chroad without o permission from the cenmal
banic In 1990, the regulstions on cutwerd and inward capitl trmsfers were
broadly liberolized. The sale to idems of derivative based
on Finnish sheres and wamams was permined. Howewer, because of
restrictions on foreign ownership, restricted shares could ot be transferved to
foreign residents. In Febnuary 1999, Finnich companies were allowed to issue
chores ebroed withow prior zuthorization. Also, it was no longer nesesenry for
nonresidents to effect their purchases of Finnish cecuities through the HSE. In
1992, the ect on nmuieal funds was cmended so as to give foreignzms the right
t0 owm units in thzre funds Some ictions on forcign thip cilt
opplied. In 1993, the restrictions on foreign ownership (cap limits on certnin
sectors cad larpe Finnith compenies) weze lifted. Nonresidents were allowed
o purchase Finnish securitics and to own Finnish corportions without cny
restrictions.

In

o

1935, the reguirements an direct invectmeont cbrocd tvere cholished, o Jone)

benks were freely cllawed to contreet foreign aurvedey locns cod borroty in froncs)

mmmmmbhmlm kimitctions oa the forign exchorse positicas off

o

e Ynnt("

| benks were cholichad, Eﬁm!mmlmmlmmmnaeuhzm

estrictions with recpect t0 copito! aTmrctions svere cholicked. Bomrowing chrecd]

Jjuridital peroons, witsse registered office wes obrocd, wos unrestricted.

mFmﬁmsmfmmbymmmladewdmm.mth
pudlic or privete Freach residzmts, or by branches or cubsidicries in Frence off

In 1985, (deposit cnd lending) interest rote ceilings were mostly]
elimincted. In 1986, the ceiling ond ivity of credit policics were]

ln1973 parmpaumuuedm%of!h:qmadﬁxm‘smlwm

boliched. Credit celostivity won repl bymphmcmduwh&dmln
Joacary 1987, credit s were The

d direct & ond d pricr dacloretion to the minigtry of
finance, French securities held in Fronoe by ideats could be exported

compiicary rofio for areets wos cholished,

provided thet they bed been deposited with oo cutborized benk in o foreign
dossier. French cod foreign secities hetd umder o forcign dossier could ko
be cold in Frenee ond the snles proceeds could be trmnsferred chrocd with no
restriction. The transfer chroad of nonresidemt-ovmed finds in Fronce wos oot
minmiﬂjmsﬁfyinsdnnnwnmmwwmedmdwmﬁnu%ml

i were met, cuthorized banks were permitted o opprove, without
mylmmmmhammfmmﬁmmﬂmvmmmmhbm
1989, rectrictions rogarding foreign dircet mvestment in exicting Freach fims
vmloosawd.mm!ybymﬁmngdwmoddmmguhch!hzmmmyuf

" Itheir foreipn linkilities with moturities of lens than four yecrs. Borks® foreimn

curveacy borroving that were immedintely reinvested abrocd were exempted from

the minimum reserve requirements. th&pnmreqﬂmwmuwlwdw
jeerwin bomowing mode by residents from id
{cemtral bark was required for sales to nonresidents of oll domestic meney marked]
mﬁofﬁxc&mwﬂﬁﬂmmﬁmmmmnm

The prict cpproval of the]

to matuity, No gpecinl exchengz rate regime for czpital cocount)
existed, fa Februory 1974, Bundesbank approval requirements were]

‘|mrummm@mmmwmhmmnmcam

d the mint manmity for domestic fixed-interest cecurities eligible for)

sale to monresidents from four to two yezrs, and in November, it was
,mdzmdﬂmhﬂwmw In December, the Bundesbank

luded with the
y crbs on capital

! banks 3 geml 's over vol

[exports. In March 1981, mwwmdmmmmﬂm
.lmmmmmmmmnam
labolition of the remaining i

on capital ' g overl

| credit comrols since 1973,

Jvohmmry restriction on capital exports was ended,

finance coutd suspend (for noa-Ex y investors) the coquinition
s ofpauclpnnnmmexmgl’mchm
% itn 1973, bonks were sebject to high minimum reserve requircments on the level of] Ceilings oa imerest rotes were sholished in 1967, And there were no| In 1973, previ for ident's direst in G

mm#mmfm@qmmmmﬂm.
nonresidents could freely repatriste copital znd income. In 1974, this approval
was no loager required,
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i“1ln 1973, there were no restncuons on bomowing cbroad by corpomnons
January, the exchange control was abolished. In September, banks were free to
Ipositions in any cumrency without any consultation.

In
un;

In 1973 nulmdmsmddrposuramoﬂavdbybanb were suheclm‘
the interest rates of the Exch Bank A iati

In 197}, no restctons applied on cequisiuons by fomgnfrs and on

mxcsoﬁ'aedbydcposnt—lak:ngconmmeswmnotAsarcs‘dew
deposit-taking companies were in a8 better condition to attract deposits]
by offering better rates. Nevertheless, the rates closely followed market
conditions. There were no credit controls in plece, except for some short]
lived loans to small scale industries. In September 1983, following 2
targe fall in the stock market index end a run against the currency,
intevest rates administered by the Hong Kong Association of Banks|
were increased twice, in October and November. After the stabilization|
oflheqmency mcswcrered:md.ln()cwba the withholding tax op]
interest on d y o was d. In August 1994,
the HKAB 2 timetable for the 'of!hexmautmcap
on time deposits. In October, rate caps in deposits with maturity of more
than a month were deregulated. In January 1995, interest rate caps on]
deposits of more than seven days were removed, In September, the
Hong Kong M y Authority d the ceiling on time deposits
fixed for seven days. It also announced no firther liberalization of rates]
on deposits with maturity below seven days.

4

of capital and income.

P

. The deposit requirements for foreign currency lisbilities

for current

B!

1:

'fmg:bonowmglnMnmh.themmlbmk‘,‘ [

In 1978, & special exchange rate regime for current account transactions was)
lmmdnced

byl

were abolished. A 15% reserve requirement was applicable to foreign]
umcncylmbnlmesoffomgnexchangebanks In 1979, the special exchange rate]
was abolished. In 1988, almost alt (except]
formeuposmon limits) restrictions on borrowing abroad were lifted. In 1991, 2
X{reduction on banl’s net open position was implemented to reduce banks® access to}

In 1978, private banks were allowed to set their own deposit rates, b
state banks could set rates only for rupiah deposits of three months
less and for foreign currency deposits. In 1983, most loan rates were|

e oh ryvey

In December 1988, the go to allow
foreigners to purchase sham in eight non-joint venture companies. In 1989,
mvmmswmgamcddwng!nmmpmmupmlandpmﬁu The law

liberalized, credit ceilings were abolished, and d credi
mguﬂymﬁmd.hlm,mhnkswmﬁumwﬂwuown
deposit rates on all classes of time deposits. In 1990, banks were
required to aflocate 20% of loans to smal) businesses.

? foreign b ng. The Bank of Ind

Bl

i&requixu!m of 2% was app to foreign
?mhangebankxﬁrmsomddnhoobuhfmigauediunbjemmn%m

regime for capital transactions was introduced.

began to scale down its swap operations,|
mdmnngMmeslmﬁngS%mZMofapmj mw
swap premium was raised by 5%. In November, bank's short-term foreign]
| Blexchange lisbilities could not exceed 30% of their own capital. A reserve
y lisbilities of foreign)

“drequirement for a year. In 1992, the central bank limited banks® short-term foreign]

&llisbilities to 30% of capital. Borrowing abroad required a prior approval of the]
»'ccnuulbank,[nl996 foreign exchange banks were subject to central bank]
directives with respect to borrowing abroad. A prior approval of the team set in
11991 was required before the acceptance of a loan from abroad. An annual
borrowing ceiling was imposed by the central bank on foreign commercial
jbomowing of more than two years of maturity. In 1998, a special exchange rate]

pr d that no transfer permit would be issued for capital repatriation as
long as investment benefits from tax relicf were being received. However,
foreign payments did not require a transfer permit. In August 1989, forcigners
were allowed to purchase up to 49% of all companies listed shares, including
foreign joint ventures, bmmhndmgbankshm No person could purchase
more than 1% of any coll In 1992, the exclusion of
hnnkshmeswuusedmdfarcignﬁswmaﬂowed!obuylmedshues(uplo
49%) in three categories of banks: private national, state owned, and foreign
joint ventnure. In December 1997, fcmgnmnwamcswmnmhmudto
purchase, without limit, shares issued by Indoaesi. ies in the
Indonesian capital market.

In 1978, the special exchange rate regime for capital sccount transactions wasy

lnMayl985 the central hank announced a new and more market-|

.

abolished. In 1979, the central bank suspended the 50% deposit
iol banks. In September, restrictions

infk of capital through

R

T

on
ony

“jacquisition of foreign securities were eased. In 1980, exchange control approval
“[was required for all transfers of capital to nonresidents. In 1988, lending of Hish|

18 for the d of (lending and deposit),
intcrest rates by the Associated Bank In the past, changes in interesy]
rates by these banks had to be approved by the central bank. Since May]

'y 1

In 1973, p by of Irish regi: d securitics had to be
funded with foreign currency from an external acoount. Also, purchases in
excess of certain amount had to be notified to the central bank. Some
restrictions also applied to repatristion of capital and income. Exchange

1985, eaebbnnkwasﬁeemdecldemhxdmamddepo&tmm bj

cumrency to noaresidents began to be permitted to the extent that the
i ions with resid: Residents were

d tof

Y for snty purpose, but &n app

| of the central bank had to|

woa lendin; ratesethythecmxnlbank.h
Febfumylmmmlbank P “the

Associated Bank interest rstes (lending and deposit mm)

BO

controt approval was required for all fers of capital to nonresidents. In
1992, restrictions on scquisitions by foreigners and repatriation of capital and

q income were lifted.
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mqum:mmt.ln.luly 1994, 3 ceiling on foreign indebtedness by banks was
duced and elimi lnf‘ b 1985 butsomemsmmo-sullmmned

Im,mmﬁcﬁmmbonowingnhmdbyhankswmliﬁad.lnlwzdme
:4were no controls on banks’ foreign borrowing. Banks were only obliged to declare]
's{transfers by filling out a special customs form. There were also no coatrols on)

ions' foreign b i Resid: were free to undertake financiall

it] were eliminated.

In 1974, (deposit and lending) interest rate ceilings were eliminated. In]
1975, deposit interest rate ceilings were re-established. In 1981, they

In 1973, foreign investment of any kind was permitted freely. No restrictions
applied to capital and profit repatriation.

p3

d major during thed
included the & gulati ofaoss—bodumsamommd
lmpmvemmuonwcuswfomgnﬁmnnalmsmmmsmungmlulylm
" were 1l tolssmbondsnbmad,pmwdedﬂnudwm

In 1979, interest rate deregulation started. In 1991, interest rates on)

lnl973 dmwmnomuonsonmpamanonofm Acquisitions of

aimost all time depasits held by corporste clients were fully liberalized]
at the end of the year. Also in 1991, the share of deposits with market-
determined interest rates amounted to 75% of total deposits. In July]
1991, direct quantitative controls on credit were sbolished ln.luné

for p could be made freely through designated

} securities ﬁrms In other occasions, a prior notification without a waiting

pcnod was required In 1976, foreign ownership himits applied. In principle,

1992, the liberalization of interest rates on time deposits was

7 by foreign investors were subject to validation or lu:ense

Theﬁtsl:::ptodneguhtedunmddeposﬁswxsﬂkm?owluvmgﬁ‘
interest rates remained regulated.

. acquisitions of stocks for portfoli were
approvodbyﬂ)eankoHapanAlllbacacqmsmmsbadmbennd:agams
yen proceeds from the sale of foreign exchange if the investor wished to

wpemizdommichmkswlmdmmnmsidmu,bmnoﬂobawwuhmd.h
x 1993 aupmlmn ki plan was giving greater freedom for]
3 ing capital Despmdmeapmlmhbanlmmplan,

wfl

PPy

other than interest rates on loans subsidized by government funds, were]
liberalized. Interest rates on time deposits with maturities of more than|
two years at banks, postal savings, and credit unions, and on time

restrictions oncapml : bond-bolding by id
wasnﬂowedmdmalydunughthcxmuTmsdeomuyand.dmn
‘ asallowedmlyfotconvemblebondsnssuedbysumllmdmedmnmtupma,
sldomestic companies could use foreign commercial loans within certain limits only
fordnmxponofcamulgoodsmdforfmsndxmmmn(FDDhlm
| #{long.term b ing was forbidden in practice, but shortterm foreign
mpumudmderdrngﬂnumsgmmgopcnexchngeposlmhlws

savings dep with maturities of over onc year at mutual savings and)
finance companies were liberalized. Short-term deposit rates were still]
under the authorities’ control. Bank of Korea also controiled the total]
volume of credit and the minimum credit guidelines to small and

dium firms and congl! In 1991, the government announced g
four-stage plan for interest vates deregulation (deposit and m«hnd
rates). hNavember sbonmmlmdmgmcs(bmkovmﬂsh
di of papesr, and trede bills) were liberalized. In]

burmwmg abroad by high-tech forcign-financed fi was|
auomdupwxameonbe foreign invested capital. However, was limited
mthreeyumorhssmdlmmnmswmimposedontheuseofﬁmd&hApﬁl,
:mluitiesaboﬁshedmgnﬂaﬁoruonmgaofhng—mlwmwithmnnityofovﬂ
ﬁwymmmwmhwghxmto!hcemmybyfmeignmﬂm.

1995, all lending rates and most deposit rates were deregulated, except
government supported lending and demand deposits. In 1997, all
lending rates were freed. In July, remaining restrictions on deposi
interest rates were climinated. In January 1998, all direct restrictions on
lending to prohibited sectars were completety abolished.

obtain rights upon validation. In 1985, Is on outfl were
eased.
yIn January 1979, the Korean authorities revised their exchange control regulations} In 1988, loan rates from banks and nonbank financial intermediarics,| In 1984, the repatriation of dividends was fully p d. In 1991, repatriation

of capital became freely permitted. Market opened to foreign investors. A
notification system made authorization of foreign investmem subject to
approval or notification. Foreign participation became easier under the
regulations. In 1992, forcign investors were permitted to invest in the domestic
stock market, subject to the restriction that foreign ownership of listed firms
could not exceed 10% of total equity, and they could not hold more than 3%
of total equity. Investments in stocks by resident foreign financial institutions
were subject to the same {imits as those by instituticns owned by naticoals. In
1995, the ceiling on stock investment by nonresidents was raised twice. The
ceiling on aggregate purchases was raised to 12% in January, and to 15% in
Rily. In 1996, the ceiling on aggregate purchases was increased to 18% in
April, and to 20% in October. The ceiling on individual purchases was raised
to 5%. In 1997, ceilings on foreign ownership of Korean equities were raised
four times (May, November, and twice in December). In December, these
ceilings were increased to 50% and to 55%. In May 1998, the aggregate
ceiling on foreign direct investment m Korean equities was eliminated, and
equity investment in non-listed companies was permitted.
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ln l973. repammon ofnpml und mcome was free. Since May, all payments
for capital repatriation up to US$400,000 were freely approved by any
commercial bank. Payments in excess of that amount required the approval of

P ty

the C ller of Foreign Exchange, which was freely given under normal
circumstances. In July 1973, the Mataysian stock exchange was established. In
conformity with the liberalization of the Malaysian exchange control
regulations, all noaresidents were permitted to trade freely in all shares listed,
without any need for exchange control permi In 1975, the general aim
was that foreign i would be allowed in the proportion of 30% of
fommequuymd?O%ofo!aymmty Ncwmmonmbsunmmmecu
had to have 100% M xporting more than 80%
oftheurpmductlonmdusmsmnly ial eouldbe idered
for majority foreign ownership, nngngﬁumﬂ%m70%.bminexcepﬁoml
ml%fm@wm:hpmﬂdhwbemmdued.lnl%d [
laxation of these reguiations on foreign hip was d. Maj
eqmtydumwuldbehddbyfovugnﬁrmsuxppdmuwml-mmvemd
resource-oricnted enterprises. In addition, the possibility of 100% foreign
ownership, previously limited to export industries, was extended to other
sectors. In 1988, foreign stock brok firms were allowed to i their
eqmtyshatemloulbmkalyﬁfmsﬁomlmﬁw4% In 1992, the
guidelines on foreign equity capital hip were liberalized. Comp
amgnlmmofmmmmmlmwmmyeqmy

b 50% and 79% of their production
wﬂepemnnedwholdloo%eqmty.mdedhnhcyhndmveﬂedusﬁo
million or more in fixed assets or completed projects with at least 50% local
value added, and that the company’s products did not compete with those
produced by domestic firms. These guidelines did not apply to sectors in
which limits on foreign equity participation had been established. In August
1993, the minimum amount of equity that had to be held by an indigenous
Malay group, company, or institution was lowered from $1% to 35%. In 1998,
mmwdwﬁmwymmmmmmmmmfm@
Pr from & heldforlmthmomymeouldbc
d only to Malay ringgit-d which could be
used only to acquire other ringgit assets. In February 1999, the minimum
holding period was climinated and a graduated system of exit taxes was
introduced: for investments made prior to February 1999, capital was taxed at
50% if repatriated less than seven months after entry, 20% if repatriated afier
seven months, and 10% if repatriated nine to twelve months after entry; capital
repatristed after a year and the original capital of i made after
February were not taxed. However, repatriated gains for those investments
were taxable as follows: capital gains repatriated within tweive months after
the gain wes realized were taxable st 30%, and those repatristed after more
than twelve months were taxable at 10%.

q

Py

1973, prwmcapmonsmdpnmbuhwmallowedlobmvwabtmd.!m

Pregime for capital account transactions. In August 1982, commercial banks were
Rrequired 1o surrender to the Bank of Mexico their net foreign exch

In 1974, authoritics allowed banks to issue cestificate of deposits at free]
interest rates. In August 1979, a new system to increase flexibility on
depommmeunmmlmodwed.Bymmemmmmmwm

djusted by the central bank. In September 1982, the]

e

klincluding gold and silver. In September, an exchange control was i d with &}

49 ly
e I )

d the banking system. In October 1988,

B preferential exchange rate to be used to make interest payments on foreign credit,
£iin Nowmher 1991, the special exchange rate regime for capital

> s was abolished, and the central bank abolished the restriction on bank]
Mloans obtained from foreign financial institutions to be channeled through the
i controlled exchange market.

mmummemmlswmhﬁed.mdlibaﬂmonofdeposl
interest rates started. In April 1989, interest rate ceilings were abolished.

Ty

In 1989, restrictions on forcign capital p were sub

ht lized. Foreign i mpauunedmtheMexmnsmckam
‘,"‘,"_,‘mﬁmdsand"ﬂ"slmuochxwln

P However, p ip was not allowed in the administration of
the ies involved. Foreign i could hold mujority of shares in

newﬁmu.ulmgnslhcncwmvesmmmauhnofoondmom In 1991,
on of capital and income were abolished, and

Banks were authorized to pay interest on checking accounts.

on ponfoho were llﬁcd. However, there were sectors
that remained reserved to M orto M with a foreign
exclusion clause. Mw«edwapswfm@mmonmm
sectors, and foreign i in others ired prior
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of banks were established. In 1981, there was an elimi of

Capital Acojat,
Jin 1980, foreign bomowang by banks was hberalized I.mlso‘nfcmpnummq In I9‘I9 lmdmgrnu regulanons were bnefly medmdnphcn

. i

dotory deposit requi No other i on b ing and
cxnted wammmwmpamuedmmkedlm

it] authorities switched to eo-alled interest rate monitoring (i.e. moral}

started in 1985 and lending interest rote declarations were removed. In 1988, ht i
mwlaedml%Shl%bonwmgmdlendmgabmudwmmb;eam of lending rates was compl

on deposit interest rates were lifted. In September 1985,

lnl‘nl ..cqmsmnnbyfom@ 3 wos precluded. R of
enpxtalmdmcoutwnsftecofrchla.uom lnl989 ﬁmhulibcmlmnon
ipulated that ' in Norwegian shares and
dommchsedbmdsmlhumnuyofomywammmmln

ket & 1

d and they b

T

abrozd.

1984, idents were allowed to purchase quoted and nonquoted sheres,
within the limits blished in the C ion Acts. Previously,
transactions in securities involving nonresident's interest were subject to
epproval.

lnl973 ammmmfawmwmmsmm In 1973, there were no interest rate ceilings for deposit and lendin;

;:f P was permi ‘hnmﬂummmmmmwmwefmmﬂ lmdmgmm:xmed.hl%ﬁ.hmdm
9 d the regulati 3 vmcnafmu@mmamﬁewlmgsmp\nmplnmhlwl controls on
’ position of commercial banks, In 1987, s were i

mmmmmwmahmdbymw;mmmny|m4msemmﬁm

were

ved, nd the spocial exching rate regime for
bolished. In 1991, bomowing sbroad was)

banks{ interest rates were sbolished. In March 1992, interest rates for forcign]

In 1991, repanmnonofcapml.moom,mddmdmdsmh‘baullud.ln

lmwﬂmPnWeSeaorP R

mmmmlmw

cxceptfothanks.whldahnﬂufm@ponfohomvmlmmof 15% of

lmlshnmoxnnandmg.lnlm shmesofbnnh.msmameconmu.md
fund b freely availabl

b

= was
Ermbsunmllydewgulnud.undmlmmmmmbmwmgaMm
. {lifted.

2{In 1976, the central bank exempted Offshore Banking Units (OBUs, introduced in] In 1981, the central bank deregulated all lending and deposit rates,
#{1972) from reserve requirements, local taxes, and fees ond permitted them to| except short-term lending rates. In July, ceilings on all deposit mates|
Jextend foreign currency loans to any enterprise from depaosits rised cutside thel were lifted and in October, the ceilings on medium and long-term
coumry.ln I979.tegxlmionswmmodmedIogainmlmm—mmmmdwﬁﬁuhbeumbalm.mcodlmsmm-{

borrowing from OBUs. In 1983, foreign b ing ired prior app

t exceed 25% and 5%, respectively, of unimpaired copital.

| from] term lending rates was eliminated.
the central bank. In 1994, commercial banks were allowed to maintain open

achnnsepounom.bmmbjec(wﬂwlmmmnmmlongmdmnposmommuld

| promulgnted. It expanded the number of sectors opened to full foreign

In May 1986, a country fund (*The Thomton Philippines Redevelopment Fund
Limited”) was introduced. In 1991, a2 new foreign investment law was

ownership, simplified the spproval process, and defined more clearly
ictions on foreign i However, the law required that Philippines
nationals owned a minimum of 60% of the shares issued by domestic firms.
To ensure compliance, Philippine companies typically issted two classes of
stock (A-shares, to be held by Philippine nationals, and B-shares, which both
forcign and national investors could buy). Fareign investors were allowed to
invest in all sectors, except for those specified in a negative list. Also, full and
immediate repatriation privileges for all types of investments were allowed to
bemvweddxmctly wnhun(hsnpwmlofthecenm\lbnnk.Fmgn
d over the following three years and most
ofthewm\ybmwopmmloo%fmugnowmhxp

. Yopen fmmmlmmhAmmeMofWHt

':hlmmmicﬁmmbmvwingahmdbyhmhwueeﬁnﬁnmmfof In 1984, the Bank of Portugal freed deposit rates to olign them

Py

Jaﬂwmsdlfmpmnpmwluhmmnaﬁmymm iled. Some p 11
,Iibemlimdaumumlmhgsbymdmn.mﬂmofmmwpmhlm p:efaumnllwdmgmuwmmmllyphsedm

mﬂuwcvueeilmg;mlmdmgandoam

ized} the rate on 6-12 month time deposits, which was supposed to serve as of i

g rotes were still in}

but some ceilings remained.

hlm.lhemferabrwdofﬁdl, ds from the lig: of foreign
was auth d without Foreign & were
mnbonmdﬁeelylfthsywuemvolvedmmvmesu:mmofmgnmd
interest for Portugal's devel and provided that no specul
mmlmwasmvdved.lnl??&thcmnsfusbmadofmﬁmlhs
idation of foreign i was authorized after five years and subject
to quantity restrictions. A new decree law restricting foreign investment was
issued. All private capital transactions berween Portugal and foreign countries
were subject to prior suthorization by the central tark Foreign direct
investment in Portugal was allowed on the basis of the Foreign Investment
Code. In 1986, nwmmmﬂmwlw
capital The fer of the p ds of liquid
fompmvmm:hﬂmgmlmwufmofmmm.
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. |In |97‘ regulanions on capial inflows were relaxed In several cases, bm'vu.mgl In I974 a mdunl hiberalizanon of inierest rates began sunmg uuh Stnce 1963 I'omgn upu«l parmicipation was permunted freely in moat Spamsh
4abroad by the nonbank private sector was encouraged. In 1977, rules on Spamsh liberalization of lending rates on long-term loans and on deposits with| industries. In some specific industries, forcign participation was permitied
direct investment abroad were liberalized, no longer requiring prior maturity over two years. In 1977, authorities liberalized interest rates on| freely up to 50% of the capital of the enterprise and amounts in excess of 50%
s[tn addition, authorized banks could extend credit in fomgn currency to] deposits with maturity over one year. By the beginning of 1981, lending] required the authorization of the Council of Ministers. Purchases by
‘_ft‘nonmsxdcms. provided that it was financed wnh funds deposited in non-resident| and deposit interest rates were freed, except for some short-term deposit] nonresidents of shares of Spanish companies were freely permitted up to the

A interest bearing deposit requiremeny rates. In 1987, final liberalization of interest rates took place and| percentages applicable to direct investment. Nonresidents could freely
X equivalent to 25% of non~commercial foans and credits received from abroad was| authorities also allowed banks to pay interest for sight deposits. repatriate the proceeds, including capital gains, from the liquidation of slum
introduced in 1979 and abolished in November 1980. Also in November 1980, in Spanish panics. Holders of Spanish securities fudi
“ foreign borrowing by residents was liberalized: authorization became automatic for] issued by private companies acquired thmugj: direct subscription) could freely
‘ toans with nnmmy oful least one year. In 1985, for loans with mumxyofnlc transfer abroad interest and profits. The securities had to be purchased with
.\.- one year. h ic if the application was not questioned or] pesetas resulting from the sale of foreign exchznge. In 1986, a new lcg:slanon
rejected within fifteen working days by the Bank of Spain. In June 1988, the] that further liberalized foreign (direct and portfolio) i was app
|2 | minimum maturity period of foreign currency bomrowing not subject to official In 1992 most remzining controls on capml transfer were abolished. The
authorization was raised from oue to three years. In 1989, a 30% unremunerated ds from liquidation of id and capital coutd be
f;;&dcposil requirement on all new foreign borrowing by industrial firms was imposed. ﬁeely ferable abroad, provided that these i had been fully
&L In 1990, the d deposit requi on ali foreign borrowing by banks| registered at the Registry of Fomgn Investnent.
,3;‘ and residents was abolished. ln 1992, all remaining capital controls were lifted. In}
i March, the d deposit requi that applied to all loans|
gconuactedamdwasabohmed lnAanbankswuemthonudmmmﬁnanan

+{loans to nonresidents without restrictions. B ber and N b

(i) the increase in the peseta value of the total long positions in foreign currency;
2](if) the & in credit bat relating to pescta-d inated loans or deposi
g‘ i is-&-vi! id except those arising from exporting financing.

t-]in 1984, Sweden relaxed the mini ired ity for borrowing sbroad in} In 1978, ccilings on banks’ deposit mlcmtmnwac abohshe\ilnln1973 foreign direct investment and the transfer abroad of proceeds required
é forcign currency by enterprises from five m two years. In March 1987, the limit on| 1980, controls on lending rates for i were ion, which was always given. Since 1980, foreigners were glliowed
B fomgn bonvwmg by enterprises was abolished. In 1989, the remaining foreign| but limits on average lending rates were unposed In 1985, cellmgs on| to buy Swedish shares. In 1992, the act restricting foreign acquisitions of |
A were d. C i were free to borrow abroad] banks’ tending rates were lified. Swedish enterprises was sbolished.

k-

In July 1987, foreign exchang Is were liberalized and foreign exchange] In September 1984, the central bank allowed banks to set their prime] In May 1983, portfolio i by foreign i was permitted through

market was opened. Exchange controls on current sccount transactions were] rate based on their cost of funds. In 1986, the central bank approved a] the purchase of beneficiary certificates issued by a securities investment trust

*{completely bolished, and is on capital ions were limited to] proposal from the Banker’s association to enlarge the range between the| ﬁmdcmcrynscwnhm!hccolmn'ymdsoldbyagcmsomsldelhecmmuyA
Eltransactions over USSS million per year per person. Ceilings of banks' foreign| maximum and minimum lending rates, allowing banks to enjoy a greater] p was required for issuing beneficiary certificates. Also
Imbllmcswcmgndmlly msedd:mngthelne 1980s and 1990s. anctobct |996 latitude in setting their own lending rates according to loan maturity and| in May 1983 the first country fund was established. !n December 1986,
were allowed to freely borrow from s credit worthil In July 1989, interest rate ceilings and| regulations were relaxed, and foreigners were permitted to invest in stock
msmuuonsmdwnvmxhefomp:cmncyﬁmdsmNchmwmdolhmhxﬂoonwm letcly abolished. In N ber 1994, in order to firther] markets via contracts with mutual funds. In 1987, outward remittances of
restricti onforwardforcngnmhangetndcwmmmved liberalize the deposn-mhng business, banks were allowed to post| capital were allowed freely up to USS$S million per year. In February 1995, the
HIn 1997, capital for i or trade purp were] interest rates specified for deposits in excess of 3 millions of New] ceilings on the total amount of foreign investment in the local stock market
scompletely free, but controls remained on capital transactions of a short-term| Taiwan dollars, and these rates could differ from those on deposits of| were abolished. The new regulati quired that each foreign investor held no
“{nature. The amount that panies could freely # dly or dly remit each| less than 3 millions of New Taiwan dollars, even though the length of| more that 6% of the market capitatization of a listed company, and forcign
ear was raised from US$20 million to US$50 million. In May, restrictions on{ maturity could be the same. investors as a group could not bold more than 12% of the market capitalization

[ foreign liability limits of authorized foreign exchange banks were abolished. of a listed compary. In August, the ratios were increased to 7.5% and 15%,
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mwcuvely Forug;n direct investment by all foreign mmml persons was
permitted. In March 1996, the domestic securities market was further opened
to nonresidents. Each offshore natural person and offshore juridical person
could invest up to US$5S wmillion and US$20 million in the market,
respectively. The ceiling on total foreign direct investment in any listed
corporation was raised in March and November to 15% of the custanding
shares. In December 1996, the ceilings on investments in the stock market by
qualified foreign institutional investors was raised fmm US$400 millions to
US$600 millions. In February 1997, p were allowed to
issue stocks seas, and foreign panies were allowed to list their stocks
in the domestic nmrke!. In January 1998, ceilings on the proportions of a local
companies’ listed shares that could be held by an individua! foreign investor
and by foreign investors as a group were raised to 25%, and 30%,
respectively. In April, the ratio was increased to 50%.

{in October, Thoiland exempted all loans with original maturity of more than ong]
“lyear from the 10% i
“fmaximum rate that forcign lenders could charge to Thai costumers in conformity o]
|the domestic interest rate ceiling, which enabled borrowers to legally borrow from)
“$abroad at rates higher than the ceiling rate stipulated in the Civil and Commercial

A

y deposit In 1982, suthorities set the|

Code A special cxchange rate regime for current cccount transactions was|

>
e

duced in 1983 and sbolished in 1984. In 1992, loans from obroad could be|

Ll

d without but if the loan was used domestically, resident
borrowers were required to convert foreign currency obtained into bahts. In August|
1995, asymmetric open position limits for short and long positions were introduced]

In June 1989, the Bank of Thailand decided to eliminate the ceiling for]
time deposits with mawrity of more than one year. lnMa.rch 1990
interest rate ceilings on all types of deposits were

In 1988, repatristion of income and capital could be made freely. In January, a
country fund ("The Siam Fund Limited") was introduced. In 1990, equity

in June 1992, lending interest mtes were liberalized.

in order to discournge forcign borrowing. In December, a variety of
aimed at reducing foreign-financed lending was introduced. In 1996, the
restrictions on credit to residents from were d. In May

.y PP

tier exchange rate regime was introduced in July 1997 and abandoned in January|
1998.

and|
June 1997, the central bank edopted some measures to limit capital flows. A two- 7

mpiml i by id: could be made freely. Foreign equity

p or joint were freely permitted. Foreign investors could
hold up to 160% of the equity of 2 firm, but provided that the firm exported all
of its output. Certain economic activities were still reserved to Thai naticnals.
The Banking Law restricted foreign ownership in banks to 25%. The Alien
Business Law restricted foreign ownership in specified sectors to 49%. In
sddition, other laws provided similar restrictions that ranged from 15% to
65%.

e

b g

Wit 8l

+ Jfor capital eccoumt transactions was abolished. In October, authorities

In October 1973, the minimum period for foreign currency borrowing for most|
domestic uses was reduced to two years. In 1979, the special exchange rate regime]

(YIS il

Since the early 1980s, authorities in the United Kingdom abandoned the
use of credit controls. In August 1981, the Bank of England stopped]

all barriers to cutward and inward flows of capital.

blishing lts lending rate and eliminated the ceilings on|
rates. , some Is on the gage lending rates]
wae still in plm In I986 cellmgs on lending rates were eliminated,

and the government withdrew its on g¢ lending rates.

4.

B

In 1973, nonresidents could buy sterling sccurities on a recognized stock
exchange in the United Kingdom against paymem in foreign currency or in
sterling from an 1 The purchased could be d
The participation of foreign capital as a direct investment was subject to
individual authorization, which was nommally granted. Cases involving the

k of which by their size or nature, constituted a
vital part of the English were idered on their merits. All
p ds from reali demp or maturity of sterling capital assets
@ direct i ) owned by nonresidents could be freely

b %

tnnsfcmed nbro.ﬁ n( the official

ge rate. Pay for i to
control guthorization, which was granted

q'

freely.

“fin 1973, corportions were allowed to borrow abrozd bint subject to ceilings, which)

vsere relaxed in July. In June, the minimum reserve to be bzld by Federn! Rmrve
member benks agninst Euro-dollar borrotvings in excess of d as g

In 1973, Regulstion Q that set ceilings on interest payments on deposits
was in pirce. In 1982, Regulation Q was ded. By October 1983,

reserve-free base, introduced in 1972, was reduced from 20% to 8%. ltwusﬁmher
reduced in April 1975, from 8% to 4%, and in December 1977, from 4% to 1%. In
August 1978, the reserve requirement on loans by foreign branches of US banks to

US residents (under Regulation M) of 1% was abolished.

all Is on time d with an original maturity of at least thirty-]
two days were lifted.

In 1973, copital, income, and profits were freely tronsferable abroad. There
were no restrictions on foreign portfolio and direct investment. Foreign
portfoho investment in excess of 16% of the voting securities of a US

P was idered direct i and had to be reported to the
D of C Portfolio i by id: had to be
mponedlotlemsmyDcpcmmL
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allowed to borrow obroad withow any restrictions. In February 1983, autheritics
anzsmmeed o antberized grhvate debl ecld B paid of oo melontis nte and ¢
dux! exchange rate regime was introduced. All foreign credit fad to be registered,
In March 1959, &2 system of multiple éxchange rate wes abolished, and virtally]
2!l forms of exchange contols were climinated In 1994, the forcign exchengr)
ket was eloced, and 8 comrprehensive systam of crehange ecotrals covering o
currest aod eapiia) aecormt trensactions was intreduced. In Apnl 1995, enclargy]
ccnirols were ahalished,
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