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LEGAL QUALITY of BANK REGULATION AND SUPERVISION
AND ITS DETERMINANTS a mixed sample

Abstract

This paper hastwo gods. Thefirg oneisto provide measures of thelegd
qudlity of bank regulation and supervison (RS) in 29 developed and less developed
countries, using the methodology of Neyapti and Dincer (2005). The second isto
invedtigate the determinants of RS under the hypothesis that the exigting inditutiona
environment matters for the change of rdated ingtitutions. The empirica evidence
provided here suggests that padt financid crises and prevailing levels of FDI and
financid market development doindeed effect RS beyond and above the effects of
other likely factors, such as good governance and macroeconomic performance.
Evidence from trangtion economies aso supports these findings.



1.Introduction

North (1990) argues that inditutions gppear and are sustained adaptively; that
is, the evolution of indtitutions occurs due to a network of inditutions thet provide an
accommodetive environment. Implantation of some formd rules or mechanisms, on
the other hand, are often not effectivein countriesif gppropriate market structures and
supporting intitutional mechanisms do not exist.” This paper can be considered as a
test of this argument with an application to financia ingtitutions.> More specifically,
we hypothesize thet characterigtics of the prevailing inditutiond environment have an
effect on the quality of the banking laws adopted.

Neyapti and Dincer (2005) (henceforth ND) provides measures of the legal
quality of bank regulation and supervision (RS) basad on an extengve st of 98
criteriaread from the banking laws of trangtion economies. The criteriais grouped
under 9 main dugters of information regarding: A) capitd requirements; B) lending;
C) ownership structure; D) directors and managers, E) reporting/recording
requirements; F) corrective action; G) supervison and; H) depost insurance.  The
quantification of the above ligt of criteriais mede with the viewpoint of evduging the
extent of limiting or diminating the potentid transaction cogts or the risks in the
banking sector. Summary indices, based on the unweighted averaging and principle

components andyd's, that we generate from thiswide-ranging criterialist enable the

! See, for example, Cukierman et d (2002) and Neyapti and Dincer (forthcoming, 2005) for the
empirical findings on the adoption of monetary financia or indtitutions in transition economies.

2 Posen (1995) argues that effective financial opposition to inflation (measured by “unity of interest in
price stability and openness of political system to interest group influence) has a positive impact on
central bank independence.



assessment of the relative postions of countries with regards to legd banking
reforms.

This pagper extents the ND study in two dimensons firdt, we adopt the ND
methodology to measure RS in another set of 29 countries that includes both
developed and less-developed countries, excluding the set of trarsition countries
investigated in ND. Next, in addition to usng deposit insurance (D) as a component
of RS aswas the case in ND, here we aso form aindex of RS excluding the DI
component, as we think that DI deserves a separate attention due to the recent
emphadsgiventoit in the literature (see, Demirguc-Kunt and Huizinga 2003). The
resulting indices of RS dso enables us to compare the legd quality of banking sector
reformsin trangtion countries with thet in amixed sample of developing and
developed countries. Secondly, as different issue from ND, in this paper we
investigate the determinants of RS. More specificdly, we andlyze the effects of
prevaling financid market development, foreign direct invesment (FDI), financid
crises and governance on thelevel of RS, The choice of these varidbles as possible
determinants of RS can be explained asfollows. The use of crisesis due to the need
for prudent bank regulation and supervison that became particularly evident after the
recent Asan financid crises, leading to increesing emphasis given to Bade guiddines
in the banking sectors of many countries. Hence, we hypothesize that former
experience of financid crises aso result in the lesson of adopting higher quality RS.
We ds0 hypothesize that both developed financid markets and good governance

provide gppropriate ground for inditutiondizing prudent bank regulation and

3 Using these measures, ND show that, controlling for other relevant factors, RS has had positive
influence on the growth rates of trangition economies.



supervison and thus make it the more likely to adopt high legd qudity of bank
regulation and supervison.

FDI flows are often directed to countries that have favourable market
conditions thet adso reflect the potentid of a country for ingtitutiond reforms,
incdluding those geared to reduce adverse selection and mora hazard problemsin the
banking sysem. Hence, theincdusion of FDI intheligt of potentid determinants of
RS follows the argument that FDI flows indicate the pre existence of the necessary
investment infrastructure thet, as a part of inditutiona network, we consder would
aso be highly rdevant for the establishment of good qudity of RS. Moreover, the
reason that we consder EU membership in thislist isthet it is generdly accepted asa
favorableinitid condition that may aso lead countries to adopt new legd frameworks
(see, for example, Cukeirman et d., 2002).

To sum up, our hypotheses are motivated with the view that adoption of better
qudlity of bank regulation and supervison can be partidly explained by ather crises
that generate encompassing problems and thus significant lessons for economic better
management, as in the aftermath of the Asan financid crises; and the presence
developed financid markets or flow of FDI that are associated with supporting
indtitutiond infrastructure. We test these hypotheses both for the sample of 29
developed and less developed countries, for which new measurements of RS are
presented in this paper, and for the 23 trangtion economies covered in ND. The use
of two different samples dso serves the purpose of arobustness test for our findings.

The rest of the paper is organized as follows. Section 2 reports the new data
set. Section 3 explains the methodology and reports the empirical results. Section 4

concludes.



2. Dataand Methodology

The methodology to evduate RS follows directly thet of ND (2004) and is
based on the codings of the letter of actud banking laws. The only differencein the
methodology from that of ND isthat, in this paper, we separate the DI codings asa
different varigble (DI). Our measure of DI emphasizes redtrictiveness cum
transparency cum coverage aspects asfor dl the other aspectsof RS, Thisisasan
dternative messurement of DI to thet provided by Demirguc-Kunt and Huizinga (DH,
2003).* To show the inherent consistency in our codings, via the reinforcing effect of
such atributes of DI for therest of RS, we dternatively use RS both including
(RSWDI) and excluding DI (RSwaDl) in our andlyss.

Hence, for both types of RS, we caculate three indices, namdly, the
unweighted average, and two types of principle componentsthat are explained in
detal in ND°. The codings of RS are such that if a country's banking law is coded as
1, it stidfies the Bade Guiddines and it dso covers additiond attributes of banking
regulation and supervision that are basedon the letter of the banking laws.

Table 1 below reports the ligt of countries and the dates of the banking laws
employed in this sudy, dong with the unweighted indices of RSwDI and RSwaoDlI

corresponding to each. For the countries studied, we observe only 4 changesin the

“DH interpret the variable based on the various properties of DI asthe “Mora Hazard Index” (MHI).
The authors argue that the adoption of deposit scheme involves the trade-off between increased
depositor safety and reduced market discipline on banks. Here, however, we consider the deposit
insurance as contributing to the quality of bank regulation and supervision. Although our index and
DH index are smilar to each other, thereis a main difference on the management of the deposit
insurance fund. We support that private management increases the qudity whereas, in DH index,
officid management is preferred. Furthermore, the coverage of our index iswider. Better coordination
between the management of DI and the CB, better coordination between the management of DI and
bank supervisor, the quicker paymentsto depositors, and full coverage during crises are the criteria that
increase the quality of deposit insurance in our index.

® the two types of principle components (PC) are formed asfollows: i), by caculating PCs based on all
of the 98 criteria, ii) first by cdculating the PCsfor each of the 9 sub-criteriagroups, and then
caculaing the PCs based on the resulting number of PCs cdculated in the first step.



banking laws, namdy for Brazil, Indonesa, UK and Turkey, which increase the

number of (pand) obsarvationsto 33.

Table 1. Unweighted Indicesof RS

Country Year of RSwDI RSwoDI
Enactment
of the Banking
Law
Developed Countries 0.36 0.35
Germany 1993 0.59 0.58
Portugd 1992 051 0.49
Luxemburg 1993 041 0.37
Denmark 1996 0.39 0.44
Finland 1997 0.37 034
Netherlands 1992 034 0.38
England (2) 1987 0.32 0.28
Begium 1993 031 0.29
France 1984 031 033
Gresce 1993 0.28 0.31
Spain 1988 0.28 0.23
England (1) 1979 0.27 0.23
Switzerland 1934 024 0.28
Less-developed Countries 0.28 0.29
Turkey (2) 1999 0.49 0.48
Hong Kong 1997 0.39 045
Turkey (1) 1985 0.38 0.37
Kenya 1995 0.36 0.36
Egypt 1957 0.35 037
Singapore 1994 0.35 04
Lebanon 1963 0.33 0.29
Philippines 1948 0.31 0.26
Mdaysa 1989 0.29 033
Pakistan 1962 0.27 0.31
Si Lanka 1988 0.27 031
Argentina 1977 0.24 0.18
Korea 1998 023 0.26
South Africa 1990 023 0.26
Kuwait 1968 0.22 0.26
Brazil (2) 1974 0.21 0.24
Tunisa 1967 02 0.23
Brazil (1) 1964 017 0.19
Indonesia (1) 1967 013 0.15
Indonesia(2) 1992 0.13 0.14

Ingpecting RS vaues reported in Table 1 reved's some interesting points. That
Germany recaives the highest ranking (RS) may suggest thet it follows the Bade
Guiddines more dosdy then the ret of the countriesin the sample. Following

Germany, ranks the Portuguese law dated 1992 and the Turkish law dated 1999. We



aso obsarvethat dl the laws thet are later revised (namely of Turkey, England and
Brazil) reflect higher valuesfor RS than the earlier ones, except for adight
deterioration in the codings of Indonesia from 1967 to 1992.°

Thesamplein Table 1 yidds 0.31 for the average vaue for the RSwDI index,
which is much higher than the average of 0.19 based on 26 observations obtained for
RS (the comparable index) the trangtion countries. Also, Tablel shows that
developed countries, on average, has ahigher RS than less developed countries, where
the difference is especidly notable with regardsto RSwDI. When focused on 1990s
only, the whole sample dso yidds an average of 0.36, which isthe same asthe
developed countries average. Interestingly, the only 3 countries in the current sample
that have had less than the average of 0.36 RSwDI in the 1990s, namely South Africa,
Koreaand Indonesia, al have had finandid crisesin the 1990s’. We adso observe that
the corrdaion between RswDI and RSwaoDlI isvery high: 0.94.

Appendix 1 reports the principle components of both RSwDI and RSwvoDI. In
addition, Appendix 2 reports the corre ations between the principle components and
the unweighted indices of RSwDI and RSwoDI. Thet the correl ations between both
types of RS and their (first) principle components arevery high (more than 74%)
judtifies that we only employ the unweighted averages method in the rest of the paper.
Moreover, the rdationship between the 9 main components of RS and the main
principle components, constructed by various methods® do not indicate any specific
dugtering of the codings such that we could dassify theindividud principle

components in any specific way. This and our concern about degrees of freedom are

® UK has revised its banking law also in 2000

" see Caprio and Klingebiel 1999.

8 Thetwo explained above which are both formed based on correlation and covariance methods built-in
the E-Views econometrics package.



the other reasons for using the unweighted indices of RS to represent dl of its
components.

Table 2 ligsthe average vaues of the 9 components of RS across trangtion
countries and our current mixed sample. Developed countries appear to have
epecidly better qudity with regards to the provisions about ownership structure;
directors and managers, reporting, recording requirements and supervison. Onthe
other hand, less-developed countries on average gppear to have dricter provisons for
deposit insurance and corrective action. Thetable revedsthat lega provisons
regarding DI are much less redtrictive in trangtion economies than in both developed
and less devdoped countries. Thisis explainable on the grounds thet greater coverage
and lessinhibited DI was a need during the reform period of trangition economies, as
would bethe casein any crises period. Moreover, it appearsthat legd RSin
trangtion economies has sgnificantly lagged behind developed countries with regards
to any group of criteria

Table 2. Comparison of 9 components between different samples
Deve oped L essdeveloped Trangtion

A. Capital Requirements 0.41 0.41 0.37
B. Lending 0.06 0.18 0.06
C. Ownership Structure 0.25 0.13 0.13
D. Directorsand Managers 0.23 0.19 0.13
E. Reporting/Recording

Requirements 0.48 0.35 0.37
F. Corrective Action 0.49 0.57 0.32
G. Supervision 0.46 0.28 0.16
H. Deposit Insurance 0.68 0.84 0.10

3. What Determines RS?

In this section, we test the hypothesis that the prevailing circumstances of the
economy when the banking law was enacted, namely, banking crises; indicators of

FMD; governance; FDI flows, and the EU membership, dl affect the qudity of RS.



The andysisin the paper can be characterized as an event study based on datafor 29
countries, where we look at 10 year averages of the rdevant variables before the date
of changesin banking lawvs. All the estimations below are carried out by robust-errors
technique that corrects for heterogeneity across countries.

For the indicators of financid market development (FMD), we use the share
of credit going to the private sector in GDP (CRprvtGDP), the size of the banking
sector as compared to GDP (CRGDP) and M2 to GDP ratio (M2GDP). We dso
employ FDI to GDP ratio (FDIGDP) s0 asto account for the presence of initid
conditions conducive to investmert. All the data, incdluding various measures of
governanceg, are obtained from the World Bank web-gtes. Data on financid crises
(CRISES) are based on Caprio and Klingebid (1999), which we expressed as
percentage of the time period that coincided with aises. Similarly, we express EU
membership as percentage of the time period congdered that covers the membership
period. The deta are reported in Appendix 3.

In what follows, we sequentidly investigate the effect of each of these
variables on RS (measured by RSwDI). Thefirg three columns of Table 3a shows
the relaionship between RS and the vaues of the three dternative measures of FMD
(CRGDP; CRprvtGDP and M2GDP) besidesiits rdationship with EU membership in
the period preceding the enactment of banking laws. In dl these regressons, we
observe that FMD aswell as EU membership matters for the qudity of RS,

Next, we consder the possihility that countries that have gone through
sgnificant banking crises decide to adopt, or are impased to adopt by donor countries
or inditutions thet finance recovery, higher qudity RS. To test this hypothess we

add the variable CRISES, which measuresfor the retio of the period covered in this

10



study that wasin crises, in dl these three regressons. The results indicate that not
only that previous crises are Sgnificant in affecting strong legd bank reforms, but

aso itsindusion sgnificantly improves the overal goodness of fit of the regressons.

Table 3a. Deter minants of RSwDI

1

| I I W V
Congtart 023 0.18 023 0.20 0.18
B10**  (BIN***  (68***  (104L***  (8IG)+*
EU Mem. 0.10 007 0.10 012 0.09
Q77+ (166)* (53B)**  (BATY** (252
CRISES 0.17 0.12
(264 (2.52)**
CRpIVIGDP  0.00 0.00
(3.26)+* (4.00)***
CRGDP 0.00 0.00
(4.20)*** (5.00)+*
M2GDP 0.00
(3.50)***
D.Fredom 26 25 14 25 24
R-bar2 0.29 042 0.14 045 049

VI

0.18
(10.26)*+*
012
(10.84)%+*
0.25

(6.45)***

0.00
(5.98)* *%

13
0.75

Notes In parentheses under each coefficient are the t-ratios.

*xx % and * indicate statistical Sgnificance a 1%, 5% and 10% levels, respectively

Table 3b shows the same regressions as in Table 3a, with the exception that
the dependent variable isRSwoDI. Aswasindicaed earlier, a comparison of the
goodness of fits of the last 3 regressionsin Tables 3aand 3b indicate that the
incluson of DI into the measurement of RS may indeed be providing arenforcing
effect when CRISES is taken into account. Having separately doserved the postive
effect of CRISES on DI*°, we can argue that, unlike in Table 33, that CRISES is not

sgnificant in Table 3b reved s that the positive linkage between DI offered during

crises may be captured in the pogtive coefficient of CRISESin Table 3a. The rest of

the results are very smilar across the two tables.

® Governance measures of political stability (POLSTAB), corruption control (CORR), government
efficiency (GOVEFF) and rule of law (RULE) are dl obtained from Kaufmann et d. (2003)



Table 3b. Deter minants of RSwaoDI

| I I IV Vv Vi
Congant 024%*% Q19+ 023** Q22+ 019%** 010
(848) (6.80) (742) (959) 7.23) (968)
EU Mem. 0.08** 005 012%*  009*** 006 0.15%**
207) (114) (7.12) (249) (149 (1057)
CRISES 012 006 0.224%*
(154) (099) 59)
CRPIVIGDP  0.00%** 0.01***
(363) (381)
CRGDP 0.00%** 0.00**
(4.69) 4.74)
M2GDP 0.00%+* 0.00%**
(442) GR)
D.Fredom 26 25 14 25 24 13
R-bar’ 0.29 041 032 0.36 040 0.73

Notes: In parentheses under each coefficient are the t-ratios.
*xx % and * indicate statistical Sgnificance a 1%, 5% and 10% levels, respectively

In Table 4, we explore the impact of FDIGDP on RSwDI. However, we have
to note thet the lack of information on FDI (see Appendix 3) limits the number of
observationsin asubgtantid manner. Hence, we andyze the effect of FDI on RS

separate than that of FMD. In addition to data limitations, we judtify this separation
due to the very high correlations between FDIGDP and the two FMD messures,
namdy M2GDP and CRprvtGDP (see Appendix 4).

Table 4 indicates that, Smilar to FMD, FDI dso has sgnificant pogtive
impect on RS, dong with the EU membership and CRISES variables. In thefirgt
column, we thus test the hypothesis that favorable initia conditions, such asEU
membership and FDI flowsinto a country may be conducive to the adoption of
gregter qudity RS. Indeed, we observe that both EU membership and FDIGDP are
sgnificantly pogtive a 5% levels for RSwoDI, though FDIGDP is not significant for

RSWDI. Columns2 and 4 of Table 4 report the results with the addition of CRISES

1% \Weregressed DI on FDIGDP, CRISES and EU membership and observed that the first is negatively



varigble, which notably impr ove the estimation results. The findings indicate thet
indeed the presence of crises significantly contribute to the qudity of RSin the

decade that follows. Moreover, after contralling for CRISES, FDIGDP aso becomes

sgnificant for RSwDI.
Table4. Determinants of RS
RSADI RSwaDI
| T | T
Congtant 0.20%** Q.24 ** 0.28%** 0.24%**
(9.82) (10.06) (9.56) 9.33)
EU Mem. 0.10* 0.14%** 0.10+* 0.14%**
(1L90) (289) (199) .75
CRISES 0.16%** 013*
(263 (1.80)
FDIGDP 0.00 0.01%* 0.01%* 0.01%**
062 (241) (196) (351)
D. Freedom 18 17 18 17
R-bar? 0.08 0.25 0.10 0.20

Notes: In parentheses under each coefficient are the t-ratios.
**x % and * indicate Satistical significance at 1%, 5% and 10% levels, respectively

We a 50 added messures of governance (POLINS, GOVEFF, RULE and
CORR) into our determinants list for RS, dong with both FMD variables and
FDIGDP, and observed that neither of these measures improves the results and their
coefficients are insignificant.** This result indicates that the variables reported in
Tables 3 and 4 dready capture the conditions under which good governance operates,
indeed, excluding some of the control variables lead to significant coefficients for the
governance variables supporting this argument.

Findly, we added macroeconomic fundamentals, namdly, inflation, GDP

growth and openness to the list of explanatory variables (not reported)*2. However,

and the second is positively significant for DI.

" \We observein Appendix 4 al governanceindicators are highly correlated with EU membership and
especialy with the FMD indicators: M2 to GDP and private credit to GDP ratios.

12 These results are avail able from the author upon request.
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we note that while the first two varigbles are highly correlated (at around 50%) with
both EU membership and FDIGDP, the last one is very highly (over 90%) corrdated
with FDIGDP. Hence, the resulting regresson model reduces the significance of
former results and the added variables are themsdves found insgnificant, due
possibly to high multicolinearity among the explanatory varigbles.

Trangtion countries:

We compare the results obtained here with those in trangtion economies theat
were reported in ND. Dueto datalimitationsin trangtion s, instead of financid
market development indicators and FDI, we ingtead use cumuletive liberdization
index (CLI)™:.

The regression results reported in Table 5 indicate thet, asin the current data
set, presence of financid crises prior to the enactment of banking laws aswell asthe
median cumulative liberdization index prior to the enactment of banking laws are
postively affecting the qudity of RSin trangtion economies. Both of these results
closdly pardld the above results.

Table5. Deter minants of RSin Transition Economies
| 1

Congtant 0.11*** -0.00
N (4.48) (-0.05)
Initid CLI 0.03*** 0.02+*
(310 (240

Initid GDP 0.02
(128

Lagged Crises 0.07** 0.07%*
(218 (222

R-bar? 0.29 0.29

Notes: In parentheses under each coefficient are the t-ratios.
**x *x and * indicate gatigtical Sgnificance a 1%, 5% and 10% levels, repectively

3 De Mdo et a (1996) measure CLI based on the indices of interna and external price liberalization
and other market reformsincluding privatization, which are al reported cumulatively over time.



4. Conclusons

Following the methodology of Neyapti and Dincer (2004), this study presents
new evidence on the legd qudity of bank regulation and supervison in anew set of
countries that involve developed and less developed countries, excluding transition
economies. The new evidence shows thet, on average, RS in developed countries
tend to be greater than that in both less developed countries and transition economies

In addition, pand andysis revedsthat prevailing financid crises, financid
market development, FDI and EU membership dl postively affect RS. Wefind
further support for these findingsin trangition country sample aswell.

The palicy implication emerging from this udy isthet qudity of RS may
increase with the lessons derived from crises, but improving financid markets and
policies that also encourage FDI dso appear to contribute to the legd qudity of RS

that would, in turn, contribute to sustaining conditions for inditutional and economic

development.
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Appendix 1. Unweighted I ndices of Regulation and Indices

17

Banking Laws RSwDI RSwaDI
Pal Pa2 Pbl Ph2 Pal Pa2 Pbl

Argentina-1977 -1.22 113 -0.83 -0.48 -1.31 -0.09 -1.28
Bdgium-1993 042 0.75 -1.69 128 021 181 0.27
Brazil-1964 -2.73 -0.68 -3.84 -1.21 2.56 -0.38 -2.56
Brazil-1974 -2.34 -0.71 -2.18 -0.99 -2.16 -0.52 -2.16
Denmark-1996 159 -1.24 116 0.88 182 0.87 184
Egypt-1957 0.74 -0.87 1.05 -1.71 0.83 -0.75 0.79
England-1979 -1.62 2.32 -1.16 196 -1.99 0.77 -1.96
England-1987 -157 241 -212 159 2.00 1.08 -2.02
Finland-1997 215 0.77 233 127 181 -0.42 1.80
France-1984 0.72 -1.18 -0.86 0.26 0.86 103 0.87
Germany -1993 314 162 3.06 3.29 273 0.77 2.65
Gresce-1993 -0.91 -0.02 -1.05 2.36 0.95 1.36 -0.97
Hong Kong1997 1.39 -1.31 323 -2.35 1.66 -1.66 1.60
Indonesia-1967 -1.74 -0.56 -1.69 041 -1.61 -0.15 -1.52
Indonesia-1992 -1.69 -0.53 -1.07 -0.19 -1.60 -0.53 -1.50
Kenya-1995 0.84 -0.28 1.62 -0.57 0.90 -1.18 0.94
Korea1998 -153 -1.07 -0.55 -2.21 -1.30 -1.93 -1.29
Kuwait-1968 -0.73 -1.03 -0.79 -0.88 051 -0.67 -0.51
Lebanon-1963 -0.74 0.97 -0.63 -0.60 0.86 -1.65 -0.82
Luxemburg-1993 0.71 236 0.34 2.69 0.24 217 0.16
Maaysia-1989 0.89 -1.67 0.81 -1.69 123 -0.25 120
Netherlands 1992 115 -1.05 -0.03 0.75 128 2.03 1.26
Pakistan-1962 0.48 -152 0.94 -0.01 0.78 -0.03 0.81
Philippines-1948 -153 2.39 035 257 -1.90 0.08 -1.95
Portud-1992 213 161 1.08 0.32 1.89 -0.03 185
Sngapore-1994 0.91 -1.68 0.55 -2.52 125 -1.06 1.26
South Africa1990 -0.68 -0.92 -1.41 -0.63 0.48 0.28 -0.56
Spain-1988 -0.40 1.96 -0.87 121 0.74 120 -0.69
Si Lanka1988 -0.09 -1.26 -0.66 -1.56 0.18 0.71 0.17
Switzerland-1934 0.48 -1.27 -0.06 -0.70 0.73 0.30 0.74
Tunisa1967 -0.91 -1.36 -0.76 -0.98 0.63 0.02 -0.56
Turkey -1985 0.53 0.52 145 -1.19 0.40 -1.95 0.43
Turkey -1999 213 1.39 4.27 -0.35 1.75 -1.22 1.70




Appendix 2a: Corrédations among RSwoDI and its principle components.

Pal
A. Capital Requirements 04
B. Lending 03
C. Ownership Structure 0.6*

D. Directorsand Managers 01
E. Reporting/Recording

) 0.8*
Requirements
F. Corrective Action 04
G. Supervision 0.8*
RSwoDI 0.9*

Pa2
-03
-0.7*
0.2
0.2

03
-02
0.4*
00

Pol
0.4*
03
0.6*
01

0.8

04
0.8*
0.8*

Note: * Indicates significance at 1 percent levd.

Appendix 2b: Correationsamong RSwDI and its principle components.
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Pal
A. Capital Requirements 0.5*
B. Lending 03
C. Ownership Structure 0.7*

D. Directorsand Managers 01
E. Reporting/Recor ding

Requirements 0.8*
F. Corrective Action 04
G. Supervision 0.8
H. Deposit Insurance 02
RSwDI 0.8

Pa2
0.1
00
0.1
03

-01
-01
00
0.9*
04

Pol
0.6
0.5*
0.6*
00

0.5*
0.6*
04
02
08

01
03
02
01

01
01
02
0.6*
03

Note: * Indicates Sgnificance at 1 percent level.



Appendix 3. Data used in the study
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Banking Laws CRprvt CRGDP M2GDP FDIGDP Rule of Corr. Polins Govn.
GDP Law Eff.

Argentina-1977 16.69 24.96 17.38 0.05 0.22 -0.36 0.55 0.18
Bdgium-1993 7.46 83.20 - 131 134 1.05 0.87 129
Brazil-1964 16.83 26.42 17.28 - -0.26 -0.02 047 -0.27
Brazil-1974 28.58 3343 16.38 122 -0.26 -0.02 047 -0.27
Denmark-1996 42.01 59.61 57.76 115 171 209 134 162
Egypt-1957 - - - - 0.21 -0.16 0.21 0.27
England-1979 28.46 47.52 - 142 161 1.86 11 177
England-1987 4558 54.25 - 128 161 1.86 11 177
Finland-1997 76.04 75.74 - 0.76 183 225 161 167
France-1984 90.54 103.23 - 041 122 115 104 124
Germany-1993 86.17 100.97 - 0.16 157 138 121 167
Gresce-1993 37.78 94.19 - 116 0.62 0.73 0.79 0.65
Hong Kong-1997 152.92 145.08 162.40 - 137 116 113 11
Indonesia-1967 3.36 29.88 4.02 - -0.87 -1.01 -1.56 05
Indonesia-1992 29.18 28.17 26.56 0.64 -0.87 -1.01 -1.56 05
Kenya-1995 3204 52.27 31.06 0.32 -1.21 -111 -0.83 -0.76
Korea1998 68.83 - - 0.49 0.55 0.37 05 044
Kuwait-1968 9.74 4.04 29.76 - 11 0.59 0.64 0.13
L ebanon-1963 - - - - -0.05 -0.63 -0.55 -0.02
Luxemburg-1993 108.86 109.36 - - 1.86 178 148 1.86
Malaysia-1989 72.13 101.55 58.38 318 0.34 0.13 0.31 0.53
Netherlands 1992 80.82 11234 - 193 167 209 148 184
Pakistan-1962 13.02 36.43 36.47 - -0.74 -0.79 -0.39 -0.48
Philippines-1948 - - - - -0.49 -0.49 -0.21 0.03
Portugd-1992 61.86 87.37 - 1.80 0.94 121 141 091
Singgpore-1994 99.11 80.73 81.70 10.51 185 213 144 216
South Africar1990 7137 91.83 50.40 - -0.05 0.35 0.07 0.25
Spain-1988 66.72 91.82 na 112 112 145 101 157
Si Lanka1988 20.10 43.16 2848 0.86 -0.31 0 -1.63 -0.44
Switzerland-1934 - - - - 191 191 161 193
Tunisa1967 2842 40.88 30.07 - 0.81 0.86 0.82 13
Turkey -1985 1754 43.76 18.77 0.09 -0.16 -0.48 -0.75 -0.15
Turkey-1999 19.90 12142 2542 0.46 -0.16 -0.48 -0.75 -0.15




Appendix 4. Correations Among Variables

) o n 8
& g &% Al 2| B gy =
B 2| $(8.| 8| 8| 8| 8|2 |B |= | &

m oo U] 8 o k= o]

FDIGDP 1.00

CRISES -0.30 | 1.00

DEU -008 | -0.20 | 1.00

M2GDP 0.84 | -029 | 0.34 1.00

CRprvtGDP 0.92 | -0.33 | 0.06 | 0.93 1.00

CRGDP 0.35 | 0.46 001 [ 049 | 044 1.00

POLINS 056 | -0.37 | 047 [ 0.61 0.60 0.18 1.00

GOVEFF 0.76 | -0.40 [ 051 | 0.86 0.76 0.33 | 0.84 | 1.00

CORR 068 | -045 | 0.62 | 080 [ 066 | 025 | 0.79 [ 0.95 1.00

RULE 0.66 | -0.42 | 057 | 0.77 0.65 0.30 | 0.84 | 0.98 0.96 1.00

GDP 0.66 [ -0.33| -0.59 0.37 059 008 ]| -0.06| 0.15 0.02 0.02 1.00

Inf -082| 052| -042| -097| -090| -0.28( -0.70| -0.87| -0.86| -0.79 | -0.39 1.00

Openness 099| -028| -0.08| 086 090| 033 054| 0.73 0.67| 062| 064| -081| 1.00




