
W
orking Papers N

o. 199
Septem

ber 2000

Prudential Regulation of Banks
in Less Developed Economies

S. Mansoob Murshed and Djono
Subagjo



818�:RUOG�,QVWLWXWH�IRU
'HYHORSPHQW�(FRQRPLFV�5HVHDUFK
�818�:,'(5�

:RUNLQJ�3DSHUV�1R�����

3UXGHQWLDO�5HJXODWLRQ�RI�%DQNV�LQ
/HVV�'HYHORSHG�(FRQRPLHV

6��0DQVRRE�0XUVKHG�DQG
'MRQR�6XEDJMR

6HSWHPEHU�����

7KLV�VWXG\�KDV�EHHQ�SUHSDUHG�ZLWKLQ� WKH�818�:,'(5�,QWHUQVKLS�3URJUDPPH
DQG�WKH�SURMHFW�RQ�*OREDOL]DWLRQ�DQG�WKH�2EVWDFOHV�WR�WKH�6XFFHVVIXO�,QWHJUDWLRQ
RI�6PDOO�9XOQHUDEOH�(FRQRPLHV��ZKLFK�LV�GLUHFWHG�E\�'U�6��0DQVRRE�0XUVKHG�
818�:,'(5�

818�:,'(5�JUDWHIXOO\�DFNQRZOHGJHV�WKH�ILQDQFLDO�FRQWULEXWLRQ�WR�WKH�SURMHFW
E\�WKH�0LQLVWU\�IRU�)RUHLJQ�$IIDLUV�RI�)LQODQG�

'MRQR�6XEDJMR�LV�DIILOLDWHG�ZLWK�818�,17(&+��0DDVWULFKW��1HWKHUODQGV�



818�:RUOG�,QVWLWXWH�IRU�'HYHORSPHQW�(FRQRPLFV�5HVHDUFK��818�:,'(5�
$�UHVHDUFK�DQG�WUDLQLQJ�FHQWUH�RI�WKH�8QLWHG�1DWLRQV�8QLYHUVLW\

7KH�%RDUG�RI�818�:,'(5

1RUD�/XVWLJ
+DUULV�0XWLR�0XOH
-XNND�3HNNDULQHQ��9LFH�&KDLUSHUVRQ
5XEHQ�<HYVWLJQH\HY
0DVDUX�<RVKLWRPL

([�2IILFLR

+DQV�-��$��YDQ�*LQNHO��5HFWRU�RI�818
0DWWL�3RKMROD��2IILFHU�LQ�&KDUJH��D�L���818�:,'(5

818� :RUOG� ,QVWLWXWH� IRU� 'HYHORSPHQW� (FRQRPLFV� 5HVHDUFK� �818�:,'(5�� ZDV
HVWDEOLVKHG�E\�WKH�8QLWHG�1DWLRQV�8QLYHUVLW\�DV�LWV�ILUVW�UHVHDUFK�DQG�WUDLQLQJ�FHQWUH
DQG� VWDUWHG� ZRUN� LQ� +HOVLQNL�� )LQODQG� LQ� ������ 7KH� SXUSRVH� RI� WKH� ,QVWLWXWH� LV� WR
XQGHUWDNH� DSSOLHG� UHVHDUFK� DQG� SROLF\� DQDO\VLV� RQ� VWUXFWXUDO� FKDQJHV� DIIHFWLQJ� WKH
GHYHORSLQJ� DQG� WUDQVLWLRQDO� HFRQRPLHV�� WR� SURYLGH� D� IRUXP� IRU� WKH� DGYRFDF\� RI
SROLFLHV�OHDGLQJ�WR�UREXVW��HTXLWDEOH�DQG�HQYLURQPHQWDOO\�VXVWDLQDEOH�JURZWK��DQG�WR
SURPRWH� FDSDFLW\� VWUHQJWKHQLQJ� DQG� WUDLQLQJ� LQ� WKH� ILHOG� RI� HFRQRPLF� DQG� VRFLDO
SROLF\�PDNLQJ�� ,WV�ZRUN� LV� FDUULHG� RXW� E\� VWDII� UHVHDUFKHUV� DQG� YLVLWLQJ� VFKRODUV� LQ
+HOVLQNL�DQG�WKURXJK�QHWZRUNV�RI�FROODERUDWLQJ�VFKRODUV�DQG�LQVWLWXWLRQV�DURXQG�WKH
ZRUOG�

818�:RUOG�,QVWLWXWH�IRU�'HYHORSPHQW�(FRQRPLFV�5HVHDUFK��818�:,'(5�
.DWDMDQRNDQODLWXUL���%
������+HOVLQNL��)LQODQG

&RS\ULJKW�È�818�:,'(5�����

&DPHUD�UHDG\�W\SHVFULSW�SUHSDUHG�E\�/RUUDLQH�7HOIHU�7DLYDLQHQ�DW�818�:,'(5
3ULQWHG�DW�+DNDSDLQR�2\��+HOVLQNL�

7KH�YLHZV�H[SUHVVHG�LQ�WKLV�SXEOLFDWLRQ�DUH�WKRVH�RI�WKH�DXWKRU�V���3XEOLFDWLRQ�GRHV�QRW�LPSO\
HQGRUVHPHQW�E\�WKH�,QVWLWXWH�RU�WKH�8QLWHG�1DWLRQV�8QLYHUVLW\��QRU�E\�WKH�SURJUDPPH�SURMHFW
VSRQVRUV��RI�DQ\�RI�WKH�YLHZV�H[SUHVVHG�

,661����������
,6%1����������������SULQWHG�SXEOLFDWLRQ�
,6%1����������������LQWHUQHW�SXEOLFDWLRQ�





LLL

&217(176

/,67�2)�7$%/(6 LY

$&.12:/('*(0(176 Y

$%675$&7 YL

,1752'8&7,21 �

, (03,5,&$/�027,9$7,21�)25�025(�52%867�%$1.,1*
6(&725�32/,&< �

��� 'HWHUPLQDQWV�RI�EDQNLQJ�FULVHV �

,, 358'(17,$/�),1$1&,$/�5(*8/$7,21 ��

��� 2EVWDFOHV�WR�EXLOGLQJ�D�UREXVW�ILQDQFLDO�VHFWRU ��
��� $Q�DSSURSULDWH�UHJXODWRU\�IUDPHZRUN ��

,,, &21&/86,216�$1'�32/,&<�,03/,&$7,216 ��

$33(1',;�, ��

$33(1',;�,, ��

5()(5(1&(6 ��



LY

/,67�2)�7$%/(6

7DEOH�� )LQDQFLDO�OLEHUDOL]DWLRQ��EDQNLQJ�FULVHV��FXUUHQF\�FULVHV�DQG
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7DEOH�� 7KH�VWDUWLQJ�GDWHV�RI�EDQNLQJ�FULVHV�LQ�FRPSDULVRQ�ZLWK
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(DUOLHU� YHUVLRQV� RI� WKLV� SDSHU� ZHUH� SUHVHQWHG� DW� WKH� 8.�,QWHUQDWLRQDO
(FRQRPLFV�6WXG\�*URXS�&RQIHUHQFH� DW� WKH�8QLYHUVLW\� RI�:DOHV�� ������$SULO
������ DW� WKH�818�:,'(5�*OREDOL]DWLRQ�&RQIHUHQFH� LQ�+HOVLQNL�� ������0D\
������ DQG� DW� D� VHPLQDU� LQ�:,'(5�� :H� ZLVK� WR� WKDQN� SDUWLFLSDQWV� IRU� WKHLU
FRPPHQWV�� 8VHIXO� FRPPHQWV� PDGH� E\� &ROLQ� .LUNSDWULFN� DUH� JUDWHIXOO\
DFNQRZOHGJHG�
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%HJLQQLQJ� ZLWK� DQ� HPSLULFDO� DQDO\VLV� RI� EDQNLQJ� FULVHV� XVLQJ� D� ORJLW
HFRQRPHWULF�PRGHO�FRYHULQJ�D�VDPSOH�RI�GHYHORSHG�DQG�GHYHORSLQJ�FRXQWULHV
EHWZHHQ����������WKH�SDSHU�VXJJHVWV�WKDW�FULVHV�DUH�PRUH�OLNHO\�LQ�\HDUV�RI�ORZ
JURZWK� DQG� KLJK� UHDO� LQWHUHVW� UDWHV�� 3ULYDWH� VHFWRU� FUHGLW� DV� D� SHUFHQWDJH� RI
*'3�� ODJJHG� FUHGLW� JURZWK� DQG� WLJKW� OLTXLGLW\� LQ� WKH� EDQNLQJ� VHFWRU� DUH� DOVR
VWURQJO\�UHODWHG�ZLWK�EDQNLQJ�FULVHV��7KH�UHVXOWV�FDOO�IRU�PRUH�UREXVW�ILQDQFLDO
UHJXODWLRQ��7KH�SDSHU�DUJXHV�WKDW�OHVV�GHYHORSHG�FRXQWULHV��/'&V��IDFH�LQKHUHQW
REVWDFOHV� LQ� VHWWLQJ� XS� HIILFLHQW� UHJXODWLRQ�� DQG� EXLOGLQJ� XS� D� VRXQG�EDQNLQJ
VHFWRU�� 7KHVH� DUH� UHODWHG� WR� WKH� SUHVHQFH� RI� PXOWLSOH� WDVNV� DQG� PXOWLSOH
SULQFLSDOV��SRRU�LQVWLWXWLRQV��ODFN�RI�HFRQRPLHV�RI�VFDOHV�LQ�EDQNLQJ�VHFWRUV�DV
ZHOO� DV� UHJXODWRU\� VXSHUYLVLRQ�� DQG� WKH� ODFN� RI� UHSXWDWLRQ�� /'&V� QHHG� D
UHJXODWRU\� IUDPHZRUN� WKDW� UHZDUGV� SUXGHQW� ULVN� WDNLQJ�� EXW� SXQLVKHV
PLVFRQGXFW�� 7KLV� LV� OLNHO\� WR� LQYROYH� D� FRPELQDWLRQ� RI� LQSXW� EDVHG�PHDVXUHV
LPSDFWLQJ�RQ�EDQNHUV
�LQFHQWLYHV��ZLWK�D�IHZ�GLUHFW�FRQWUROV�RQ�WKH�RXWSXW�RI�WKH
EDQNLQJ� VHFWRU�� 7KH� SDSHU� FRQFOXGHV� ZLWK� D� OLVW� RI� SROLF\� RSWLRQV� ZKRVH
DSSURSULDWHQHVV�LV�MXGJHG�E\�WKH�
IULHQGOLQHVV
�ZLWK�WKH�FLUFXPVWDQFHV�LQ�/'&V�

.H\ZRUGV��SUXGHQWLDO�UHJXODWLRQ��EDQNV��ILQDQFLDO�FULVHV�
-(/�QXPEHUV��*���*����*���
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,Q� KLV� SUHVLGHQWLDO� DGGUHVV� WR� $PHULFDQ� (FRQRPLFV� $VVRFLDWLRQ�� 0LOWRQ
)ULHGPDQ�JDYH�XV�WKH�DXWKRULWDWLYH�YHUVLRQ�RI�WKH�PRQHWDULVW�FUHHG�

«PRQHWDU\�SROLF\�FDQ�SUHYHQW�PRQH\�LWVHOI�IURP�EHLQJ�D�PDMRU�VRXUFH
RI�HFRQRPLF�GLVWXUEDQFH«$�VHFRQG�WKLQJ�PRQHWDU\�SROLF\�FDQ�GR�LV�WR
SURYLGH�D�VWDEOH�EDFNJURXQG�IRU�WKH�HFRQRP\�

0LOWRQ�)ULHGPDQ�������������

7KLV�VWDWHPHQW�KDV�EHFRPH�WKH�FRUQHUVWRQH�RI�PDFURHFRQRPLF�SROLF\�DGYLFH
GLVSHQVHG�WR�DOO�GHYHORSLQJ�DQG�WUDQVLWLRQDO�HFRQRPLHV��,W�DOVR�FRQVWLWXWHV�WKH
UDLVRQ�G
rWUH�IRU�WKH�SULPDF\�RI� LQIODWLRQ�FRQWURO��DV�ZHOO�DV�WKH�VWDELOL]DWLRQ
DQG� VWUXFWXUDO� DGMXVWPHQW� SURJUDPPHV� RI� WKH� ����V�� DQG� WKH� DVVRFLDWHG
OLEHUDOL]DWLRQ�RI�FDSLWDO�PDUNHWV��%XW�DV�ZH�DOO�NQRZ��ZLWK�KLQGVLJKW��WKLV�YLHZ
�JHQHUDOO\� GHVFULEHG� DV� WKH� :DVKLQJWRQ� FRQVHQVXV�� LJQRUHV� WKH� QHHG� IRU
SUXGHQWLDO� UHJXODWLRQ� RI� WKH� ILQDQFLDO� VHFWRU� DV� D� SUHUHTXLVLWH� IRU� VRXQG
PRQHWDU\� SROLF\�� 7KH� FRQYHUVH� LV� HTXDOO\� WUXH�� VWDEOH�PRQHWDU\� SROLFLHV� DUH
QHHGHG� LI� DQ� HIILFLHQW� ILQDQFLDO� VHFWRU� LV� WR� IORXULVK�� 6LPSOH� �RU� VLPSOH�
PLQGHG�� YLHZV� RI� FDSLWDO� DFFRXQW� OLEHUDOL]DWLRQ� KDYH� EHFRPH� GLVFUHGLWHG� LQ
WKH�ZDNH�RI� WKH�$VLDQ�FULVLV�RI�������HYHQ� LQ� WKH�PRVW�KDZNLVK�TXDUWHUV�� ,Q
DGGLWLRQ�� LW� LV� UHFRJQL]HG� WKDW�PRQHWDU\� SROLF\� UHIRUP� JHDUHG� DW� FRQWUROOLQJ
LQIODWLRQ� ZLOO� QRW� EHQHILW� WKH� HFRQRP\� IXOO\� XQOHVV� DQG� XQWLO� WKH� SULYDWH
ILQDQFLDO� VHFWRU� LV� ZHOO� IXQFWLRQLQJ�� $OVR� LQ� WKH� SUHVHQFH� RI� PDQ\� RWKHU
GLVWRUWLRQV�LQ�WKH�HFRQRP\��ILQDQFLDO�OLEHUDOL]DWLRQ�PD\�EH�XQGHVLUDEOH��GXH�WR
VHFRQG�EHVW�FRQVLGHUDWLRQV��7KH�RYHU�DUFKLQJ�SUREOHP�OLHV�LQ�WKH�ZHDN�QDWXUH
RI� LQVWLWXWLRQV� DQG� WKH� W\SH� RI� VWUDWHJLF� LQWHUDFWLRQ� EHWZHHQ� WKH� VWDWH� DQG
YDULRXV�JURXSV�LQ�GHYHORSLQJ�FRXQWULHV��/'&V��

7KLV� SDSHU� DLPV� WR� PDNH� D� SROLF\� RULHQWHG� HPSLULFDO� DQG� WKHRUHWLFDO
FRQWULEXWLRQ�WR�WKH�OLWHUDWXUH�RQ�SUXGHQWLDO�EDQN�UHJXODWLRQ�IRU�/'&V��,W�GRHV
WKUHH� WKLQJV�� )LUVW�� LW� FDUULHV� RXW� HPSLULFDO� DQDO\VLV� RQ� WKH� GHWHUPLQDQWV� RI
EDQNLQJ� FULVHV� XVLQJ� PDFURHFRQRPLF�� ILQDQFLDO� DQG� LQVWLWXWLRQDO� YDULDEOHV�
6HFRQGO\��LW�SURYLGHV�VRPH�WKHRU\�HPSKDVL]LQJ�WKH�GLIILFXOWLHV�RI�UHJXODWLRQ�
)LQDOO\��LW�FULWLFDOO\�DQDO\VHV�SROLF\�DGYLFH�LQ�D�WD[RQRPLF�VW\OH�ZLWK�UHJDUG�WR
SUXGHQWLDO� UHJXODWLRQ��6HFWLRQ���FRQWDLQV� WKH�HPSLULFDO�DQDO\VLV��6HFWLRQ��� LV
GHYRWHG�WR�WKH�WKHRUHWLFDO�DQG�SROLF\�DQDO\VLV��DQG�ILQDOO\�6HFWLRQ���FRQFOXGHV
ZLWK�SROLF\�UHFRPPHQGDWLRQV�
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,Q�WKH�����V��IRUHLJQ�SRUWIROLR�LQYHVWPHQW�DQG�VKRUW�WHUP�EDQN�OHQGLQJ�WR�WKH
ILQDQFLDO� VHUYLFHV� VHFWRU� H[SHULHQFHG� PRUH� GUDPDWLF� JURZWK� WKDQ� WUDGH� DQG
GLUHFW� LQYHVWPHQW� IORZV� �&UDIWV�� ������ %RUGR� HW� DO��� ������� )LQDQFLDO
LQWHJUDWLRQ� LV� ODUJHO\� FRQILQHG� WR� HPHUJLQJ� HFRQRPLHV� LQ� WKH� GHYHORSLQJ
ZRUOG�� 7KH� JOREDOL]DWLRQ� RI� FDSLWDO� PDUNHWV� FDUULHV� LWV� RZQ� SULFH�� 1DWLRQDO
JRYHUQPHQWV�KDYH�EHFRPH�PRUH�YXOQHUDEOH�WR�FKDQJHV�LQ�FLUFXPVWDQFHV�RIWHQ
XQUHODWHG�WR�WKH�VWDQFH�RI�GRPHVWLF�HFRQRPLF�IXQGDPHQWDOV�GXH�WR�WKH�VXGGHQ
UHYHUVDO�RI�FDSLWDO�IORZV�DQG�VKLIWV�LQ�LQYHVWRU�VHQWLPHQW�

$IWHU� WKH� UHFHQW� FULVHV� LQ� 0H[LFR�� (DVW� $VLD� DQG� 5XVVLD�� WKH� UHDOLW\� RI
H[FHVVLYH�YRODWLOLW\�LQ�LQWHUQDWLRQDO�FDSLWDO�PDUNHWV�RU�FRQWDJLRQ�LV�EHFRPLQJ
PRUH�ZLGHO\�DFFHSWHG��DOWKRXJK� WKH� UHDVRQV� IRU�YXOQHUDELOLW\�RI�FRXQWULHV� WR
FRQWDJLRQ�DUH�VWLOO�QRW�FOHDUO\�XQGHUVWRRG��'RUQEXVFK�HW�DO����������.DPLQVN\
DQG� 5HLQKDUW� ������� VKRZ� WKDW� FXUUHQF\� DQG� EDQNLQJ� FULVHV� KDYH� JHQHUDOO\
LQFUHDVHG� VLQFH� WKH� ����V� IROORZLQJ� D� ZDYH� RI� ILQDQFLDO� OLEHUDOL]DWLRQ
DOORZLQJ�PRUH� EDQNV� WR� RSHUDWH�� 7DEOH� �� VXPPDUL]HV� D� SDUW� RI� WKHLU� VXUYH\
ILQGLQJV� FRPELQHG� ZLWK� GDWD� RQ� JURVV� ILVFDO� FRVWV� RI� VHOHFWHG� FULVHV� IURP
GLIIHUHQW� VRXUFHV�� 7KH� JURVV� FRVWV� LQFOXGH� RXWSD\PHQW� RI� JXDUDQWHHG
OLDELOLWLHV�� OLTXLGLW\� VXSSRUW�� UHFDSLWDOL]DWLRQ�� DQG� DFTXLVLWLRQ� RI� QRQ�
SHUIRUPLQJ� ORDQV�� 7KH� QHW� FRVWV� ZLOO� RQO\� EH� NQRZQ� DIWHU� LQFRUSRUDWLQJ
SURFHHGV� IURP� UHFRYHULHV� DQG� UHSULYDWL]DWLRQ�� ([FHSW� IRU� WKH� HVWLPDWHV� E\
&DSULR�DQG�.OLQJHELHO������D���WKH�FRVWV�RI�EDQNLQJ�FULVHV�GR�QRW�WDNH�DFFRXQW
RI�WKH�IRUHJRQH�RXWSXW�DVVRFLDWHG�ZLWK�WKH�FULVHV��

7DEOH���DOVR�LQGLFDWHV�WKDW�ILQDQFLDO�FULVHV�DUH�PRUH�H[SHQVLYH�IRU�GHYHORSLQJ
FRXQWULHV�� +RQRKDQ� ������� HVWDEOLVKHV� WKH� YXOQHUDELOLW\� RI� VPDOO� FRXQWULHV
ZLWK�KLV�ILQGLQJ�WKDW�HFRQRPLF�VL]H�DSSHDUV�WR�EH�D�PRUH�UREXVW�H[SODQDWRU\
YDULDEOH� FRPSDUHG� WR� D� VHW� RI� PDFURHFRQRPLF� LQGLFDWRUV� LQ� UHJUHVVLRQV� RQ
FULVLV� UHVROXWLRQ�FRVW��7KH�YHU\� GLVSURSRUWLRQDO� UHVROXWLRQ� FRVW� DV� D� VKDUH� RI
*'3�FRPELQHG�ZLWK�WKH�KDUPIXO�LPSDFW�RI�GLVRUGHUO\�ILQDQFLDO�OLEHUDOL]DWLRQ
FDVWV� GRXEWV� RQ� WKH� YLDELOLW\� DQG� VHQVLELOLW\� RI� ILQDQFLDO� LQWHJUDWLRQ� IRU
GHYHORSLQJ�FRXQWULHV��5RGULN��������

������������������������������������������
��%RUGR�HW�DO���������SRLQW�RXW�WKDW�EDQNLQJ�FULVHV�EHIRUH������LQYROYHG�D�OHVV�VKDUSHU�GURS
LQ�RXWSXW�
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TABLE 1
FINANCIAL LIBERALIZATION, BANKING CRISES, CURRENCY CRISES AND

THE GROSS FISCAL COSTS

Country Dates of
financial

liberalization
(FL)a

No. of banking
+ currency
crises since

FLb

No. of crises
during survey

period
1970–97b

Gross costs as
% of GDP
(selected

banking crises)
Argentina 1977 8 10 55.3 (1980–82) c
Indonesia 1983–88 4 6 42 (1998–99) d
Chile 1974–76 5 8 41.2 (1981–82) c
Israel 5 30 (1977-83) c
Thailand 1989-90 1 6 26 (1997–99) d
Côte d'Ivoire 25 (1988–91) c
Malaysia 1978–85 2 3 11 (1998–99) d
Senegal 17 (1988–91) c
Spain 1974 6 6 16.8 (1977–85) c
Bulgaria 14 (1990s) c
Mexico 1974 + 1991 4 + 2 4 + 2 13.5 (1995) c
S. Korea 10 (1997–99)
Hungary 10 (1991–93) c
Finland 1982–91 4 5 7.5 (1991–94) e
Sweden 1980-90 4 5 5.2 (1991–93) e
Sri Lanka 5 (1989–93) c
Norway 1980–90 4 5 3 (1988–92) e
USA 3.2 (1984–91) e
Australia 1.6 (1989–91) c
Colombia 1980 3 3
Denmark early 1980s 2 5
Bolivia 1985 2 4
Brazil 1975 7 7
Peru 1991 0 3
Philippines 1980–84 5 6
Uruguay 1975–79 2 4
Turkey 1980 + 1987

(12.1983-
6.1987 controls

reimposed)

3 4

Venezuela 1981 + 1989
(1984-1.1989

controls
reimposed)

5 6

Note: aKaminsky and Reinhart (1996); bCounted from Kaminsky and Reinhart (1996) with
addition of one count for Indonesia, Thailand, Malaysia, South Korea, and Philippines due
to the recent Asian crisis; cCK (1996a); d Merrill Lynch (1999), e Edey and Hviding
(1995).
Source: authors’ calculations.
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,Q�DGGLWLRQ�WR�WKH�FRQWDJLRQ�IDFWRU��UHGXFHG�SURILWDELOLW\�DV�D�UHVXOW�RI�WRXJKHU
FRPSHWLWLRQ�LQ�D�PRUH�GHUHJXODWHG�PDUNHW�LV�DQ�LPSRUWDQW�H[SODQDWLRQ�IRU�WKH
KLJKHU� QXPEHU� RI� EDQNLQJ� FULVHV�� +RZHYHU�� DV� DUJXHG� E\� .DXIPDQQ� DQG
0HKUH]���������WKH�LQFUHDVHG�OLNHOLKRRG�RI�EDQNLQJ�FULVHV�LQ�WKH�SHULRGV�DIWHU
OLEHUDOL]DWLRQ� LV� QRW� DQ� H[FXVH� IRU� FRXQWULHV� QRW� WR� OLEHUDOL]H� WKHLU� ILQDQFLDO
VHFWRU��7KH\�VKRZ�WKDW�EDQNLQJ�FULVHV�DUH�QRW�PRUH� OLNHO\� LQ�DQ\� OLEHUDOL]HG
ILQDQFLDO�V\VWHP��DV�SRLQWHG�RXW�E\�'HPLUJXF�.XQW�DQG�'HWUDJLDFKH������D��
EXW� LQ� FRXQWULHV�ZKHUH� EDQNV� KDYH� OLWWOH� WLPH� WR� JDWKHU� LQIRUPDWLRQ�� XSGDWH
WKHLU�NQRZOHGJH�DQG�PDNH�DGMXVWPHQWV�GXULQJ�SHULRGV�RI�WUDQVLWLRQ�WR�D�PRUH
GHUHJXODWHG� V\VWHP�� 7KH� OHVVRQ� LV� WKDW� LQ� FRXQWULHV� ZLWK� SRRU� WUDQVSDUHQF\
ILQDQFLDO�OLEHUDOL]DWLRQ�VKRXOG�EH�FDUULHG�RXW�FDXWLRXVO\�

'HVSLWH� WKH� GHEDWH� RQ� ZKHWKHU� RU� QRW� OLEHUDOL]HG� DQG� ILQDQFLDOO\� LQWHJUDWHG
FRXQWULHV�DUH�PRUH�YXOQHUDEOH�WR�FRQWDJLRQ�DQG�ERRP�EXVW�F\FOHV�LQ�EDQNLQJ�
KDUGO\� DQ\� UHVHDUFKHU� LV� IRXQG� WR� FKDOOHQJH� WKH� XUJHQF\� RI� VXSHUYLVLRQ�
UHJXODWLRQ�� FRQWUDFW� HQIRUFHPHQW�� UXOH� RI� ODZ� DQG� WUDQVSDUHQF\� IRU� D� VWURQJ
EDQNLQJ�VHFWRU��ERWK�LQ�OLEHUDOL]HG�DQG�XQOLEHUDOL]HG�ILQDQFLDO�V\VWHPV��,Q�IDFW�
VWXGLHV� RQ� WKH� FDXVHV� RI� 0H[LFDQ� DQG� $VLDQ� FULVHV� KDYH� VKRZQ� D� VKLIW� LQ
FRQYHQWLRQDO�ZLVGRP�IURP�HPSKDVL]LQJ�PDFUR� LPEDODQFHV� WR�ZHDNQHVVHV� LQ
WKH�ILQDQFLDO�VHFWRU��+DYLQJ�VDLG� WKLV��D�TXHVWLRQ�PDUN�VWLOO� UHPDLQV�RYHU� WKH
UHODWLYH� LPSRUWDQFH� RI� WKH� YDULRXV� GHWHUPLQDQWV� RI� EDQNLQJ� FULVHV�� 5HFHQW
\HDUV�KDYH�VHHQ�D�VWUHDP�RI�VWXGLHV�ORRNLQJ�IRU�GHWHUPLQDQWV�RI�EDQNLQJ�FULVHV
�H�J��'HPLUJXF�.XQW�DQG�'HWUDJLDFKH������E��.DXIPDQQ�DQG�0HKUH]�������
DQG�� +DUG\� DQG� 3D]DUEDúLR÷OX�� ������� :H� ILQG� KRZHYHU� WKDW� UHODWLYH
VLJQLILFDQFH�RI�GHWHUPLQDQWV�RI�EDQNLQJ�FULVHV�VKRZQ�LQ�H[LVWLQJ�OLWHUDWXUH��EH
WKH\�PDFURHFRQRPLF��ILQDQFLDO�RU�LQVWLWXWLRQDO��DUH�TXLWH�VHQVLWLYH�WR�GLIIHUHQW
FULVLV�GHILQLWLRQV��VDPSOH�VHOHFWLRQ�DQG�PRGHO�VSHFLILFDWLRQ��)U\GO���������)RU
SXUSRVHV� RI� FRPSDUDELOLW\� ZH� XVH� D� PRGHO� VSHFLILFDWLRQ� DQG� HFRQRPHWULF
PHWKRGRORJ\� WKDW�DUH�VLPLODU� WR�'HPLUJXF�.XQW�DQG�'HWUDJLDFKH� �����E��RU
'.'�� 7KH� IROORZLQJ� VXE�VHFWLRQ� EULHIO\� SUHVHQWV� DQG� GLVFXVVHV� WKH� GDWD�
HVWLPDWLRQ�DQG�UHVXOWV�

��� 'HWHUPLQDQWV�RI�EDQNLQJ�FULVHV

����� %DQNLQJ�FULVLV�YDULDEOHV

$Q� HVVHQWLDO� DVSHFW� RI� VWXGLHV� RQ� WKH� GHWHUPLQDQWV� RI� EDQNLQJ� FULVHV� LV� WKH
FRQVWUXFWLRQ� RI� WKH� GHSHQGHQW� YDULDEOH�� L�H�� EDQNLQJ� FULVLV� GXPPLHV�� 7KH
GLIIHUHQFH� IURP� WKH� H[LVWLQJ� OLWHUDWXUH� LQ� WHUP� RI� FULVLV� GHILQLWLRQ� LV� WKDW�ZH
VWULYH� IRU� VRPH� FRPSURPLVH� LQ� WKH� FRPSRVLWLRQ� RI� WKH� GHSHQGHQW� YDULDEOH�
7KLV�LV�GRQH�E\�ILUVW�WDNLQJ�WKH�\HDUV�RI�FULVLV�DV�LQGLFDWHG�LQ�'.'�DV�JLYHQ�
7KH�UHDVRQ�LV�WKDW�'.'�DUJXDEO\�KDYH�D�FOHDU�FULWHULD�IRU�GHWHUPLQLQJ�ZKLFK
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ORFDOL]HG� EDQNLQJ� GLVWUHVVHV� DUH� WR� EH� VHHQ� DV� V\VWHPDWLF� EDQNLQJ� FULVHV�� ,W
GRHV� QRW�PHDQ� WKDW�'.'� KDYH� VWULFWHU� FULWHULD� EHFDXVH� D� QXPEHU� RI�'.'
V
FULVLV�HSLVRGHV�DUH�QRUPDO�\HDUV�DFFRUGLQJ� WR�RWKHUV��6HFRQG��ZH� LQFOXGH�DOO
GDWHV�RI�EDQNLQJ�FULVHV� DFFRUGLQJ� WR�&DSULR� DQG�.OLQJHELHO� �����D��� RU�&.�
7KLUG��ZH�IXUWKHU�H[SDQG�RXU�FULVLV�GXPPLHV�E\�DGGLQJ���FULVLV�HSLVRGHV�RQ
ZKLFK�LQIRUPDWLRQ�LV�JOHDQHG�IURP�/LQGJUHQ��*DUFLD�DQG�6DDO���������RU�/*6�
)LQDOO\��ZH�FRPSOHWH�RXU�EDQNLQJ�FULVHV�GDWD�E\�PDNLQJ�WKH�\HDU������DV�WKH
VWDUW�RI�EDQNLQJ�FULVHV�LQ�IRXU�$VLDQ�FRXQWULHV��DV�FDQ�EH�FRQFOXGHG�IURP�WKH
UHSRUW�RI�/LQGJUHQ� HW� DO�� �������� 7DEOH� �� VKRZV� WKDW� RXU� EDQNLQJ� FULVHV� DUH
KLJKO\� FRUUHODWHG� ZLWK� DOO� WKUHH� VRXUFHV� RI� EDQNLQJ� FULVHV� GDWD�� $SSHQGL[� ,
JLYHV�D�IXOO�OLVW�RI�FRXQWULHV�XQGHU�VXUYH\�LQFOXGLQJ�WKH�QRQ�FULVLV�RQHV��GHWDLOV
RQ�WKH�QXPEHU�RI�FULVHV�\HDUV�WKDW�RYHUODS�DPRQJ�RXU�EDQNLQJ�FULVHV�GDWD�DQG
WKH�WKUHH�RWKHU�VRXUFHV��7ZR�WDEOHV�OLVW�EDQNLQJ�FULVHV�DFFRUGLQJ�WR�'.'�DQG
&.��1RWH�WKDW������IRU�,VUDHO�ZDV�D�FULVLV�\HDU�DFFRUGLQJ�WR�&.�EXW�D�
WUDQTXLO

\HDU� LQ� RXU� GDWD� VHW�� 7KLV� LV� EHFDXVH� ZH� IROORZ� '.'�� ZKR� ILQG� DQ� ,VUDHOL
EDQNLQJ�FULVLV�D�\HDU�ODWHU��L�H�������

TABLE 2
CORRELATION OF BANKING CRISES DATA

Authors DKD CK LGS

Authors 1

DKD 0.6302 1

CK 0.7502 0.3185 1

LGS 0.4687 0.3711 0.3033 1

Source: authors’ calculations.

6LQFH� D� EDQNLQJ� FULVLV� PD\� DIIHFW� WKH� H[SODQDWRU\� YDULDEOHV�� ZH� GHOHWH� WZR
REVHUYDWLRQV� IROORZLQJ� D� EDQNLQJ� FULVLV�� ZKLFK� LV� VKRUWHU� WKDQ� WKH� ILYH
REVHUYDWLRQV� LQ�0HKUH]�DQG�.DXIPDQQ� ��������RU�JHQHUDOO\� VKRUWHU� WKDQ� WKH
ZKROH� REVHUYDWLRQ� DV� LQ� RQH� RI� '.'
V� VHW� RI� UHJUHVVLRQV�� ,I� D� FULVLV� ODVWV
ORQJHU�WKDQ�RQH�\HDU��ZH�GHOHWH�WKH�ILUVW�\HDU�IROORZLQJ�WKH�HQG�RI�WKH�FULVLV��,Q
OLQH� ZLWK� %RUGR� HW� DO�� �������� ZH� EHOLHYH� WKDW� WKH� UHFRYHU\� IURP� EDQNLQJ
FULVHV�VWDUWV�HDUOLHU�LQ�WKH�PRGHUQ�SHULRG��SRVW�������GXH�WR�WKH�DYDLODELOLW\�RI
PRUH�ODVW�UHVRUW�OHQGLQJ��GHSRVLW�LQVXUDQFH��DQG�LQWHUQDWLRQDO�UHVFXH�SDFNDJHV�
HVSHFLDOO\� LI� EDQNLQJ� FULVHV� DUH� DFFRPSDQLHG� E\� FXUUHQF\� FULVHV�� 6RPH
DUELWUDULQHVV� DGPLWWHGO\� UHPDLQV�� IRU� H[DPSOH�� ZKHQ� ZH� GHOHWH� \HDUV� ZKHQ
WKHUH�DUH�GRXEWV�DERXW�WKH�HQG�GDWH�RI�EDQNLQJ�FULVHV��$QRWKHU�H[DPSOH�LV�WKDW
WKH� ����� FULVLV� GXPP\� IRU� ,QGRQHVLD� GRHV� QRW� DSSHDU�� 7KLV� LV� EHFDXVH� WKH
����� REVHUYDWLRQ� KDG� EHHQ� GHOHWHG� DQ\ZD\� DV� D� UHVXOW� RI� WKH� GHOHWLRQ
PHFKDQLVP�� UHODWHG� WR� WKH� EDQNLQJ� FULVLV� LQ� WKH� SHULRG� �������� 7DEOH� �
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SUHVHQWV� RXU� VHW� RI� EDQNLQJ� FULVLV�GXPPLHV� EHIRUH� WKH� H[FOXVLRQ�RI� H[WUHPH
RXWOLHUV�

TABLE 3
THE STARTING DATES OF BANKING CRISES IN COMPARISON WITH THREE

OTHER STUDIES

Country
Code

Year DKD CK LGS Country
code

Year DKD CK LGS

ARG 1982 1 1 MAR 1982 1
ARG 1989 1 1 MEX 1982 1 1 1
ARG 1995 1 1 MEX 1995 1
AUS 1989 1 1 MLI 1987 1 1
BFA 1989 1 1 MOZ 1987 1
BGD 1989 1 MYS 1985 1 1 1
BOL 1986 1 1 MYS 1997
BRA 1990 1 NGA 1991 1 1 1
CHL 1982 1 1 NOR 1987 1 1 1
CIV 1988 1 NZL 1987 1
CMR 1987 1 PER 1983 1
COL 1982 1 1 1 PHL 1981 1 1 1
CRI 1987 1 PHL 1997 1
DNK 1987 1 PNG 1989 1
ECU 1992 1 PRT 1986 1
EGY 1982 1 PRY 1995 1 1
ESP 1982 1 SEN 1983 1 1
FIN 1991 1 1 1 SGP 1982 1 1
GHA 1982 1 SLV 1992 1
GUY 1993 1 1 SWE 1990 1 1
HUN 1991 1 TGO 1993 1
IDN 1992 1 1 THA 1983 1 1
IND 1991 1 THA 1997
ISR 1983 1 1 1 TUR 1982 1 1
ITA 1990 1 1 TUR 1991 1 1
JAM 1994 1 UGA 199 1 1
JOR 1989 1 1 URY 1982 1 1 1
JPN 1992 1 1 1 USA 1982 1 1
KEN 1985 1 VEN 1994 1 1 1
KOR 1985 1 ZAF 1985 1 1
KOR 1997 ZAR 1991 1 1
LKA 1989 1 1 1 ZMB 1994 1
MDG 1988 1 1

Note: years of banking crises take the value one. DKD: Demirguc-Kunt and Detragiache
(1998b); CK: Caprio and Klingebiel (1996a); LGS: Lindgren, Garcia and Saal (1996).
Source: authors’ calculations.
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����� ([SODQDWRU\�YDULDEOHV��GDWD�DQG�PHWKRGRORJ\

,Q�RUGHU�WR�UHODWH�RXU�ILQGLQJV� WR�WKH�H[LVWLQJ�OLWHUDWXUH�� WKH�GDWD�VHW�LQFOXGHV
PDFURHFRQRPLF�� ILQDQFLDO� DQG� LQVWLWXWLRQDO� YDULDEOHV� WKDW� DUH� LGHQWLILHG� E\
'.'�DV�LQFUHDVLQJ�SUREDELOLW\�RI�D�ILQDQFLDO�FULVLV��7KH�H[SODQDWRU\�YDULDEOHV
DUH��*'3�JURZWK�UDWH��FKDQJH�LQ�WHUPV�RI�WUDGH��GHSUHFLDWLRQ��UHDO�LQWHUHVW�UDWH�
LQIODWLRQ�� WKH� FHQWUDO� JRYHUQPHQW� EXGJHW� VXUSOXV� �LQFOXGLQJ� JUDQWV��
0��UHVHUYHV��FUHGLW�WR�SULYDWH�VHFWRU�DV�SHUFHQWDJH�RI�*'3��WKH�UDWLR�RI�EDQN
FDVK� DQG� UHVHUYHV� WR� EDQN� DVVHWV�� FUHGLW� JURZWK� ODJJHG� E\� WZR� SHULRGV� DQG
*'3� SHU� FDSLWD�� 7KH� VRXUFHV� RI� WKH� GDWD� IRU� PDFURHFRQRPLF� DQG� ILQDQFLDO
YDULDEOHV� DUH� ,QWHUQDWLRQDO� )LQDQFLDO� 6WDWLVWLFV�� :RUOG� %DQN� *OREDO
'HYHORSPHQW� )LQDQFH� DQG� :RUOG� 'HYHORSPHQW� ,QGLFDWRUV�� 7KH� SHULRG� RI
DQDO\VLV� LV� EHWZHHQ������ DQG�������:H� EHJDQ�ZLWK� DOO� WKH� FRXQWULHV� LQ� WKH
:RUOG�'HYHORSPHQW�5HSRUW��&RXQWULHV�ZHUH�HOLPLQDWHG�LI�D�JUHDW�GHDO�RI�WKH
GDWD�VHULHV�ZHUH�PLVVLQJ�RU�LQFRPSOHWH��)XUWKHUPRUH��ZH�H[FOXGH�$UJHQWLQD�
%ROLYLD��%UD]LO�DQG�3HUX�EHFDXVH� WKH\�ZHUH�RXWOLHUV�ZLWK� UHVSHFW� WR� LQIODWLRQ
DQG�WKH�UHDO�LQWHUHVW�UDWH�

)ROORZLQJ� '.'� DQG� PDQ\� RWKHUV�� ZH� PDNH� XVH� RI� LQVWLWXWLRQDO� LQGLFHV
SXEOLVKHG� E\� 3ROLWLFDO� 5LVN� 6HUYLFHV�� 1HZ� <RUN� �,&5*� LQGLFHV��� 'XH� WR
LQFRPSOHWH� GDWD�� ZH� GR� QRW� LQFOXGH� WKH� SUHVHQFH� RU� DEVHQFH� RI� GHSRVLW
LQVXUDQFH�DV�LQ�'.'��ZKLFK�LV�OLNHO\�WR�LQFUHDVH�ULVN�RZLQJ�WR�PRUDO�KD]DUG�
HYHQ�WKRXJK�LW�PD\�UHGXFH�WKH�LQFLGHQFH�RI�EDQN�UXQV��$V�D�SUR[\�IRU�PRUDO
KD]DUG��ZH�FRQVWUXFW�GXPP\�YDULDEOHV�IRU�H[FKDQJH�UDWH�UHJLPHV��,W�KDV�EHHQ
DUJXHG�WKDW�EDQNV�DUH�PRUH�SURQH�WR�FROODSVH�LQ�D�IL[HG�H[FKDQJH�UDWH�V\VWHP
DV�LQFHQWLYHV�IRU�EDQNV�WR�KHGJH�FXUUHQF\�ULVN�DUH�HOLPLQDWHG���%XUQVLGH�HW�DO��
�������7KHUH�LV�D�SUREOHP�RI�LQWHUSUHWDWLRQ��KRZHYHU��DV�WKH�H[FKDQJH�UHJLPH
GXPP\�UHIOHFWV�D�GH�MXUH��DQG�QRW�QHFHVVDULO\�GH�IDFWR��SROLF\�DUUDQJHPHQW�

,Q�DGGLWLRQ��WKHUH�LV�VRPH�DPELJXLW\�DERXW�WKH�QDWXUH�RI�UHODWLRQVKLS�EHWZHHQ
WKH� H[FKDQJH� UHJLPH� DQG� ILQDQFLDO� VWDELOLW\� �(LFKHQJUHHQ� DQG� +DXVPDQQ�
������� $V� LV� ZHOO� NQRZQ�� DQ� HFRQRP\�ZLWK� D� SROLF\� RI� D� SHJJHG� FXUUHQF\
V\VWHP�ZLOO� ILQG�LW�XQVXVWDLQDEOH�XQOHVV� WKH�FRXQWU\� LPSRVHV�FDSLWDO�FRQWUROV
RU� DEDQGRQV� WKH� LQGHSHQGHQFH� RI� LWV� PRQHWDU\� SROLF\� �H�J�� 0XQGHOO�� �����
2EVWIHOG� DQG� 7D\ORU�� ������� +RZHYHU�� (LFKHQJUHHQ� ������� SRLQWV� RXW� WKDW
IOH[LEOH�V\VWHPV�DUH�QR�OHVV�SURQH�WR�EDQNLQJ�FULVHV�WKDQ�IL[HG�DUUDQJHPHQWV�
(LFKHQJUHHQ� DQG� +DXVPDQQ� ������� ILQG� WKDW� LQ� WKH� GHYHORSLQJ� FRXQWU\
FRQWH[W�� LQWHUHVW� UDWHV� JR� XS�PRUH� VKDUSO\� LQ� UHFHVVLRQV� XQGHU� IORDWLQJ� WKDQ
XQGHU� WKH� W\SLFDO� IL[HG�UDWH� UHJLPH�� 7KLV�PHDQV� IORDWLQJ� H[FKDQJH� UDWHV� IRU
GHYHORSLQJ�FRXQWULHV� DUH� DOVR�QRW� FRPSDWLEOH�ZLWK� DQ� LQGHSHQGHQW�PRQHWDU\
SROLF\�� )URP� WKLV�SHUVSHFWLYH�� WKH� VLJQ�RI� WKH� FRHIILFLHQW�RQ� WKH� GXPP\� IRU
H[FKDQJH�UDWH�SROLFLHV�ZLOO�EH�XQFHUWDLQ�
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:H� FODVVLI\� H[FKDQJH� UDWH� SROLFLHV� XVLQJ� WKH� LQIRUPDWLRQ� IURP� WKH� ,0)
V
([FKDQJH�5DWH�5HJLPHV�DQG�([FKDQJH�5HVWULFWLRQV�����������LQWR�WKUHH��L�H�
IORDWLQJ��PDQDJHG�DQG�RWKHUV��7KH�ODWWHU�LV�D�JURXS�RI�H[FKDQJH�UDWH�UHJLPHV
WKDW� IDOO� XQGHU� SHJ� WR� WKH� 86� 'ROODU�� SHJ� WR� FXUUHQFLHV� RWKHU� WKDQ� WKH� 86
GROODU�� SHJ� WR� D� FRPSRVLWH�RI� FXUUHQFLHV� DQG� OLPLWHG� IOH[LELOLW\� WKDW� FRYHUHG
WKH�HUVWZKLOH�(XURSHDQ�0RQHWDU\�6\VWHP�

:H�XVH�D�ORJLW�PRGHO�WR�HVWLPDWH�WKH�SUREDELOLW\�RI�WKH�RFFXUUHQFH�RI�DQ�HYHQW
�EDQNLQJ�FULVLV��DV�D�IXQFWLRQ�RI�D�YHFWRU�RI�LQGHSHQGHQW�YDULDEOHV��;L�W��IRU�WKH
L�WK�FRXQWU\�DW�\HDU�W�DQG�D�YHFWRU�RI�XQNQRZQ�SDUDPHWHUV��b��/HW�<L�W�GHQRWH
WKH�GHSHQGHQW�YDULDEOH�WDNLQJ�WKH�YDOXH�RI�RQH�LI�D�EDQNLQJ�FULVLV�WDNHV�SODFH
DQG�)�LV�D�SUREDELOLW\�IXQFWLRQ��7KH�VSHFLILF�PRGHO�ZH�XVH�LV

3U�<L�W� )>F�;L�W��b�@ ���

7KH�SUREDELOLW\�IXQFWLRQ�WKDW�WDNHV�D�ORJLVWLF�IXQFWLRQDO�IRUP�JLYHV�ULVH�WR�WKH
ORJLW�PRGHO�ZKRVH�EDVLV�HTXDWLRQ�FDQ�EH�ZULWWHQ�DV

3U�<L�W ��� �)�>�F�;L�W��b�@� �
WLH ��

�
F-+

���

:KHUH

F� �b����Ê�bM;L�W ���

8QGHU� WKH� ORJLVWLF� VSHFLILFDWLRQ�� WKH� PRGHO� LV� QRQ�OLQHDU�� 7KH� VLJQ� RI� WKH
FRHIILFLHQW� LQGLFDWHV� WKH�GLUHFWLRQ�RI� WKH� FKDQJH��%XW� WKH� FRHIILFLHQWV�GR�QRW
PHDVXUH�WKH�SHUFHQWDJH�FKDQJH�LQ�WKH�HVWLPDWHG�SUREDELOLW\�RI�D�EDQNLQJ�FULVLV
DVVRFLDWHG�ZLWK� D� JLYHQ� SHUFHQWDJH� RI� FKDQJH� LQ� WKH� LQGHSHQGHQW� YDULDEOHV�
7KH�LQFUHDVH�LQ�WKH�SUREDELOLW\�GHSHQGV�RQ�WKH�RULJLQDO�SUREDELOLW\�RI�D�FULVLV
DQG�KHQFH��RQ�WKH� LQLWLDO�YDOXHV�RI�DOO� WKH� ULJKW�KDQG�VLGH�YDULDEOHV�DQG� WKHLU
FRHIILFLHQWV�

����� (VWLPDWLRQ�UHVXOWV

2XU� HPSLULFDO� DQDO\VLV� LV� SULPDULO\� GLUHFWHG� WR�PDNLQJ� D� URXJK� FRPSDULVRQ
ZLWK� WKH� UHVXOWV� IURP� '.'� SRVVLEOH�� 7KLV� LPSOLHV� DGRSWLQJ� PRVW� RI� WKHLU
H[SODQDWRU\� YDULDEOHV�� SRROLQJ� WRJHWKHU� LQGXVWULDO� DQG� GHYHORSLQJ� FRXQWULHV
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DQG� XVLQJ� D� ORJLW�PRGHO�ZLWKRXW� IL[HG� HIIHFWV��� 7KH� ILUVW� FROXPQ� LQ� WDEOH� �
SUHVHQWV�UHVXOWV�RI�D�ORJLW�PRGHO�XVLQJ�D�EHQFKPDUN�VSHFLILFDWLRQ�IURP�'.'�
$V�LQ�'.'��FRHIILFLHQWV�RQ�JURZWK�RI�*'3��UHDO�LQWHUHVW�UDWH��UDWLR�RI�FUHGLW�WR
WKH�SULYDWH�VHFWRU�DQG�*'3�SHU�FDSLWD�DUH�ZLWK�FRUUHFW�VLJQV�DQG�VLJQLILFDQW�
2XU�FRHIILFLHQWV�RQ�LQIODWLRQ�DQG�EURDG�PRQH\�DV�D�SHUFHQWDJH�RI�LQWHUQDWLRQDO
UHVHUYHV�DUH�LQVLJQLILFDQW��,QVWHDG�ZH�ILQG�WKDW�WKH�JURZWK�RI�FUHGLW��ODJJHG�E\
RQH�DQG�WZR�SHULRGV�WHQGV�WR�LQFUHDVH�WKH�OLNHOLKRRG�RI�EDQNLQJ�FULVHV�DW�D��
SHU�FHQW�VLJQLILFDQFH�OHYHO��$V�*'3�SHU�FDSLWD�LQ�WKLV�VSHFLILFDWLRQ�LV�VHHQ�DV
UHSUHVHQWLQJ�WKH�TXDOLW\�RI� LQVWLWXWLRQV��ZH�VXEVWLWXWH� WKH� LQGH[�RI�FRUUXSWLRQ
IRU� *'3� SHU� FDSLWD�� 7KH� VLJQ� RI� LWV� FRHIILFLHQW� LV� DV� H[SHFWHG� EXW� WKH
VLJQLILFDQFH� RI� FRUUXSWLRQ� IDOOV� MXVW� RXWVLGH� FRQYHQWLRQDO� OHYHOV��� 8VLQJ� WKH
LQGH[�RI�UXOH�RI�ODZ�GRHV�QRW�UHVXOW�LQ�D�ORZHU�S�YDOXH�

7KH� IRXUWK� FROXPQ� LQFOXGHV�GXPPLHV� IRU� H[FKDQJH� UDWH� UHJLPHV��$� IORDWLQJ
UHJLPH�LV�QRW�IRXQG�WR� ORZHU� WKH�SUREDELOLW\�RI�D�EDQNLQJ�FULVLV�� ,Q�FRQWUDVW�
FRXQWULHV�ZLWK� D�PDQDJHG� IORDW� VHHP� WR�EH�PRUH�SURQH� WR�EDQNLQJ�FULVHV�� ,W
WXUQV�RXW�WKDW�LI� ILQDQFLDO�VWDELOLW\� LV�SURPRWHG�DV�D�FULWHULRQ��GHFLGLQJ�RQ�DQ
RSWLPDO� H[FKDQJH� UDWH� UHJLPH� WHQGV� WR� LQYROYH� FRUQHU� VROXWLRQV�� IORDWLQJ
YHUVXV� IL[HG�� ,W� PD\� EH� DUJXHG� WKDW� FRXQWULHV� ZLWK� IL[HG� H[FKDQJH� UDWH
DUUDQJHPHQWV� VKRXOG� VXIIHU� HDUOLHU� DQG� PRUH� VHULRXVO\� WKDQ� WKRVH� ZLWK� D
PDQDJHG� IORDW�� +RZHYHU�� WKH� DEVHQFH� RI� D� VLJQLILFDQW� FRHIILFLHQW� RQ� WKH
GXPP\�IRU�IL[HG�UHJLPHV��QRW�UHSRUWHG�LQ�WKH�WDEOH��LV�DWWULEXWDEOH�WR�WKH�IDFW
WKDW� PRVW� FRXQWULHV� LQ� RXU� VDPSOH� WKDW� GLG� IL[� KDG� YDULRXV� VRUWV� RI� FDSLWDO
FRQWUROV�

8QGHU� PDQDJHG� IORDWV�� PRQHWDU\� SROLF\� LV� JHDUHG� WRZDUGV� FRQWUROOLQJ
GRPHVWLF�LQIODWLRQ��ZKLFK�LQ�WXUQ�SXVKHV�XS�UHDO�LQWHUHVW�UDWHV��DQG�VRPHWLPHV
KDOWV�WKH�IORZ�RI�FUHGLW�WR�WKH�SULYDWH�VHFWRU��7KLV�KDV�DGYHUVH�LPSOLFDWLRQV�IRU
EDQNV�WKDW�KDYH�H[SHULHQFHG�UDSLG�ORDQ�JURZWK�

$� FRPSOHPHQWDU\� H[SODQDWLRQ� IRU� WKH� QHJDWLYH� LPSDFW� RI� PDQDJHG� IORDW
UHJLPHV� LV� UHODWHG� WR� PRUDO� KD]DUG� WKDW� LQFUHDVHV� EDQNLQJ� VHFWRU� IUDJLOLW\�
%DQNV� ODFN� LQFHQWLYHV� WR� KHGJH� WKHLU� IRUHLJQ� FXUUHQF\� H[SRVXUH� EHFDXVH
JRYHUQPHQWV�DUH�EHOLHYHG�WR�KDYH�DQ�LQWHUHVW�LQ�VPRRWKLQJ�WKH�IOXFWXDWLRQ�RI
H[FKDQJH� UDWHV�� $V� QRWHG� E\� 5HLQKDUW� ������� FRXQWULHV� DYRLG� IORDWLQJ
H[FKDQJH� UDWHV�� DV� LW� UDLVHV� GRXEWV� UHJDUGLQJ� WKH� FUHGLELOLW\� RI� WKHLU� DQWL�

������������������������������������������
��(PSOR\LQJ�FRXQWU\� IL[HG�HIIHFWV�ZRXOG�UHTXLUH�RPLWWLQJ�IURP�WKH�SDQHO�DOO�FRXQWULHV� WKDW
GLG� QRW� KDYH� EDQNLQJ� FULVHV� GXULQJ� WKH� SHULRG� XQGHU� LQYHVWLJDWLRQ� �*UHHQH�� ������ FK�� ����
ZKLFK�ZLOO�UHGXFH�WKH�QXPEHU�RI�REVHUYDWLRQV�
��,QFOXGLQJ�$UJHQWLQD��%UD]LO��%ROLYLD�DQG�3HUX�ZRXOG�UHVXOW� LQ�D�VLJQLILFDQW�FRHIILFLHQW�RQ
FRUUXSWLRQ�DW�D����SHU�FHQW�OHYHO�
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LQIODWLRQ� SROLFLHV�� ,Q� RWKHU� ZRUGV�� FRXQWULHV� GR� QRW� UHDOO\� IORDW� ZKHQ� WKH\
DQQRXQFH�WKDW�WKH\�DOORZ�WKHLU�H[FKDQJH�UDWHV�WR�YDU\��DQG�WKXV�XVH�PRQHWDU\
LQVWUXPHQWV��PDLQO\�LQWHUHVW�UDWHV��WR�VWDELOL]H�H[FKDQJH�UDWHV�

TABLE 4
LOGIT ESTIMATES: DETERMINANTS OF BANKING CRISES

(DKD) (2) (3) (4)
Macroeconomic Variables
GDP growth -.172

-3.584
*** -.170

-3.986
*** -.162

-3.831
*** -.256

-4.408
***

Terms of trade growth -8.49
-1.451

-7.158
-1.327

-7.27
-1.372

-8.293
-1.227

Depreciation -.009
-.474

-.008
-.459

.000
.008

-.003
-.185

Real interest rate .060
3.110

*** .052
2.878

*** .047
2.754

*** .051
2.034

**

Inflation .015
.935

.015
0.988

.007
.514

-.006
-.254

Surplus/GDP -.001
-.041

-.003
-.080

-.001
-.349

.057
1.065

Financial Variables
M2/Foreign exchange reserves .008

0.757
.008

.751
.013
 1.227

.006
.527

Private credit as % of GDP .012
2.078

** .015
2.591

*** .007
1.464

.014
2.008

**

Bank cash and reserve/assets -.031
-1.449

-.026
-1.472

-.018
-1.062

-.039
-1.631

*

1 Period lagged credit growth 3.579
3.506

*** 3.273
3.239

*** 3.494
2.991

***

2 Period lagged credit growth 3.32
2.568

***

Policies and Institutions
Floating exchange rate dummy -.052

-.085

Managed floating exchange
rate dummy

1.131
2.026

**

Corruption -.194
-1.401

GDP per capita -.000
-2.707

*** -.000
-.2.968

*** -.000
-2.660

***

Number of crises 33 40 40 30
Number of observations 469 541 529 445
% total correct 73 75 72 75
% crises correct 67 75 65 80
% no-crises correct 73 75 72 75
Model chi(sq.) 32.60 *** 39.43 *** 35.44 *** 43.01 ***
Log likelihood -100 -116 -120 -87

Note: the value of z-statistics is given in italics. One, two, and three asterisks indicate
significance levels of 10, 5, and 1 %, respectively.
Source: authors’ calculations.
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TABLE 5
LOGIT ESTIMATES: DETERMINANTS OF BANKING CRISES

(STANDARD ERRORS ADJUSTED FOR CLUSTERING ON COUNTRY)

(DKD) (2) (3) (4)
Macroeconomic Variables

GDP growth -.172
-3.381

*** -.170
-3.596

*** -.162
-3.441

*** -.256
-3.542

***

Terms of trade growth -8.49
-2.026

** -7.158
-1.953

** -7.27
-1.933

** -8.293
-1.899

*

Depreciation -.009
-.418

-.008
-.446

-.000
-.008

-.003
-.182

Real interest rate .060
2.374

** .052
2.763

*** .047
2.493

** .051
2.341

**

Inflation .015
.678

.015
0.914

.007
.443

-.006
-.251

Surplus/GDP -.001
-.031

-.003
-.080

-.001
-.353

.057
1.205

Financial Variables
M2/Foreign exchange reserves .008

1.550
.008
1.347

.013
2.243

** .006
.925

Private credit as % of GDP .012
2.306

** .015
3.012

*** .007
1.627

* .014
2.256

**

Bank cash and reserve/assets -.031
 -1.550

-.026
-1.363

-.018
-1.005

-.039
-1.401

1 Period lagged credit growth 3.579
3.434

*** 3.273
3.200

*** 3.494
3.302

***

2 Period lagged credit growth 3.32
3.163

***

Policies and Institutions
Floating exchange rate dummy -.052

-.081

Managed floating exchange
rate dummy

1.131
2.160

**

Corruption -.194
-1.408

GDP per capita -.000
 -2.964

*** -.000
-.3.402

*** -.000
-2.914

***

Number of crises 33 40 40 30
Number of observations 469 541 529 445
% total correct 73 75 72 75
% crises correct 67 75 65 80
% no-crises correct 73 75 72 75
Model chi(sq.) 50.29 *** 56.20 *** 56.54 *** 42.35 ***
Log likelihood -100 -116 -120 -87

Note: the value of z-statistics is given in italics. One, two, and three asterisks indicate
significance levels of 10, 5, and 1 %, respectively.
Source: authors’ calculations.
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TABLE 6
COUNTRY-FIXED LOGIT ESTIMATES: DETERMINANTS OF BANKING CRISES

(DKD) (2) (3) (4)
Macroeconomic Variables
GDP growth -.502

-2.998
*** -.467

-3.961
*** -.468

-3.995
*** -.546

-2.516
***

Terms of trade growth -16.951
-.898

-1.75
-.132

7.27
0.074

** -20.70
-1.073

Depreciation -.006
-.148

-.005
-.173

.131
.008

.009
-.202

Real interest rate .399
2.568

*** .287
3.685

*** .293
3.723

** .365
2.304

**

Inflation .266
1.962

** .095
2.068

** .097
2.286

.209
1.525

Surplus/GDP .118
.870

-.069
-.677

-.107
-1.192

.119
.0684

Financial Variables
M2/Foreign exchange reserves .241

2.545
** .161

2.597
*** .131

2.262
** .273

2.360
**

Private credit as % of GDP -.213
-.921

.262
1.557

.020
1.324

-.011
-.429

Bank cash and reserve/assets -.213
 -2.382

** -.151
-2.474

** -.018
-2.656

** -.255
-2.424

**

1 Period lagged credit growth 5.451
2.960

*** 4.570
2.656

*** 3.184
1.278

2 Period lagged credit growth 5.393
2.225

**

Policies and Institutions
Floating exchange rate dummy

Managed floating exchange
rate dummy

2.060
1.573

Corruption .188
.503

GDP per capita -.000
 -.491

-.000
-1.384

.000
.750

Number of crises 29 36 36 28
Number of observations 196 282 275 177
LR chi2 64.96 75.90 73.45 60.69
Log likelihood -24 -37 -37 -21

Note: the value of z-statistics is given in italics. One, two, and three asterisks indicate
significance levels of 10, 5, and 1 %, respectively.
Source: authors’ calculations.

7DEOH���SUHVHQWV�UHVXOWV�IURP�WKH�VDPH�PRGHO�VSHFLILFDWLRQ�EXW�ZLWK�VWDQGDUG
HUURUV� DGMXVWHG� IRU� FOXVWHULQJ� RQ� FRXQWULHV� WR� DFFRXQW� IRU� WKH� IDFW� WKDW� WKH
REVHUYDWLRQV� DUH� LQGHSHQGHQW� EHWZHHQ� FRXQWULHV� EXW� QRW� QHFHVVDULO\� ZLWKLQ
FRXQWULHV�� 7KH� RYHUDOO� UHVXOWV� DUH� VLPLODU� WR� 7DEOH� �� H[FHSW� WKDW� FKDQJHV� LQ
WHUPV�RI� WUDGH�QRZ� WXUQV�RXW� WR�EH� VLJQLILFDQW� LQ�DOO� VSHFLILFDWLRQV�ZKLOH� WKH
UDWLR� RI� EURDG� PRQH\� WR� LQWHUQDWLRQDO� UHVHUYHV� EHFRPHV� VLJQLILFDQW� LQ
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VSHFLILFDWLRQ� �� �ZLWK� D� FRUUXSWLRQ� LQGH[��� 7KH� TXDOLW\� RI� WKH� PRGHO
VSHFLILFDWLRQ� LQ� ERWK� WDEOHV� LV� TXLWH� VDWLVIDFWRU\� LQ� WHUPV� RI� LQ�VDPSOH
FODVVLILFDWLRQ� DFFXUDF\� WKDW� KDV� RYHUDOO� FODVVLILFDWLRQ� DFFXUDF\� YDU\LQJ
EHWZHHQ����SHU�FHQW�DQG����SHU�FHQW�DV�FRPSDUHG�WR��IRU�LQVWDQFH�����SHU�FHQW
DQG����SHU�FHQW�LQ�'.'�

7DEOH� �� VWDWHV� WKH� UHVXOWV� IURP� WKH� UHJUHVVLRQ� XVLQJ� D� FRXQWU\�IL[HG� ORJLW
PRGHO�� ,W� VKRZV� WKDW� WKH� ODJJHG�FUHGLW�JURZWK�JHQHUDOO\� UHPDLQV� VLJQLILFDQW�
ZLWK� LQIODWLRQ�� 0��UHVHUYHV� DQG� EDQN� OLTXLGLW\� ULVLQJ� LQ� LPSRUWDQFH�� 7KH
IRXUWK� VSHFLILFDWLRQ� LV� QRWDEOH� EHFDXVH� WKH� VLJQLILFDQFH� OHYHO� RI� WKH� FUHGLW
JURZWK� DQG� WKH� GXPP\� IRU� PDQDJHG� IORDW� WXUQ� RXW� WR� IDOO� EHORZ� WKH
FRQYHQWLRQDO� OHYHO�� +RZHYHU�� RXU� SUHYLRXV� FRQFOXVLRQ� RQ� WKH� UROH� RI� KLJK
FUHGLW� JURZWK� DQG� PDQDJHG� IORDW� LQ� LQFUHDVLQJ� WKH� OLNHOLKRRG� RI� D� EDQNLQJ
FULVLV�FDQ�EH�SUHVHUYHG��

,, 358'(17,$/�),1$1&,$/�5(*8/$7,21

:H� QRZ� WXUQ� WR� LVVXHV� UHJDUGLQJ� WKH� SUXGHQWLDO� UHJXODWLRQ� RI� WKH� EDQNLQJ
VHFWRU� E\� D� UHJXODWRU\� DJHQF\� LQ� /'&V�� :H� IRFXV� RQ� WKH� EDQNLQJ� VHFWRU
EHFDXVH� WKH� VLQH� TXD� QRQ� IRU� D� UREXVW� ILQDQFLDO� VHFWRU� LV� D� VWURQJ� EDQNLQJ
V\VWHP�

2QH� RI� WKH� PDLQ� UHVXOWV� RI� RXU� HPSLULFDO� DQDO\VLV� LV� WKDW� EDQN� UHJXODWRUV
VKRXOG� EH� SDUWLFXODUO\� DOHUW� DERXW� WKH� UDSLG� JURZWK� RI� FUHGLW� DQG� WLJKWHQHG
OLTXLGLW\� LQ� WKH� EDQNLQJ� VHFWRU�� 7KLV� LV� FRQVLVWHQW� ZLWK� WKH� +RQRKDQ� DQG
6WLJOLW]��������VWDWHPHQW�WKDW�RYHU�RSWLPLVP�DQG�GHOLEHUDWH�JDPEOLQJ�WRJHWKHU
ZLWK� VHOI�GHDOLQJ� RU� ORRWLQJ� DUH� WKUHH� HQGHPLF� FRPSRQHQWV� SUHVHQW� LQ� HYHU\
EDQNLQJ� FULVLV�� $OO� WKUHH� FDOO� IRU� PRUH� UREXVW� UHJXODWLRQ� DQG� VXSHUYLVLRQ�
6LPLODUO\�� &DSULR� DQG� .OLQJHELHO� �����E�� VKRZ� WKDW� SRRU� VXSHUYLVLRQ� DQG
UHJXODWLRQ�LV�WKH�PRVW�SUHYDOHQW�IHDWXUH�IRU�D�VDPSOH�RI����EDQN�LQVROYHQFLHV
LQ� ��� GHYHORSLQJ� FRXQWULHV�� 1RWZLWKVWDQGLQJ� WKLV�� ORZ�LQFRPH� GHYHORSLQJ
FRXQWULHV� IDFH� SDUWLFXODU� LPSHGLPHQWV�� PDLQO\� LQ� WHUPV� RI� VRFLDO� FDSDELOLW\�
KXPDQ�UHVRXUFHV�DQG�JHQHUDO�LQIUDVWUXFWXUH��LQ�HVWDEOLVKLQJ�SUXGHQWLDO�EDQNLQJ
VWDQGDUGV�DV�RXWOLQHG�LQ�WKH�%DVOH�&RUH�3ULQFLSOHV��%DVOH�&RPPLWWHH��������

������������������������������������������
��7KH�PDLQ�ILQGLQJV�LQ�7DEOH���DUH�IXOO\�UHFRYHUHG�LI�ZH�XVH�D�\HDUO\�IL[HG�HIIHFW�PHWKRG
WKDW� RQO\� LPSOLHV� D� VOLJKW� IDOO� LQ� WKH� QXPEHU� RI� REVHUYDWLRQV�� ,Q� DGGLWLRQ�� H[FOXGLQJ
LQGXVWULDO�FRXQWULHV�GRHV�QRW�FKDQJH�WKH�JHQHUDO�FRQFOXVLRQV��H[FHSW�WKDW�WKH�FRHIILFLHQW�RQ
LQFRPH�SHU�FDSLWD�ORVHV�LWV�VLJQLILFDQFH��7KLV�LQGLFDWHV�WKDW�PRUH�GHYHORSHG�FRXQWULHV�WHQG
WR�KDYH�D�PRUH�VWDEOH�EDQNLQJ�VHFWRU��'HWDLOV�RI�WKH�UHVXOWV�WKDW�DUH�QRW�SUHVHQWHG�KHUH�DUH
DYDLODEOH�RQ�UHTXHVW�
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7KLV� VHFWLRQ� DWWHPSWV� WR� ILOO� LQ� WKH� JDS� EHWZHHQ� WKH� QHHG� IRU� SUXGHQWLDO
VWDQGDUGV�DQG�WKH�OLPLWDWLRQV�RI�PDQ\�/'&V��7KH�QH[W�VXEVHFWLRQ�UHYLHZV�WKH
KXUGOHV� LQ� WKH� SDWK� RI� VWUHQJWKHQLQJ� WKH� GRPHVWLF� ILQDQFLDO� V\VWHP� DQG
DSSO\LQJ� SUXGHQWLDO� VWDQGDUGV�� :H� DOVR� GLVFXVV� D� VHULHV� RI� FRQWURYHUVLHV
FRQFHUQLQJ� WKH� VHOHFWLRQ�RI� UHJXODWRU\�PHDVXUHV�� IROORZHG�E\�D� VHDUFK� IRU� D
SUXGHQWLDO�� EXW� DOVR� YLDEOH�� VHW� RI� EDQNLQJ� UHJXODWLRQV� WKDW� VXLW� JHQHUDO
GHYHORSLQJ� FRXQWULHV� FRQGLWLRQV�� ,Q� OLQH� ZLWK� WKH� DUJXPHQWV� RI� VHYHUDO
HFRQRPLVWV��H�J��+RQRKDQ�DQG�9LWWDV��������D�PRUH�VLPSOH�VHW�RI�UHJXODWLRQV
LQVWHDG�RI�GHWDLOHG�IRUPDO�UXOHV�DQG�UHJXODWLRQV�IROORZLQJ�WKH�86�VW\OH�ZRXOG
EH� SUHIHUDEOH�� $� VLPSOH� IUDPHZRUN� WKDW� UHGXFHV� PLVDOLJQPHQW� EHWZHHQ� WKH
SROLF\� PDNHUV
� JRDOV� RI� D� VRXQG� EDQNLQJ� VHFWRU� DQG� EDQNV
� SXUVXLW� IRU
SURILWDELOLW\� E\� UHZDUGLQJ� SUXGHQW� ULVN�WDNLQJ� ZKLOH� SXQLVKLQJ� PLVFRQGXFW
DQG� LQFRPSHWHQFH� LV� UHTXLUHG�� 0DQ\� HFRQRPLVWV� �H�J�� %KDWWDFKDU\D� HW� DO�
������*DOORZD\�HW�DO��������&DSULR�DQG�6XPPHUV�������KDYH�DGYRFDWHG�WKLV
LQFHQWLYH�FRPSDWLEOH�IUDPHZRUN�

��� 2EVWDFOHV�WR�EXLOGLQJ�D�UREXVW�ILQDQFLDO�VHFWRU

%HIRUH� VHOHFWLQJ� DQ� DSSURSULDWH� VHW� RI� SROLF\� RSWLRQV�� LW� LV� LPSHUDWLYH� WR
GRFXPHQW�D�QXPEHU�RI�VW\OL]HG�REVWDFOHV�DQG�OLPLWDWLRQV� WKDW�DUH�RIWHQ�PRUH
VHULRXV�LQ�/'&V��7KH�ILUVW�PDMRU�REVWDFOH�LV�UHODWHG�WR�GLIILFXOWLHV�LQ�GHYLVLQJ
HIILFLHQW� UHJXODWLRQ� EHFDXVH� UHJXODWRUV� WKHPVHOYHV� KDYH� PXOWLSOH� WDVNV� DQG
PXOWLSOH� SULQFLSDOV�� :KLOH� LW� LV� DOVR� UHOHYDQW� IRU� LQGXVWULDO� FRXQWULHV�� WKH
SUREOHP� LV� H[DFHUEDWHG� LQ� GHYHORSLQJ� FRXQWULHV� GXH� WR� ZHDNHU� LQVWLWXWLRQV�
2WKHU�UHPDLQLQJ�FRQVWUDLQWV�WR�D�PRUH�UREXVW�ILQDQFLDO�VHFWRU�VWHP�IURP�D�ODFN
RI� UHJXODWRU\� LQIUDVWUXFWXUH�� WKH� VPDOOQHVV� RI� WKH� EDQNLQJ� VHFWRU� DQG
UHSXWDWLRQDO�LQDGHTXDFLHV�

����� :KR�JXDUGV�WKH�JXDUGLDQV

7KH�UHJXODWRUV�RI�D�EDQNLQJ�V\VWHP�WKHPVHOYHV�UHTXLUH�UHJXODWLRQ��7KH\�PD\
EH�DFWLQJ�DV�SULQFLSDOV�DV�UHJXODWRUV�RI�WKH�SULYDWH�VHFWRU��EXW�LQ�WXUQ�WKH\�DUH
DSSRLQWHG�E\�JRYHUQPHQWV�WR�ZKRP�WKH\�PXVW�DQVZHU��,Q�WKDW�VHQVH�WKH\�DUH
DJHQWV��DV�ZHOO��:KDW�KDSSHQV�LI�WKH\�KDYH�VHYHUDO�PDVWHUV�RU�SULQFLSDOV�DQG
SHUIRUP�VHYHUDO�WDVNV"�([DPSOHV�RI�VHYHUDO�PDVWHUV�LQFOXGH�VXFK�LQVWDQFHV�DV
DQVZHULQJ� QRW� RQO\� WR� WKH� JRYHUQPHQW� EXW� RWKHU� SRZHUIXO� VSHFLDO� LQWHUHVW
JURXSV��7LUROH��������FLWHV�WKH�H[DPSOH�RI�WKH�OHJLVODWXUH�DQG�WKH�H[HFXWLYH�LQ
WKH�86�V\VWHP���,Q�GHYHORSLQJ�FRXQWULHV��DQG�HOVHZKHUH�RQH�FDQ�WKLQN�RI�RWKHU
LQWHUHVW� JURXSV� DQG� OREELHV��:KHQ� ZH� FRPH� WR� WKH� DJHQW� �UHJXODWRU� LQ� WKLV
FDVH��VKH�RU�KH�PD\�KDYH�PXOWLSOH�WDVNV²WR�SUXGHQWLDOO\�PDQDJH�WKH�ILQDQFLDO
VHFWRU��EXW�DOVR�SURPRWH�HFRQRPLF�JURZWK�DQG�WDNH�LQWR�DFFRXQW�WKH�LQWHUHVWV
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RI� SRZHUIXO� VWDNHKROGHU� JURXSV�� ,Q� JHQHUDO�� DV� GHPRQVWUDWHG� E\�+ROPVWU|P
DQG�0LOJURP� �������� WKLV�ZLOO� \LHOG� ORZ�SRZHUHG� LQFHQWLYHV� WR�SHUIRUP� DQ\
WDVN�� 7KH� HVVHQFH� RI� DQ\� SULQFLSDO�DJHQW� UHODWLRQVKLS� LV� XQYHULILDEOH� HIIRUW
H[HUWHG� E\� WKH� DJHQW� LQ� FDUU\LQJ� RXW� WKH� WDVN� IRU� WKH� SULQFLSDO�� 7KHUH� LV�
KRZHYHU�� D� YHULILDEOH� RXWSXW�� 2QH� FDQQRW� XVXDOO\� SURYH� HIIRUW� OHYHOV
XQGHUWDNHQ�E\�WKRVH�ZKR�DFW�RQ�RXU�EHKDOI��EXW�WKH�RXWFRPH�RU�RXWSXW�LV�IXOO\
YHULILDEOH�

)ROORZLQJ�WKH�VHW�XS�LQ�'L[LW��������ZH�VSHFLI\�D�PXOWLSOH�SULQFLSDO��PXOWLWDVN
IUDPHZRUN�� /HW� WKH� WZR� WDVNV� WR� EH� GRQH� EH� GHQRWHG� E\� [�� DQG� [�
FRUUHVSRQGLQJ�WR�FRPPLVVLRQV�PDGH�E\�3ULQFLSDO���DQG���UHVSHFWLYHO\���(DFK
MRE�HQWDLOV�V\PPHWULF�FRVWO\�DQG�XQSOHDVDQW�HIIRUW�OHYHOV��H��:H�DEVWUDFW�IURP
XQFHUWDLQ�YDULDWLRQV�LQ�WKH�DJHQW
V�HIIRUWV��WKH�LQIOXHQFH�RI�OXFN���DQG�WKH�IDFW
WKDW� VKH� RU� KH�PLJKW�ZDQW� WR� XQGHUWDNH� VRPH� RI� WKH� WDVNV� IRU� LWV� RZQ� VDNH
�7LUROH����������3ULQFLSDO���GHULYHV�D�EHQHILW� �%�IRU�WDVN���EXW�QRQH�IURP�MRE
���DQG�WKH�VDPH�LQ�UHYHUVH�DSSOLHV�WR�SULQFLSDO�����%RWK�SULQFLSDOV�ZLOO�QHHG�WR
VDWLVI\� WKH� SDUWLFLSDWLRQ� FRQVWUDLQW� RI� WKH� DJHQW�� 7KH� ILUVW� SULQFLSDO
V� SURILW
IXQFWLRQ�WDNHV�WKH�IROORZLQJ�IRUP

[ ]
���

�
�

�

���
� [N[H[H[[Z%[3 ----= � ���

7KH� WHUPV� LQVLGH� WKH� VTXDUH�EUDFNHWV� LQGLFDWH� WKH�FRVWV�RI�H[HUWLQJ�HIIRUW�E\
WKH� DJHQW�� ZKLFK� WKH� SULQFLSDO� PXVW� PHHW� LQ� RUGHU� WR� VDWLVI\� WKH� DJHQW
V
SDUWLFLSDWLRQ� FRQVWUDLQW�� 2EVHUYH� WKH� MRLQWQHVV� RI� HIIRUW�� EHFDXVH� WKH� DJHQW
PXVW�VLPXOWDQHRXVO\�FDUU\�RXW�ERWK�WDVNV�[��DQG�[���7KH�SD\PHQW�PDGH�WR�WKH
DJHQW� LV� LQGLFDWHG� E\� Z�� DQG� WKH� SD\PHQW� VFKHGXOH� LV� OLQHDU�� 7KH� ODVW� WHUP
UHIHUV� WR�KRZ�FDUU\LQJ�RXW�RQH� WDVN� DIIHFWV�HIIRUW� OHYHOV� LQ� WKH�RWKHU�� ,I� N� LV
SRVLWLYH�WKHQ�WKH�WZR�WDVNV�DUH�VXEVWLWXWHV��PRUH�HIIRUW�LQ�RQH�GLUHFWLRQ�LPSOLHV
OHVV�HIIRUW�HOVHZKHUH��,I�N�LV�QHJDWLYH�WKH�WZR�MREV�DUH�FRPSOHPHQWV�

7KH�VHFRQG�SULQFLSDO
V�SURILW�IXQFWLRQ�E\�V\PPHWU\�LV
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�

�
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� [N[H[H[[Z%[3 ----= ���

0D[LPL]DWLRQ�RI�����ZLWK�UHVSHFW�WR�[��ZLOO�OHDG�WR

������������������������������������������
��:H� DUH� DOO� DZDUH� WKDW� LQ� DFDGHPLD� DQG� WKH� SXEOLF� VHFWRU� SHHU� JURXS� UHVSHFW� DQG� WKH
SURVSHFWV� RI� IXWXUH� SURPRWLRQ� DUH� VWURQJ� PRWLYDWLQJ� IRUFHV�� 7KH� QRYHOLVW� (�� 0�� )RUVWHU
ZKHQ�DVNHG�ZK\�KH�ZURWH�LV�VDLG�WR�KDYH�UHSOLHG��VLF���³,�ZULWH�IRU�WKH�PRQH\��DQG�WR�HDUQ
WKH�UHVSHFW�RI�WKRVH�ZKRP�,�UHVSHFW´�
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ZKHUH��[�� �[� �[�E\�V\PPHWU\��$Q�LGHQWLFDO�H[SUHVVLRQ�FDQ�DOVR�EH�REWDLQHG
IRU� 3ULQFLSDO� ���5HDUUDQJHPHQW� LQ� WHUPV� RI�Z� \LHOGV� WKH� IROORZLQJ�SD\PHQW
VFKHGXOH
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1RWH�WKH�IROORZLQJ�

L� ,QFHQWLYH� SD\PHQWV� WR� WKH� DJHQW� GHFOLQH� �RU� DUH� OHVV� KLJK�SRZHUHG�� LI
WKH� WZR�WDVNV�FRQGXFWHG�E\� WKH�DJHQW�DUH�VXEVWLWXWHV�� DV�HIIRUWV� LQ�RQH
GLUHFWLRQ�GHWUDFW�IURP�WKH�RWKHU�IXQFWLRQ��7KLV�LV�QRW�WKH�FDVH�LI�WKH�MREV
DUH�FRPSOHPHQWV�

LL� ,QFHQWLYH�SD\PHQWV�UHODWHG�WR�HIIRUW�DQG�RXWSXW�WR�WKH�DJHQW�LQFUHDVH��LI
WKH�SULQFLSDOV�DFW� WRJHWKHU� LQ�D�FRRSHUDWLYH�RU�FROOXVLYH�PDQQHU��7KXV�
LQFHQWLYHV�WR�WKH�DJHQW�WR�H[HUW�RSWLPDO�HIIRUW�EHFRPH�VWURQJHU��7KLV�FDQ
EH�GHPRQVWUDWHG�E\�VXPPLQJ�����DQG�����DQG�WKHQ�MRLQWO\�0D[LPL]LQJ
IRU�[�� ,Q� WKH� UHVXOWDQW�H[SUHVVLRQ� IRU�Z� LQ� ����� WKH� WHUP���ZLOO�YDQLVK�
7KH�PRVW� IUHTXHQWO\�FLWHG� UHDVRQ� IRU� WKH� IDLOXUH�RI�FRRSHUDWLRQ� LV� WKDW
SHRSOH�VXVSHFW�RQH�DQRWKHU��DQG�DUH�XQVXUH�RI�KRZ�WKH�EHQHILWV�RI�DFWLQJ
MRLQWO\�ZLOO� HYHQWXDOO\� EH� GLYLGHG�XS�EHWZHHQ� WKH� GLIIHUHQW� SDUWLHV�� ,Q
RWKHU�ZRUGV��WKHUH�LV�FRRUGLQDWLRQ�IDLOXUH��&OHDUO\��WKLV�SUREOHP�LV�PRUH
DFXWH�WKH�ODUJHU�WKH�QXPEHU�RI�SRWHQWLDO�SULQFLSDOV�

LLL� (TXDWLRQ�����VWDWHV�WKDW�LQFHQWLYH�SD\PHQWV�WR�D�PXOWL�WDVN�DJHQW�GHFOLQH
DV� WKH� QXPEHU� RI� SULQFLSDOV�� VWDNHKROGHUV� RU�PDVWHUV� LQFUHDVHV�� DV� WKH
PDJQLWXGH�RI�WKH�WHUP���LQ�WKH�GHQRPLQDWRU�RI�����ULVHV�ZLWK�WKH�QXPEHU
RI�SULQFLSDOV�

,Q�VXPPDU\��WKH�SUHVHQFH�RI�PXOWLSOH�WDVNV�DQG�PXOWLSOH�SULQFLSDOV�LQFUHDVHV
WKH� GLIILFXOWLHV� DVVRFLDWHG� ZLWK� HIILFLHQW� UHJXODWLRQ�� $� SROLWLFDO� V\VWHP� KDV
PDQ\� VWDNHKROGHUV�� RIWHQ� GHOLEHUDWHO\� VR� FRQVWUXFWHG�� VR� DV� WR�PLQLPL]H� WKH
FKDQFHV�RI�D�FRUUXSW�GLFWDWRU�HPHUJLQJ��$�GLFWDWRU��RI�FRXUVH��ZLOO�FRPSOHWHO\
VXEYHUW�WKH�SURFHVV�RI�UHJXODWLRQ��UHQGHULQJ�LW�PHDQLQJOHVV��7KH�GRZQVLGH�LV�D
ZHDNHU�VHW�RI� LQFHQWLYHV� IRU� UHJXODWRUV��ZKLFK� LQ� WXUQ�DGYHUVHO\�DIIHFWV� WKHLU
HIILFLHQF\��2WKHU�SUREOHPV�DVVRFLDWHG�ZLWK�PXOWLSOH�SULQFLSDOV� �WKH� FRPPRQ
DJHQF\�SUREOHP��LQ�WKH�FRQWH[W�RI�DGYHUVH�VHOHFWLRQ�DUH�GLVFXVVHG�LQ�0XUVKHG
DQG�6HQ��������
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$�UHODWHG�SUREOHP�LV� WKDW�RI�UHJXODWRU\�FDSWXUH��7KLV�RFFXUV�ZKHQ�UHJXODWRUV
DUH�EULEHG�RU�FRQWUROOHG�E\�JURXSV�WKH\�DUH�PHDQW�WR�VXSHUYLVH��7KH�H[LVWHQFH
RI�SRZHUIXO�YHVWHG�LQWHUHVWV��DQG�VWURQJ�LQIRUPDO�VRFLDO�QHWZRUNV�RIWHQ�UHVXOWV
LQ� UHJXODWRU\�FDSWXUH��7KH�QHZ� LQVWLWXWLRQDO� HFRQRPLFV� HPSKDVL]HV� WKH�QHHG
IRU�FRQVWLWXWLRQV��UXOHV��DQG�WKH�FRQVWUXFWLRQ�RI�ZHOO�IXQFWLRQLQJ�LQVWLWXWLRQV�
9HVWHG�LQWHUHVWV�DQG�LQIRUPDO�QHWZRUNV�DUH��KRZHYHU��QRWRULRXVO\�UHVLVWDQW�WR
UHIRUP��7KXV��LW�LV�LPSRUWDQW�IRU�WKH�SROLF\PDNHU�WR�DWWHPSW�WR�ZRUN�ZLWK�WKH
H[LVWLQJ� LQVWLWXWLRQDO� VWUXFWXUH� UDWKHU� WKDQ� VXJJHVW� SLHFHPHDO� UHIRUP�� ,Q� WKH
FRQWH[W�RI�PRQHWDU\�SROLF\�DQG�ILQDQFLDO�UHJXODWLRQ��5RPHU�DQG�5RPHU�������
FDOO� IRU� D� WZR�WLHUHG� UHJXODWRU\� VWUXFWXUH�� D� ERDUG� RI� WUXVWHHV� DQG� D� VHSDUDWH
ERG\�RI� SROLF\�PDNHUV�� HDFK�ZLWK� GLIIHUHQW� WHQXUHV� LQ� RIILFH�� 7KH� LGHD� LV� WR
OLPLW� WKH� LQIOXHQFH� RI� DQ\� JRYHUQPHQW� RI� WKH� GD\� E\� DSSRLQWLQJ� WUXVWHHV� RQ
QRQ�UHQHZDEOH�ORQJ�WHUP�FRQWUDFWV��ZLWK�PRUH�VKRUW�WHUP�SHULRGV�RI�RIILFH�IRU
UHJXODWRUV�

�������2WKHU�REVWDFOHV

%DQNLQJ�UHJXODWRUV�LQ�GHYHORSLQJ�FRXQWULHV�DUH�EHOLHYHG�WR�IDFH�PRUH�VHULRXV
REVWDFOHV�DQG�OLPLWDWLRQV�LQ�SURPRWLQJ�EDQNLQJ�VWDELOLW\��ZKLFK�DUH�JHQHUDOO\
UHODWHG� WR� WKH�RYHUDOO�EDFNZDUGQHVV�RI� WKHLU� HFRQRPLF�GHYHORSPHQW�DQG� ORZ
EXUHDXFUDWLF�FDSDELOLW\��)RXU�VW\OL]HG�REVWDFOHV�FDQ�EH�VWDWHG�

D�� /'&V� KDYH� PRUH� VHULRXV� LQIRUPDWLRQ�� FRQWUDFWLQJ� DQG� PRQLWRULQJ
SUREOHPV�� ,QIRUPDWLRQ� SUREOHPV� UHIHU� WR� WKH� GLIILFXOW\� RI� GHWHUPLQLQJ
SURGXFW��SURMHFW�DQG�ERUURZHU�TXDOLW\��FRQWUDFWLQJ�SUREOHPV�DUH�UHODWHG�WR
WKH� GLIILFXOWLHV� RI� GHWHFWLQJ� IUDXG� DQG� RI� DWWDFKLQJ� FROODWHUDO�� ZKLOH� E\
PRQLWRULQJ�SUREOHPV��ZH�PHDQ�WKH�GLIILFXOW\�RI�YHULI\LQJ�WKH�FRPSOLDQFH
RI�FRYHQDQWV�

E��7KH� SURYLVLRQ� RI� UHTXLUHG� SXEOLF� LQIUDVWUXFWXUH� DQG� VHUYLFHV� IRU� D� VRXQG
ILQDQFLDO�V\VWHP�LV�VXEMHFW�WR�FRQVWUDLQWV�UHODWHG�WR�D�ODFN�RI�HFRQRPLHV�RI
VFDOH�� 7KH� FRPSDUDWLYH� GLVDGYDQWDJH� LQ� UHJXODWRU\� DQG� VXSHUYLVRU\
LPSOHPHQWDWLRQ� LV� OLQNHG� WR� WKH� SDXFLW\� RI� TXDOLILHG� RIILFLDOV� LQ� VRPH
/'&V�� DQG� WKH� OLPLWHG� ILQDQFLDO� UHVRXUFHV� IRU� VXSSRUWLQJ� FOHDQ� DQG
PRWLYDWHG�VXSHUYLVRU\�DJHQWV�

F�� 7KH�SURILWDELOLW\�RI�WKH�EDQNLQJ�VHFWRU�WHQGV�WR�EH�VTXHH]HG�E\�KLJK�RYHUDOO
XQLW�FRVWV�RI�RSHUDWLRQ�GXH�WR�VPDOOQHVV�DQG� WHFKQRORJLFDO�EDFNZDUGQHVV�
7KHUH� LV� D� OLPLWHG� FKRLFH� RI� ILQDQFLDO� DVVHWV� IRU� GLYHUVLILFDWLRQ�SXUSRVHV�
WKHUHE\�PDNLQJ�ULVN�SRROLQJ�OHVV�HIIHFWLYH�

G��0RVW� /'&V� VXIIHU� IURP� D� VR�FDOOHG� 
SHVR� SUREOHP
�� 7KLV� DULVHV� EHFDXVH
ULVN�QHXWUDO�LQYHVWRUV� UHTXLUH�DQ�H[WUD�SUHPLXP�RZLQJ�WR� WKHLU�SHUFHSWLRQ
WKDW�WKH�JRYHUQPHQW�EHQHILWV�IURP�LQIODWLRQ�WD[�E\�GHSUHFLDWLQJ�LWV�FXUUHQF\
�+DXVPDQQ� HW� DO��� ������� %HVLGHV� UHIOHFWLQJ� DQ� LQWHUQDWLRQDO� ILQDQFLDO
PDUNHW� LPSHUIHFWLRQ�� WKLV� LV� DOVR� D� VSHFLILF� PDQLIHVWDWLRQ� RI� WKH� RYHUDOO
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UHSXWDWLRQ� SUREOHPV� FRYHULQJ� JRYHUQPHQW� DJHQFLHV� DQG� LQVWLWXWLRQV� LQ
GHYHORSLQJ�FRXQWULHV�

*LYHQ�WKH�DERYH��WKH�TXHVWLRQ�QRZ�LV�ZKLFK�VHW�RI�SUXGHQWLDO�VWDQGDUGV�/'&V
VKRXOG� DGRSW�� 7KHUH� LV� D� ODUJH� PHQX� RI� SROLF\� WRROV� IRU� D� VRXQG� EDQN
UHJXODWLRQ�� 7KH� FRUQHUVWRQH� RI� WKH� %,6� UHJXODWLRQ� ������� LV� WKH� �� SHU� FHQW
FDSLWDO�DGHTXDF\�UDWLR��&$5���7KLV�PD\�EH�DGHTXDWH�IRU�LQWHUQDWLRQDO�EDQNV�
EXW�IRU�EDQNV�LQ�VPDOOHU�/'&V��WKLV�VWDQGDUG�UHJXODWRU\�FDSLWDO�UDWLR�VKRXOG�EH
FRPSOHPHQWHG�ZLWK�RWKHU�UREXVW�SROLF\�WRROV�

��� $Q�DSSURSULDWH�UHJXODWRU\�IUDPHZRUN

5HFRPPHQGDWLRQV� IURP� YDULRXV� EDQN� UHJXODWLRQ� VWXGLHV� GLIIHU� DV� WR� ZKDW
VKRXOG� EH� FRQWUROOHG�� ZKHWKHU� LW� FRQFHUQV� EDQNV
� RXWSXW�� LQSXW� RU� SURFHVV�
5HVWUDLQWV� RQ� LQSXW� PDLQO\� UHODWH� WR� LQFHQWLYHV�� FDSLWDO� DGHTXDF\�� OLDELOLW\
FRPSRVLWLRQ�DQG�SURSHU� WHVWV� IRU�EDQN�PDQDJHUV��7KRVH�RQ�RXWSXW�SHUWDLQ� WR
GLUHFW�FRQWUROV��7KH\�LQFOXGH�DGPLQLVWUDWLYH�FHLOLQJV�RQ�D�QXPEHU�RI�LGHQWLILHG
KLJK�ULVN�DVVHWV��WRWDO�DVVHW�JURZWK��OHQGLQJ�UDWH�FHLOLQJV�DQG�RWKHU�SHUPLVVLEOH
DFWLYLWLHV��)RU�VLPSOLFLW\��WKH�WHUP�UHVWUDLQW�RQ�SURFHVVHV�FDQ�EH�UHSODFHG�ZLWK
VXSHUYLVLRQ��,W�UHIHUV�WR�UHJXODWRUV
�LQYROYHPHQW�LQ�RYHUVHHLQJ�DQG�LQIOXHQFLQJ
EDQNV
� ULVNV� SROLF\� IUDPHZRUN�� LQWHUQDO� UHSRUWLQJ� VWDQGDUGV� DQG� SURFHGXUHV
FRQFHUQLQJ�PDUNHW�DQG�FUHGLW�ULVN�PDQDJHPHQW�

5HVWUDLQW�RQ�RXWSXW�LV�JHQHUDOO\�FRQVLGHUHG�WR�EH�WKH�OHDVW�HIIHFWLYH��EXW�WKH\
GR� KDYH� WKH� ORZHVW� YHULILFDWLRQ� FRVWV�� $W� WKH� RWKHU� HQG� RI� WKH� VSHFWUXP�
SUXGHQWLDO� UHVWUDLQW� RQ� SURFHVVHV� SRWHQWLDOO\� SURGXFHV� WKH� OHDVW� FULVLV�SURQH
ILQDQFLDO�VHFWRU��+RQRKDQ�DQG�6WLJOLW]���������%XW�EHFDXVH�RI�FRPSOH[LW\�DQG
FRVWV�� WKH\� DUH� DOVR� WKH� PRVW� H[SHQVLYH� DQG� GLIILFXOW� WR� LPSOHPHQW� LQ
GHYHORSLQJ�FRXQWULHV�ZKHUH� UHQW�VHHNLQJ� DFWLYLWLHV� DUH� XELTXLWRXV��$SSHQGL[
,,�VKRZV�WKH�ILQGLQJV�RI�7UDQVSDUHQF\�,QWHUQDWLRQDO� IURP�D�VXUYH\�DERXW� WKH
VXEMHFWLYH�SHUFHSWLRQ�RI�EXVLQHVV�SHRSOH��ULVN�DQDO\VWV�DQG�WKH�JHQHUDO�SXEOLF
RQ�WKH�FRUUXSWLRQ�OHYHO�LQ����FRXQWULHV�

:LWK� UHJDUG� WR�ZKHWKHU� UHJXODWRUV� WDUJHW� UHVWUDLQW�RQ�EDQNV
� LQSXW�RU�RXWSXW�
VRPH� HFRQRPLVWV� �H�J�� +RQRKDQ� DQG� 6WLJOLW]�� ������ DUJXH� IRU� PRUH� GLUHFW
UHJXODWRU\� UHVWUDLQWV� RQ� RXWSXW�� 2WKHUV� SXW� PRUH� ZHLJKW� RQ� PRUH� LQGLUHFW
PHDVXUHV� EDVHG�RQ� LQFHQWLYH�GULYHQ� UHJXODWLRQ�PRGHOV� �H�J��*DOORZD\� HW� DO�
������&DSULR�DQG�6XPPHUV��������

$� VLPSOLVWLF� FRQFOXVLRQ� IURP� YDULRXV� HPSLULFDO� ILQGLQJV� ZRXOG� EH� WR� OLPLW
FUHGLW� H[SDQVLRQ� DQG� PDLQWDLQ� DPSOH� OLTXLGLW\� LQ� WKH� EDQNLQJ� VHFWRU�� %XW�
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ZKLOH� WKHVHV�PHDVXUHV�PD\�SUHYHQW�FRXQWULHV� IURP�H[SHULHQFLQJ�FULVHV�� WKH\
DUH� XVXDOO\� DW� H[SHQVH� RI� ILQDQFLDO� VHFWRU� SHUIRUPDQFH� WKDW� LV� LPSRUWDQW� IRU
VWLPXODWLQJ�JHQHUDO�HFRQRPLF�DFWLYLW\��,Q�DGGLWLRQ��UHVWUDLQWV�RQ�RXWSXW�WHQG�WR
ORVH� HIIHFWLYHQHVV� DV� D� UHVXOW� RI� ILQDQFLDO� LQQRYDWLRQ�� DQG� LI� XQGHUO\LQJ
LQFHQWLYHV� GULYLQJ� EDQNHUV
� DFWLRQV� DUH� QRW� WDNHQ� LQWR� DFFRXQW��0HDVXUHV� E\
WKH�,QGRQHVLDQ�JRYHUQPHQW�WR�FXUE�IRUHLJQ�H[FKDQJH�V\QGLFDWHG�ORDQV�LVVXHG
E\�EDQNV�DUH�D�QRWDEOH�H[DPSOH��$V� WKH�JRYHUQPHQW�KDG�QRW�ZRUNHG�RQ� WKH
XQGHUO\LQJ� LQFHQWLYHV� E\� SUHVHUYLQJ� D� FUDZOLQJ� SHJ� H[FKDQJH� UDWH� UHJLPH�
WKXV� DOORZLQJ� IRUHLJQ� LQYHVWRUV� WR� H[SORLW� LQWHUHVW� UDWH� GLIIHUHQWLDOV� ZLWK
JXDUDQWHHG� SUHGLFWDELOLW\� RI� H[FKDQJH� UDWH� GHSUHFLDWLRQ�� EDQNV
� H[WHUQDO
ERUURZLQJ�ZHUH�QRW� KHOG� EDFN��� ,Q� IDFW�� ILQDQFLDO� LQQRYDWLRQ� DQG� DGYDQFLQJ
WHFKQRORJ\� IDFLOLWDWHG� WKH� FRQWLQXLQJ� EXLOG� XS� RI� IRUHLJQ� GHEW� WKURXJK
LVVXDQFH�RI�VKRUW�WHUP�SURPLVVRU\�QRWHV�DQG�FRPPHUFLDO�SDSHUV�WKDW�ZHUH�QRW
HQWLUHO\�FRYHUHG�E\�UXOHV�DQG�FRQVWUDLQWV�

$V� WKH� DOWHUQDWLYH� WR� WKH� GLUHFW� DSSURDFK�� WKH� LQFHQWLYH�EDVHG� UHJXODWRU\
IUDPHZRUN� LV� DOVR� VXEMHFW� WR� TXHVWLRQ�� 3URSRQHQWV� RI� PRUH� GLUHFW� UHVWUDLQWV
SRLQW� RXW� WKDW� WZR� EDQNV� KDYLQJ� WKH� VDPH� FDSLWDO� DGHTXDF\� UDWLR� DQG
HPSOR\LQJ� D� VLPLODU� ULVN� PDQDJHPHQW� SURFHGXUH�� PD\� KDYH� WKRURXJKO\
GLIIHUHQW� ULVN�SURILOHV� LI� WKH� LQWHUHVWV�RI�EDQN�RZQHUV� DQG�PDQDJHUV�GLYHUJH�
7R�FODULI\�WKLV��DVVXPH�WKDW�DFFRUGLQJ�WR�D�QHZ�UHJXODWLRQ�EDQN�RZQHUV�KDYH
WR� LQMHFW� PRUH� HTXLW\� LQWR� WKH� EDQNLQJ� VHFWRU�� 7KH� KLJKHU� FDSLWDO� DGHTXDF\
UDWLR� �&$5�� ZLOO� WKHRUHWLFDOO\� PRWLYDWH� EDQN� RZQHUV� WR� DFW� SUXGHQWO\�
+RZHYHU��DV�D�UHVXOW�EDQN�PDQDJHUV�PD\�EH�HQWLFHG�WR�JDPEOH�LQ�ULVNLHU�DVVHW
DOORFDWLRQ� LI� WKH� KLJKHU� &$5� SXWV� WKHP� XQGHU� SUHVVXUH� WR� SHUIRUP��� 7KH\
FRXOG� DOVR�PDNH� FKDQJHV� LQ� WKH� ORDQ� FRPSRVLWLRQ� WKDW�PDLQWDLQV� WKH� DJUHHG
FDSLWDO� UDWLR�FRQVWDQW�EXW�DFWXDOO\� LQFUHDVHV� WKH� ULVN�SURILOH�E\� OHQGLQJ�PRUH
WKDQ�ZDUUDQWHG� WR�JRYHUQPHQW�ERGLHV�� DQG�E\�H[SDQGLQJ�VKRUW�WHUP� ORDQV� WR
ILQDQFLDO� LQVWLWXWLRQV�� ZKLFK� XQGHU� WKH� SUHVHQW� %DVOH� FDSLWDO� DGHTXDF\
IUDPHZRUN� KDYH� D� ORZHU� ULVN� ZHLJKWLQJ��� 7KHUH� FRXOG� DOVR� EH� LQFHQWLYHV
WRZDUGV� WKH� PDQLSXODWLRQ� RI� LQWHUHVW� LQFRPH� UHFRJQLWLRQ�� ,PSRVLQJ� PRUH
GLUHFW� UHVWUDLQW� RQ� RXWSXW�� LQ� IRUP� RI� DGPLQLVWUDWLYH� FHLOLQJV� RQ� DVVHW
FRPSRVLWLRQ�RU� WRWDO� ORDQ�JURZWK�FRXOG� UHVWUDLQ� VXFK�XQZDQWHG� UHVSRQVHV�RI

������������������������������������������
��)LQDQFLDO�OLEHUDOL]DWLRQ�FRPELQHG�ZLWK�D�IL[HG�H[FKDQJH�UHJLPH�LV�D�VWURQJ�UHFLSH� IRU�D
OHQGLQJ� ERRP� ILQDQFHG� E\� IRUHLJQ� PRQH\�� DV� SRLQWHG� RXW� E\� +RQNDSRKMD� DQG� .RVNHOD
�������LQ�WKH�FDVH�RI�)LQODQG�
��*RUWRQ�DQG�5RVHQ��������DOVR�VKRZ�KRZ�LQ�ZHOO�FDSLWDOL]HG�EDQNV��PDQDJHUV
�REMHFWLYHV
DUH�QRW�DOLJQHG�ZLWK�WKH�REMHFWLYHV�RI�RXWVLGH�VKDUHKROGHUV��0DQDJHUV�WDNH�H[FHVVLYH�ULVNV
LQ�RUGHU�WR�FRQYLQFH�VKDUHKROGHUV�WKDW�WKH\�DUH�JRRG�PDQDJHUV��:KHQ�GLVDSSRLQWLQJ�UHVXOWV
HPHUJH��
EDG�PDQDJHUV
�FDQ�HDVLO\�KLGH�EHKLQG�EDG�OXFN�DUJXPHQWV�
��6XFK�DQ�DFWLYLW\�LV�GHVFULEHG�DV�FDSLWDO�DUELWUDJH��H�J��%DVOH�&RPPLWWHH������D��
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DJHQWV�� +HQFH� WKH� FULWLFV� RI� LQFHQWLYH� EDVHG� EDQN� UHJXODWLRQ� KLJKOLJKW� WKH
LQHIIHFWLYHQHVV�RI�ILQH�WXQLQJ�LQFHQWLYHV� LQ�VLWXDWLRQV�ZKHUH�EDQNHUV�UHVSRQG
GLIIHUHQWO\�IURP�ZKDW�KDV�EHHQ�DVVXPHG�LQ�WKH�XQGHUO\LQJ�PRGHO��,Q�WKH�ZRUVW
FDVH� VFHQDULRV�� +RQRKDQ� DQG� 6WLJOLW]� ������� DUJXH� WKDW� LQFHQWLYH�EDVHG
PHDVXUHV�FDQ�OHDG�WR�SHUYHUVH�RXWFRPHV�

+RZHYHU�� LQ� WKH� FDVH� RI� VPDOO� /'&V� WKH� GLIIHUHQFHV� LQ� SROLF\
UHFRPPHQGDWLRQV� EHWZHHQ� SURSRQHQWV� RI� GLUHFW� �UHVWUDLQW� RQ� RXWSXW�� DQG
LQGLUHFW�PHDVXUHV�WXUQ�RXW�WR�EH�QRW�VR�VWULNLQJ��%RWK�YLHZV�WDNH�LQWR�DFFRXQW
WKH� OLPLWDWLRQV� RI� GHYHORSLQJ� FRXQWULHV� LQ� DGRSWLQJ� EHVW� SUDFWLVHV� LQ� EDQN
UHJXODWLRQ�DQG�VXSHUYLVLRQ�

,W�LV�XVHIXO�WR�H[DPLQH�LI�WKH�GDQJHUV�RI�SHUYHUVH�UHVXOWV�VWUHVVHG�LQ�+RQRKDQ
DQG�6WLJOLW]��������DUH�SUHVVLQJ��7KH\�VKRZ�WKLV�E\�LOOXVWUDWLQJ�KRZ�DWWXQLQJ
FDSLWDO� UHTXLUHPHQW� DQG� GHSRVLW� LQVXUDQFH� SUHPLD� EDVHG� RQ� FHUWDLQ
EHKDYLRXUDO� PRGHOV� SURYH� LQHIIHFWLYH�� RU� JHQHUDWH� SHUYHUVH� UHVXOWV� ZKHQ
DJHQF\� DQG� LQIRUPDWLRQ� SUREOHPV� DUH� ODUJH�� :LWK� UHJDUG� WR� WKH� SUREOHPV
DVVRFLDWHG�ZLWK�WKH�XVH�RI�WKH�PLQLPXP�&$5��ZH�ILQG�WKDW�LQ�WKH�GHYHORSLQJ
FRXQWU\� FRQWH[W� ZLWK� OLWWOH� IUDJPHQWDWLRQ� RI� VKDUHKROGLQJ� DQG� DEVHQFH� RI
VWRFNOLVWLQJ�� EDQN� RZQHUV� �SULQFLSDOV�� DUH� XVXDOO\� LQYROYHG� LQ� LPSRUWDQW
GHFLVLRQ� PDNLQJ��� 7KH� DJHQF\� SUREOHP� ZKHUH� EDQN� PDQDJHUV
� �DJHQW
V�
LQWHUHVWV� DUH� QRW� DOLJQHG� ZLWK� WKHLU� SULQFLSDOV
� WKHUHIRUH� EHFRPHV� OHVV
SHUWLQHQW�� 7DUJHWLQJ� SUXGHQW� ULVN� WDNLQJ� RI� VKDUHKROGHUV� ZLOO� QRW�� WKHUHIRUH�
SURGXFH� SHUYHUVH� UHVXOWV� GXH� WR� PLVDOLJQPHQW� RI� LQWHUHVWV� EHWZHHQ� EDQN
RZQHUV�DQG�PDQDJHUV�

)XUWKHU�� +RQRKDQ� DQG� 6WLJOLW]� ������� SHUVXDVLYHO\� GHPRQVWUDWH� WKDW
LQIRUPDWLRQ� DQG�PRQLWRULQJ� SUREOHPV� LQ� FRUUHFWO\� SULFLQJ� GHSRVLW� LQVXUDQFH
SUHPLD� FDQ� OHDG� WR� SHUYHUVH� RXWFRPHV�ZKHQ� EDQNHUV� H[SORLW� WKHLU� DELOLW\� WR
PDQLSXODWH� WKH� ORDQ� ERRN�� +RZHYHU�� LW� LV� TXHVWLRQDEOH� LI� WKH� VFKHGXOH� RI
GHSRVLW� LQVXUDQFH� SUHPLD� ZLOO� SOD\� VXFK� D� VXEVWDQWLYH� UROH� IRU� EDQNV� LQ
GHYHORSLQJ�FRXQWULHV�ZKHUH�WKH�LQVWLWXWLRQ�RI�GHSRVLW�LQVXUDQFH�LV�LWVHOI�DEVHQW
�H[SOLFLWO\�RU�LPSOLFLWO\���,Q�IDFW��PRVW�/'&V�LQFOXGHG�LQ�'HPLUJXF�.XQW�DQG
+XL]LQJD� ������� KDYH� QR� GHSRVLW� LQVXUDQFH� SUHPLXP� VFKHGXOH� �&RORPELD
EHLQJ�D�QRWDEOH�H[FHSWLRQ��ZKHUH�GHSRVLWV�DUH�JXDUDQWHHG�E\�EDQNV��

+HQFH�� IRU� OHVV�GHYHORSHG�FRXQWULHV�� IRFXVLQJ�RQ�DOLJQLQJ�EDQN�RZQHUV
� DQG
DJHQWV
� LQFHQWLYHV� ZLWK� SUXGHQW� ULVN� WDNLQJ� ZLOO� SRWHQWLDOO\� UHQGHU� D� PRUH
IHDVLEOH�VHW�RI�UREXVW�EDQN�UHJXODWRU\�VWDQGDUGV��,QHIILFLHQW�UHJXODWLRQ�GXH�WR

������������������������������������������
��6HH�H�J��&ODHVVHQV�HW�DO���������IRU�D�GRFXPHQWDWLRQ�RI�FRQWURO�SDWWHUQ��JURXS�DIILOLDWLRQ
DQG�FURVV�RZQHUVKLS�LQ�WKH�(DVW�$VLDQ�FRUSRUDWH�VHFWRUV�
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WKH�SUHVHQFH�RI�PXOWLSOH�WDVNV�DQG�PXOWLSOH�SULQFLSDOV�FDQ�EH�DOOHYLDWHG��DV�WKH
LQWHUHVWV�RI�UHJXODWRUV�DQG�WKH�ILQDQFLDO�VHFWRU� LQ�IDYRXU�RI�ILQDQFLDO�VWDELOLW\
EHFRPH�FORVHU�

$QRWKHU� UHDVRQ� IRU� VWUHVVLQJ� LQFHQWLYH�FRPSDWLEOH� PHFKDQLVPV� LV� WKDW
VXSHUYLVLRQ�FDQQRW�EH�WKH�PDLQ�OLQH�RI�GHIHQFH�DJDLQVW�EDQN�IDLOXUHV��HYHQ�LQ
GHYHORSHG� FRXQWULHV� �&DSULR� DQG� 6XPPHUV�� ������� 7KH� VXSHUYLVRU\� DJHQF\
FRXOG� EH� VWDUYHG� RI� UHVRXUFHV� DQG� VXIIHU� IURP� DQ� LQIHULRU� UHPXQHUDWLRQ
SDFNDJH�� 7UDLQLQJ� DQG� HGXFDWLRQ� RI� TXDOLW\� EDQN� VXSHUYLVRUV� WDNHV� PDQ\
\HDUV����)XUWKHUPRUH��HYHQ�LQ�GHYHORSHG�FRXQWULHV��VXSHUYLVRUV
�IDFH�SROLWLFDO
DQG� RWKHU� SUHVVXUHV�� DQG� DUH� IUHTXHQWO\� LQFOLQHG� WR� EH� VLOHQW� DERXW� FKURQLF
EDQNLQJ� SUREOHPV� XQWLO� QHW� ZRUWK� EHFRPHV� QHJDWLYH�� ,URQLFDOO\�� GHSRVLWRUV
DQG� EDQN� DQDO\VWV� LQ� VRSKLVWLFDWHG� ILQDQFLDO� V\VWHPV� DUH� IRXQG� WR� IDLO� WR
DQWLFLSDWH� WKH� GRZQJUDGLQJ� RI� EDQNV� WR� SUREOHP� VWDWXV� �6LPRQV� DQG� &URVV�
������

7KH�ILUVW�HYLGHQW�RSWLRQ�WR�LQGXFH�EDQNHUV�WR�H[HUFLVH�VDIH�DQG�VRXQG�EDQNLQJ
LV� D� KLJKHU� &$5�� %HVLGHV� SURYLGLQJ� D� ILQDQFLDO� FXVKLRQ� DJDLQVW� XQIRUHVHHQ
ORVVHV�� D�EDQN�ZLWK� D� VXEVWDQWLDO� FDSLWDO� EDVH� LV� OHVV� SURQH� WR� JDPEOLQJ� DQG
ORRWLQJ��$NHUORI�DQG�5RPHU���������,Q�D�FDVH�RI�WRR�IHZ�QHW�DVVHWV�DQG�LQ�WKH
SUHVHQFH�RI�D�JRYHUQPHQW�VDIHW\�QHW��D�EDQN�WHQGV�WR�WDNH�PRUH�ULVNV�WR�HQDEOH
LW�WR�DWWUDFW�GHSRVLWV�PRUH�DJJUHVVLYHO\�

$Q� DEVHQFH� RI� VXSSRUWLQJ� FRQGLWLRQV� FDQ� KRZHYHU� XQGHUPLQH� WKH
HIIHFWLYHQHVV� RI� WKH� KLJKHU� &$5�� )LUVWO\�� GHILFLHQFLHV� LQ� DFFRXQWLQJ� DQG
UHSRUWLQJ� VWDQGDUGV� FRXOG� FRPSURPLVH� WKH� LQWHJULW\� RI� FDSLWDO� ZKHQ� D� EDQN
IDFHG�ZLWK�QRQ�SHUIRUPLQJ�ORDQV�UHIXVHV�WR�UHFRJQL]H�IDOOLQJ�LQWHUHVW�LQFRPH
DQG�PDNH� WKH� QHFHVVDU\� SURYLVLRQLQJ� �%URZQEULGJH� DQG�.LUNSDWULFN�� ������
6HFRQGO\��DV�QRWHG�DERYH��D�EDQN�FDQ�FKDQJH�WKH�FRPSRVLWLRQ�RI�LWV�ULVN�DVVHWV
WR�PHHW�D�KLJKHU�&$5�ZKLOH�DFWXDOO\�LQFUHDVLQJ�WKH�ULVNLQHVV�RI�LWV�ORDQ�ERRN�
7KH�QHZ�FDSLWDO�DGHTXDF\�IUDPHZRUN�WKDW�LV�QRZ�EHLQJ�SURSRVHG�E\�WKH�%DQN
IRU� ,QWHUQDWLRQDO� 6HWWOHPHQW� �%DVOH� &RPPLWWHH�� ����E�� ZLOO� LQ� SULQFLSOH
UHGXFH� WKH� SRVVLELOLW\� RI� FDSLWDO� DUELWUDJH� DQG� WKH� ILUVW�RUGHU� GLIIHUHQFHV
EHWZHHQ� UHJXODWRU\� DQG� HFRQRPLF� FDSLWDO� UHTXLUHPHQW���� 7KH� QHZ� UHTXLUHG

������������������������������������������
���)RU�D�VLPLODU� UHDVRQ��VRPH�DUJXH� WKDW� LW� LV� LURQLF� WKDW�DIWHU� WKH� UHFHQW�$VLDQ�FULVHV� WKH
,0)� UHVFXH� SDFNDJH� LQFOXGHV� FRQGLWLRQDOLW\� IRU� FRPSUHKHQVLYH� VWUXFWXUDO� FKDQJHV
LQFOXGLQJ� UHIRUPV� LQ�EDQNLQJ�VXSHUYLVLRQ��EXVLQHVV�JRYHUQPHQW� UHODWLRQVKLSV�� EDQNUXSWF\
ODZV� HWF�� �)HOGVWHLQ� ������� ,W� LV� EHWWHU� WR� VWULYH� IRU� PRUH� FRPSDWLELOLW\� EHWZHHQ�PDUNHW�
RULHQWHG� UHIRUPV� DQG� SUH�H[LVWLQJ� LQVWLWXWLRQDO� FDSDELOLWLHV� LQ� RUGHU� WR� KDYH� KLJKHU
SUREDELOLW\�RI�VXFFHVV��5RGULN��������
���(FRQRPLF�FDSLWDO�UHTXLUHPHQW�IRU�FUHGLW�ULVN�LV�GHILQHG�DV�WKH�DPRXQW�RI�HTXLW\�QHHGHG
VXFK� WKDW� WKH� SUREDELOLW\� RI� FUHGLW� ORVVHV� EHLQJ� ODUJHU� WKDQ� FDSLWDO� LV� QR� PRUH� WKDW� D
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UHJXODWRU\� FDSLWDO� VKRXOG� EH� VHW� XVLQJ� PRGHOV� LQYROYLQJ� YDULRXV� UHOHYDQW
SRUWIROLR�FKDUDFWHULVWLFV�WKDW�GULYH�FUHGLW�ULVN��7KHVH�FRPSULVH�LQGLYLGXDO�DVVHW
ULVN�� SRUWIROLR� VL]H�� DQG�EHKDYLRXU�RI� GHIDXOWHG� DVVHWV� DQG� WKH� FRUUHODWLRQ�RI
LQGLYLGXDO�ORDQ�FUHGLW�ORVVHV��,W�VKRXOG�EH�SRLQWHG�RXW�WKDW�LPSRUWDQW�EDUULHUV
WR�DGRSWLRQ�VWLOO�UHPDLQ�XQGHU�GLVFXVVLRQ�HVSHFLDOO\�FRQFHUQLQJ�WHFKQLFDO�DQG
HPSLULFDO�XQFHUWDLQW\�DERXW�WKH�GLPHQVLRQV�RI�FUHGLW�ULVNV��VHH�&DUH\��������
7KLUGO\�� WKH�HIIHFWLYHQHVV�RI� WKH�KLJKHU�&$5�FRXOG�EH�HURGHG�E\�KLJK� LQWUD�
JURXS�OHQGLQJ��HVSHFLDOO\�ZKHQ�SURWHFWLQJ� WKH� IXQGV�SXW� LQ� WKH�EDQN�DUH� OHVV
DWWUDFWLYH�IRU�EDQN�RZQHUV�WKDQ�H[SORLWLQJ�WKH�EDQN�DV�D�ILQDQFLQJ�YHKLFOH�IRU
WKHLU�PRUH�SURILWDEOH�QRQ�EDQN�EXVLQHVV� LQWHUHVWV��7KH� ODWWHU�SUREOHP�FDQ�EH
VSHFLILFDOO\� VROYHG� E\� PDNLQJ� WKH� EDQNLQJ� VHFWRU� PRUH� SURILWDEOH� DQG� E\
LPSRVLQJ� UHVWUDLQWV� RQ� WKH� SHUFHQWDJH� RI� FDSLWDO� LQYHVWHG� LQ� RZQ� JURXS
FRPSDQLHV��ZKLFK�LV�D�IRUP�RI�UHVWUDLQW�RQ�RXWSXW����

,Q� DGGLWLRQ� WR� WKH� LQFUHDVLQJ� PLQLPXP� &$5�� WKH� EDQNLQJ� VHFWRU� FDQ� EH
VWUHQJWKHQHG�ZLWK� D� ULVH� LQ� OLDELOLW\� OLPLWV�RQ�EDQNHUV��6DXQGHUV� DQG�:LOVRQ
�������GUDZ�OHVVRQV�IURP�WKH�VXFFHVV�RI�6FRWWLVK�EDQNLQJ�DGRSWLQJ�FRQWLQJHQW
OLDELOLW\� SURYLVLRQ� LQ� WKH� ��WK� FHQWXU\�� ZKLFK� ZDV� D� SHULRG� RI� UHODWLYHO\
IUHTXHQW� EDQNLQJ� IDLOXUHV� LQ� (QJODQG� DQG� WKH� 86$�� 7KH� V\VWHP� FUHDWHG� D
SRZHUIXO� LQFHQWLYH� WR� EDQN� RZQHUV� WR� VWD\� SUXGHQW� EHFDXVH� WKHLU� OLDELOLW\
H[WHQGHG� WR�ERWK�SHUVRQDO� DQG� LQKHULWDEOH�ZHDOWK��8QOLNH� WKH� FDVH� RI�KLJKHU
&$5V� DERYH�� LW� GRHV� QRW� UHTXLUH� DQ� DFFRPSDQ\LQJ� UHVWULFWLRQ� RQ� LQWUDJURXS
OHQGLQJ�� $� GUDZEDFN� RI� LPSRVLQJ� WKLV� PHDVXUH� LV� GLVLQWHUPHGLDWLRQ� LQ
ILQDQFLDO�VHUYLFHV��0RUHRYHU��WKH�SHQDOW\�IRU�ULVN�WDNLQJ�EHFRPHV�VR�KLJK�WKDW
QHFHVVDU\� LQYHVWPHQW� LQ� JURZWK� LQGXFLQJ�� EXW� ULVN\�� DFWLYLWLHV� OLNH
LQIUDVWUXFWXUH� DQG� WHFKQRORJLFDO� GHYHORSPHQW� ZLOO� QRW� EH� XQGHUWDNHQ�� 7KH
FRQFHUQV�DERXW�WKH�DGYHUVH�HIIHFWV�RI�WRR�KLJK�D�SHQDOW\�ULVN�FDQ�EH�DGGUHVVHG
E\�HPSOR\LQJ�ORZHU�OLDELOLW\� OLPLWV��$SDUW�IURP�WHFKQLFDOLWLHV�RQ�WKH�RSWLPDO
OLDELOLW\�H[WHQW��PDNLQJ�IDLOXUH�PRUH�FRVWO\� WR�PDQDJHPHQW�DQG�VKDUHKROGHUV
VKRXOG� HQVXUH� PRUH� SUXGHQW� ULVN� EHKDYLRXU� LQ� DQ� HQYLURQPHQW� RI� ORZ
WUDQVSDUHQF\� DQG� PDQ\� LQIRUPDWLRQ� SUREOHPV�� 7KLV� RSWLRQ� UHWDLQV� LWV
DWWUDFWLYHQHVV�HYHQ�ZKHQ�WKH�UHJXODWRU\�FDSLWDO�UDWLR�LV�EDVHG�RQ�WKH�QHZ�%,6
FDSLWDO�DGHTXDF\�IUDPHZRUN�

�������������������������������������������������������������������������������������������������������������������������������
VSHFLILHG� VPDOO� SUREDELOLW\�� ,Q� D� IULFWLRQOHVV� ZRUOG� ZLWK� LQIRUPHG� SDUWLHV�� WKH� HFRQRPLF
FDSLWDO�UHTXLUHPHQW�VKRXOG�EH�FORVH�WR�WKH�EDQN
V�PDUNHW�FDSLWDO�UHTXLUHPHQW��ZKLFK�LV�WKH
FDSLWDO� UDWLR� WKDW� 0D[LPL]HV� WKH� YDOXH� RI� WKH� EDQN� LQ� WKH� DEVHQFH� RI� UHJXODWRU\� FDSLWDO
UHTXLUHPHQWV��,Q�RWKHU�ZRUGV��WKH�YDOXH�RI�WKH�EDQN�FDQ�IDOO�EHFDXVH�LW�KDV�WRR�OLWWOH�RU�WRR
PXFK� FDSLWDO� �VHH��%HUJHU� HW� DO�� ����� IRU� WKH� GLVWLQFWLRQ� EHWZHHQ� UHJXODWRU\� DQG�PDUNHW
FDSLWDO�UHTXLUHPHQW��
���,QGRQHVLD
V�FDVH�VKRZHG��KRZHYHU��WKDW�LQWUD�JURXS�OHQGLQJ�ZDV�FLUFXPYHQWHG�RQ�D�ODUJH
VFDOH�WKURXJK�RII�EDODQFH�VKHHW�FRQVWUXFWLRQ�
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:KLOH� UDLVLQJ� FDSLWDO� UDWLRV� DQG� OLDELOLW\� OLPLWV�PLJKW� EH� VXJJHVWHG� WR� VPDOO
FRXQWULHV� ZLWK� LQVXIILFLHQW� VXSHUYLVRU\� VNLOOV�� WKH� WZR� SROLF\� WRROV� FRXOG
LQGXFH�HLWKHU�EDQNLQJ�GLVLQWHUPHGLDWLRQ�LQ�WKH�FDVH�ZKHUH�ERWK�PHDVXUHV�DUH
LPSRVHG��RU�JDPEOLQJ�LI�RQO\�WKH�PLQLPXP�FDSLWDO�UDWLRV�DSSO\��7R�JXDUDQWHH
SURILWDELOLW\�� OLPLWLQJ� HQWU\� FRXOG� EH� D� VROXWLRQ�� 7KH� GRZQVLGH� RI� WKLV
DOWHUQDWLYH�LV�WKDW�WKH�ILQDQFLDO�VHFWRU�ZLOO�QRW�EHQHILW�IURP�VWDWLF�DQG�G\QDPLF
HIILFLHQF\� LQ� WKH� IRUP� RI� ORZHU� LQWHUHVW� DQG� VHUYLFH� FKDUJHV� DQG� WHFKQLFDO
SURJUHVV��7KH�SUHVHQFH�RI�IRUHLJQ�EDQNV�PD\�PLWLJDWH�WKH�ZHOIDUH�ORVVHV�DQG
ODFN� RI� LQQRYDWLRQ� FKDUDFWHUL]LQJ� D� PRQRSROLVWLF� EDQNLQJ� PDUNHW�� ,Q� VRPH
$IULFDQ�FRXQWULHV��IRUHLJQ��H[�FRORQLDO��EDQNV�DUH�ZHOO�HVWDEOLVKHG��&ODHVVHQV
HW�DO���������SURYLGH�HPSLULFDO�HYLGHQFH�WKDW�IRUHLJQ�EDQN�HQWU\�LPSURYHV�WKH
IXQFWLRQLQJ� RI� GRPHVWLF� ILQDQFLDO� VHFWRU�� ZLWK� SRVLWLYH� ZHOIDUH� LPSOLFDWLRQV
IRU�EDQNLQJ�FXVWRPHUV��GHVSLWH�WKH�UHGXFHG�IUDQFKLVH�YDOXH�RI�EDQN�OLFHQVHV�

$QRWKHU�SRVVLEOH�GUDZEDFN�RI�HQWU\�EDUULHUV�LV�WKDW�EDQNV�EHFRPH�H[FHVVLYHO\
SURILWDEOH��ZKLFK� LQ� WXUQ� JLYHV� ULVH� WR� QRQ�EDQN� ILQDQFLDO� LQVWLWXWLRQV�� 5HQW�
VHHNLQJ� DFWLYLWLHV� ZLOO� HPHUJH� �+RQRKDQ� DQG� 6WLJOLW]�� ������ ZKHQ� EDQN
OLFHQVHV� DUH� VR� YDOXDEOH�� %XW�� VPDOO� EDQNV� RSHUDWLQJ� LQ� VPDOO� PDUNHWV�� DUH
XQOLNHO\� WR�EH� H[FHVVLYHO\�SURILWDEOH��(QWU\�EDUULHUV�KDYH� WKH� DGYDQWDJH� WKDW
WKH\� DUH� FRPSDWLEOH� ZLWK� WKH� OLPLWHG� RYHUVLJKW� DELOLWLHV� RI� PRVW� EDQNLQJ
DXWKRULWLHV� LQ� VPDOO� FRXQWULHV�� .HHSLQJ� D� VPDOO� QXPEHU� RI� ILQDQFLDO
LQVWLWXWLRQV�LQ�FKHFN�ZLOO�EH�PRUH�PDQDJHDEOH�IRU�WKHP��7KH�,QGRQHVLDQ�SUH�
FULVLV� H[SHULHQFH� ZDV� SUREDEO\� WKH� EHVW� H[DPSOH� RI� DQ� H[FHVVLYHO\� OLEHUDO
FRPSHWLWLRQ� SROLF\�� ZKHUH� WKH� QXPEHU� RI� EDQNV�PXVKURRPHG� IROORZLQJ� WKH
����� EDQNLQJ� GHUHJXODWLRQ�� 7KLV� VLWXDWLRQ� ZDV� VXVWDLQDEOH�� DQG� SRRU
VXSHUYLVLRQ�UHPDLQHG�XQSXQLVKHG��DV�ORQJ�DV�LQYHVWPHQW�ZDV�EXR\DQW��,W�ZDV
D�PDWWHU�RI�WLPH�EHIRUH�D�EDQNLQJ�FULVLV�IRUFHG�UDWLRQDOL]DWLRQ�LQ�WKH�EXVLQHVV�

(QWU\�SROLFLHV�GHWHUPLQLQJ�WKH�GHJUHH�DQG�HDVH�RI�HQWU\�DUH�QRW�LQGHSHQGHQW�RI
WKH�WZR�LQFHQWLYHV�EDVHG�PHDVXUHV�GLVFXVVHG�DERYH��,I�WKH�FDSLWDO�UHTXLUHPHQW
LV� KLJK�� DQG� RZQHUV� DV�ZHOO� DV�PDQDJHUV� IDFH� LQFUHDVHG� OLDELOLW\� LQ� FDVH� RI
IDLOXUHV�� RQO\� WKRVH� WKDW� NQRZ� KRZ� WR� EDQN� ZLOO� YHQWXUH� LQWR� WKH� ILQDQFLDO
VHFWRU��2QH�PD\�DUJXH�WKDW� WKLV� LV�QRW�HQRXJK� LI� LQFHQWLYHV� WR�JDPEOLQJ�DQG
ORRWLQJ�DUH�KLJK�LQ� WKH�SUHVHQFH�RI� LPSOLFLW�GHSRVLW� LQVXUDQFH��$Q�DGGLWLRQDO
UHVWUDLQW� RQ� EDQNV
� LQSXW� VKRXOG� EH� UHTXLULQJ� SRWHQWLDO� RZQHUV� DQG� EDQN
PDQDJHUV�WR�SDVV�ILW�DQG�SURSHU�WHVWV��:KLOH�WKH�ODWWHU�ZLOO�DOVR�HQJHQGHU�UHQW�
VHHNLQJ�RSSRUWXQLWLHV� LQ� FRXQWULHV�ZLWK� ORZ� WUDQVSDUHQF\�� WKH� ILW� DQG�SURSHU
WHVW�UHTXLUHPHQW�FDQ�EH�DSSOLHG�ZKHQ�WKH�LQVWUXPHQWV�DUH�UHDG\�

$Q�LPSRUWDQW�LVVXH�UHOHYDQW�WR�HQWU\�SROLF\��ZKLFK�SURSRQHQWV�RI�PRUH�GLUHFW
UHVWUDLQW�RQ�RXWSXW�SRLQW�RXW��LV�WKH�H[WHQW�RI�SHUPLVVLEOH�RSHUDWLRQV�DQG�OLPLWV
RQ�SURGXFWV��$JDLQ�� WKHUH� LV�D�QHHG�IRU�EDODQFLQJ�RQ�WKH�RQH�KDQG�VXIILFLHQW
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SURILW� RSSRUWXQLWLHV� IRU� EDQNV�� DQG� RQ� WKH� RWKHU� KDQG� JXDUGLQJ� DJDLQVW
H[FHVVLYH� ULVN�WDNLQJ�� 5HFDOOLQJ� WKH� OLPLWHG� VXSHUYLVRU\� FDSDFLW\� RI� VPDOO
FRXQWULHV��H[WHQVLYH�DQG�FRPSOLFDWHG�UXOHV�VKRXOG�EH�DYRLGHG��,Q�DQ�H[WHQVLYH
VXUYH\� RI� PRUH� WKDQ� ��� FRXQWULHV�� %DUWK� HW� DO�� ������� ILQG� WKDW� UHVWULFWLRQV
ZLWK� UHVSHFW� WR�ZKDW� D�EDQN� LV�SHUPLWWHG� WR� GR� L�H�� VHFXULWLHV�� LQVXUDQFH� DQG
UHDO�HVWDWH�DFWLYLWLHV�DUH�QRW�EHQHILFLDO�IRU�WKH�SHUIRUPDQFH�DQG�VWDELOLW\�RI�WKH
EDQNLQJ� VHFWRU�� (VSHFLDOO\� UHVWULFWLRQV� SODFHG� RQ� VHFXULWLHV� DQG� EDQN
RZQHUVKLS�RI�QRQ�ILQDQFLDO�ILUPV�DUH�KDUPIXO�WR�ILQDQFLDO�VWDELOLW\���

1RQHWKHOHVV� LQ� GHYHORSLQJ� FRXQWULHV�� ZKHUH� HFRQRPLF� VWUXFWXUH� LV� OHVV
GLYHUVLILHG��UHVWULFWLRQV�RQ�H[SRVXUH�FRQFHQWUDWLRQ�LQ�FHUWDLQ�FRPPRGLWLHV�DQG
UHDO� HVWDWH� DUH� WR� EH� HQFRXUDJHG�� $OWKRXJK� EDQNV�� DFWLQJ� XQGHU� D� UREXVW
LQFHQWLYH� FRPSDWLEOH� UHJXODWRU\� UHJLPH� ZLOO� YROXQWDULO\� DYRLG� ULVN
FRQFHQWUDWLRQ��JRYHUQPHQW� LQWHUYHQWLRQ�WR� OLPLW�V\VWHPLF�FULVHV� LV�QHFHVVDU\�
'XH� WR� ERXQGHG� UDWLRQDOLW\�� EDQNV� PD\� EH� FRPSHOOHG� WR� IROORZ� KHUG
EHKDYLRXUDO�SDWWHUQV�GXULQJ�ERRPV��DV�EDQNHUV�EHOLHYH�WKDW�ZKHQ�EDQN�IDLOXUHV
RFFXU� DFURVV� WKH� ERDUG� WKH� JRYHUQPHQW� ZLOO� UHIUDLQ� IURP� DSSO\LQJ� WKH
LQFUHDVHG�OLDELOLW\�UXOH�

6HYHUDO� RWKHU� LQFHQWLYH�EDVHG� EDQN� UHJXODWLRQV� PD\� EH� LQDSSURSULDWH� IRU
/'&V� EHFDXVH� RI� DQ� XQIDYRXUDEOH� FRVW�EHQHILW� EDODQFH� DV� ZHOO� DV� WKH
XQIHDVLELOLW\�RI�LPSOHPHQWDWLRQ��2QH�LV�D�FXUE�RQ�GHSRVLW�UDWHV�DOORZLQJ�EDQNV
WR�HDUQ�KLJK� LQWHUHVW�PDUJLQV��$�PDMRU� IODZ�RI� WKLV�RSWLRQ�LV� WKDW� WKH� W\SLFDO
ORZ�LQFRPH�FRXQWU\�KDV�ORZ�VDYLQJ�UDWHV��/RZ�RU�QHJDWLYH�UHDO�GHSRVLW�UDWHV
DUH�QRW� FRQGXFLYH� WR� ILQDQFLDO� VHFWRU�GHHSHQLQJ��6HFRQG�� LV� WKH�SURSRVDO� IRU
ULVN�FDOLEUDWHG� GHSRVLW� SUHPLD� �H�J� %KDWWDFKDU\D� HW� DO��� ������� 7KH
LPSOHPHQWDWLRQ�RI�WKLV�UHJXODWLRQ�DVVXPHV�KRZHYHU�WKDW�UHJXODWRUV�DUH�DEOH�WR
SULFH�WKH�ULVN�RI� WKH� ORDQ�ERRN�IDLUO\�DQG�DFFXUDWHO\��7KLUG�� LV� LQFUHDVLQJ�WKH
PRQLWRULQJ�HIIRUWV�RI�GHSRVLWRUV�WKURXJK�D�FR�LQVXUDQFH�UXOH��ZKHUH�GHSRVLWRUV
IDFH�D�GHGXFWLEOH�LQ�WKHLU�LQVXUHG�IXQGV��H�J�����SHU�FHQW�RI�WKHLU�GHSRVLW��7KH
DGYDQWDJH�RI� WKLV� LQVWUXPHQW� LV� WKDW� LW� UHGXFHV�PRUDO� KD]DUG� DVVRFLDWHG�ZLWK
GHSRVLW� LQVXUDQFH��8QIRUWXQDWHO\�� WKH� DELOLW\� RI� GHSRVLWRUV� WR� LQIOXHQFH�EDQN
EHKDYLRXU� LV� VHULRXVO\� FRQWHVWDEOH� HYHQ� LQ� GHYHORSHG� FRXQWULHV�� )LQDOO\�� WKH
LGHD� WKDW� WKH� EDQNLQJ� VHFWRU� LQ�/'&V� IRUP� ORQJ�WHUP�PXWXDO� WLHV�ZLWK� HDFK
RWKHU�� UHVXOWLQJ� LQ� VHOI�SROLFLQJ� DUUDQJHPHQWV� �%RVVRQH� DQG�3URPLVHO�� �����
FRXOG�EH�DQ�DSSHDOLQJ�DGGLWLRQ�WR�WKH�UHJXODWRU\�SDFNDJH��%XW�LW�VHHPV�WR�EH
DQ� XQDWWDLQDEOH� REMHFWLYH� DV� WKLV� UHTXLUHPHQW� LPSOLHV� WKH� FUHDWLRQ� RI� D� QHZ
LQVWLWXWLRQ�WKDW�PD\�QRW�DOZD\V�EH�UHDOLVWLF�LQ�PDQ\�FRXQWULHV�

������������������������������������������
��� 7KH� VWXG\� RI� .RQR� DQG� 6FKXNQHFKW� ������� VLPLODUO\� UHYHDO� WKDW� WKH� XVH� RI� EURDG
VSHFWUXP�RI�ILQDQFLDO�LQVWUXPHQWV�DQG�WKH�SUHVHQFH�RI�IRUHLJQ�ILQDQFLDO�LQVWLWXWLRQV�SURPRWH
ILQDQFLDO�VHFWRU�VWDELOLW\�
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TABLE 7
INCENTIVE COMPATIBLE POLICY INSTRUMENTS UNDER STYLIZED

LDCs CIRCUMSTANCES

Information,
contracting

and
monitoring
problem

Poor
endowment of
infrastructure
for adequate
supervision

Smallness of
banking sector

Credibility and
reputation
problem of

govt. agencies
in regulatory
enforcement

Minimum capital
requirement 1

*** ***** *** ****

Contingent
liability limit

***** ***** ***** *

Entry barriers
with openness
to foreign bank

** ***** **** ***

Fit and proper
test of bankers

* * *** *

Curb on deposit
rate

** **** * ****

Risk-calibrated
deposit premia

* * * *

Self-policing
arrangements

* *** **** ***

Co-insurance * **** **** *

Restrictions on
bankable
activities

*** *** * *

Note: 1Assuming that the formula of capital ratio follows the existing BIS capital
adequacy framework, the friendliness of policy instruments is ranked from * (least
suitable) to ***** (most suitable) under the four stylized impediments to building strong
financial sector in small countries.
Source: authors’ calculations.

,W� KDV� EHHQ� DUJXHG� WKDW� VPDOO� FRXQWULHV� QHHG� D� UHJXODWRU\� IUDPHZRUN� WKDW
UHZDUGV�SUXGHQW�ULVN�WDNLQJ�PRUH�KDQGVRPHO\��EXW�SXQLVKHV�PLVFRQGXFW�PRUH
KDUVKO\�� 5HJXODWLRQ� DQG� UHVWULFWLRQV� RQ� EDQNLQJ� DFWLYLWLHV� ZLOO� EH
FRXQWHUSURGXFWLYH�LI�WKH\�HURGH�IUDQFKLVH�YDOXH�ZKLOH�EDQNV�KDYH�D�ORW�DW�VWDNH
GXH� WR� KLJKHU� FDSLWDO� UDWLR� DQG� LQFUHDVHG� OLDELOLW\� OLPLWV�� ,W� KDV� DOVR� EHHQ
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DUJXHG�WKDW�WKH�SRUWIROLR�RI�WKLV�LQFHQWLYH�FRPSDWLEOH�EDQN�UHJXODWLRQ�VKRXOG
EH� 
/'&�IULHQGO\
��7KH�YDULRXV�SROLF\�RSWLRQV�GLVFXVVHG��DQG� WKHLU�GHJUHH�RI
IULHQGOLQHVV� LQ� WHUPV� RI� WKH� IRXU� VW\OL]HG� REVWDFOHV� WR� EXLOGLQJ� D� VWURQJ
ILQDQFLDO�VHFWRU�DUH�VXPPDUL]HG�LQ�7DEOH���

3URPRWLQJ� WKH� ULJKW� LQFHQWLYH� FRPSDWLEOH� SROLF\� UHJLPH� GRHV� QRW�PHDQ� WKDW
SROLF\� PDNHUV� QHJOHFW� VWUHQJWKHQLQJ� WKH� FUHGLELOLW\� DQG� FDSDFLW\� RI
VXSHUYLVRU\� FDGUHV�� DXGLWLQJ� DQG� UHSRUWLQJ� VWDQGDUGV� DQG� RWKHU� SXEOLF
LQIUDVWUXFWXUH� QHFHVVDU\� IRU� D� KHDOWK\� DQG� SURILWDEOH� EDQNLQJ� VHFWRU�� 7KH
EXLOGLQJ�RI�LQVWLWXWLRQDO�FDSDFLWLHV�WRJHWKHU�ZLWK�WKH�HOLPLQDWLRQ�RI�FRUUXSWLRQ
FDQ� QRW� EH� RYHUHPSKDVL]HG�� EHFDXVH� WKH\� DUH� WKH� EDFNGURS� WR� HIILFLHQW
UHJXODWLRQ�� DQG� WR� DOOHYLDWLQJ� WKH� REVWDFOHV� WR� EXLOGLQJ� D� UREXVW� ILQDQFLDO
VHFWRU�
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)XOO� OLVW� RI� FRXQWULHV��$UJHQWLQD�� $XVWUDOLD�� $XVWULD�� %DKUDLQ�� %DQJODGHVK�
%HOJLXP��%ROLYLD��%RWVZDQD��%UD]LO��%XUNLQD�)DVR��&DPHURRQ��&DQDGD��&KLOH�
&RORPELD�� &RVWD� 5LFD�� &{WH� G
,YRLUH�� 'HQPDUN�� 'RPLQLFDQ� 5HSXEOLF�
(FXDGRU�� (J\SW�� $UDE� 5HS��� (WKLRSLD�� )LQODQG�� )UDQFH�� *DERQ�� *DPELD�
*KDQD�� *UHHFH�� *XDWHPDOD�� *X\DQD�� +RQGXUDV�� +XQJDU\�� ,FHODQG�� ,QGLD�
,QGRQHVLD�� ,UDQ�� ,UHODQG�� ,VUDHO�� ,WDO\�� -DPDLFD�� -DSDQ�� -RUGDQ��.HQ\D��.RUHD�
5HS���0DGDJDVFDU��0DODZL��0DOD\VLD��0DOL��0H[LFR��0RURFFR��0R]DPELTXH�
1HWKHUODQGV�� 1HZ� =HDODQG�� 1LFDUDJXD�� 1LJHU�� 1LJHULD�� 1RUZD\�� 2PDQ�
3DNLVWDQ��3DSXD�1HZ�*XLQHD��3DUDJXD\��3HUX��3KLOLSSLQHV��3RODQG��3RUWXJDO�
6HQHJDO��6LHUUD�/HRQH��6LQJDSRUH��6ORYHQLD��6RXWK�$IULFD��6SDLQ��6UL�/DQND�
6ZHGHQ�� 6ZLW]HUODQG�� 6\ULDQ� $UDE� 5HSXEOLF�� 7KDLODQG�� 7RJR�� 7ULQLGDG� DQG
7REDJR��7XQLVLD��7XUNH\��8.��86��8UXJXD\��9HQH]XHOD��=DLUH��=DPELD��DQG
=LPEDEZH�

Authors versus Demirguc-Kunt and Detragiache (1998b)

DKD
Authors’ Crises No crisis Crisis Total

No crisis 1308 0 1308
Crisis 39 27 65

Total 1346 27 1367

Authors versus Caprio and Klingebiel (1996a)

CK
Authors No crisis Crisis Total

No crisis 1302 1 1308
Crisis 27 39 65

Total 1329 40 1367

Authors versus Lindgren, Garcia and Saal (1996)
LGS

Authors’ Crises No crisis Crisis Total

No crisis 1220 81 1308
Crisis 20 46 65

Total 1240 127 1367
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DKD data (first year of crises)
Year World Bank Authors CK LGS
1982 COL 1 1 1
1991 FIN 1 1 1
1993 GUY 1 0 1
1992 IDN 1 0 1
1991 IND 1 0 0
1983 ISR 1 1 1
1990 ITA 1 0 1
1989 JOR 1 0 1
1992 JPN 1 1 1
1989 LKA 1 1 1
1982 MEX 1 1 1
1994 MEX 1 0 1
1987 MLI 1 0 1
1985 MYS 1 1 1
1991 NGA 1 1 1
1987 NOR 1 1 1
1981 PHL 1 1 1
1989 PNG 1 0 0
1986 PRT 1 0 0
1983 SEN 1 0 1
1990 SWE 1 0 1
1991 TUR 1 0 1
1990 UGA 1 0 1
1982 URY 1 1 1
1982 USA 1 0 1
1993 VEN 1 0 0
1985 ZAF 1 0 1

CK data (first year of crisis)
Year World Bank Authors LGS DKD
1982 ARG 1 1 0
1995 ARG 1 1 0
1989 ARG 1 1 0
1989 AUS 1 1 0
1989 BFA 1 1 0
1989 BGD 1 0 0
1986 BOL 1 1 0
1990 BRA 1 0 0
1982 CHL 1 1 0
1988 CIV 1 0 0
1987 CMR 1 0 0
1982 COL 1 1 1
1987 CRI 1 0 0
1991 ECU 1 0 0
1992 ECU 1 0 0
1982 EGY 1 0 0
1982 ESP 1 0 0
1991 FIN 1 1 1
1982 GHA 1 0 0
1991 HUN 1 0 0
1982 ISR 0 0 0
1983 ISR 1 1 1
1992 JPN 1 1 1
1985 KEN 1 0 0
1989 LKA 1 1 1
1982 MAR 1 0 0
1988 MDG 1 1 0
1982 MEX 1 1 1
1987 MOZ 1 0 0
1985 MYS 1 1 1
1991 NGA 1 1 1
1987 NOR 1 1 1
1987 NZL 1 0 0
1981 PHL 1 1 1
1995 PRY 1 1 0
1991 SEN 1 0 0
1990 SEN 1 0 0
1982 SGP 1 1 0
1993 TGO 1 0 0
1983 THA 1 1 0
1982 TUR 1 1 0
1982 URY 1 1 1
1991 ZAR 1 1 0
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Corruption Perception Index, Selected Countries, 1999

Country
Rank

Country 1999 CPI
Score

Country
Rank

Country 1999 CPI
Score

1 Denmark 10,0 Macedonia 3,3
2 Finland 9,8 Romania 3,3

24 Botswana 6,1 68 Guatemala 3,2
Slovenia 6,0 Thailand 3,2

27 Estonia 5,7 Nicaragua 3,1
28 Taiwan 5,6 Argentina 3,0

Namibia 5,3 Colombia 2,9
31 Hungary 5,2 75 Côte d´Ivoire 2,6
32 Costa Rica 5,1 Moldova 2,6

Malaysia 5,1 Ukraine 2,6
South Africa 5,0 Venezuela 2,634
Tunisia 5,0 Vietnam 2,6
Mauritius 4,9 80 Armenia 2,5
Italy 4,7 Bolivia 2,5
Peru 4,5 Ecuador 2,4

41 Jordan 4,4 Russia 2,4
Uruguay 4,4 Albania 2,3
Mongolia 4,3 85 Georgia 2,343

44 Poland 4,2 Kazakhstan 2,3
Malawi 4,1 Kyrgyz Republic 2,2
Morocco 4,1 Pakistan 2,2
Zimbabwe 4,1 Uganda 2,2
El Salvador 3,9 90 Kenya 2,049

50 Jamaica 3,8 Paraguay 2,0
Lithuania 3,8 Yugoslavia 2,0
S. Korea 3,8 Tanzania 1,9
Slovak Republic 3,7 Honduras 1,853

54 Philippines 3,6 Uzbekistan 1,8
Mexico 3,4 Indonesia 1,7
Senegal 3,4 Nigeria 1,6
Bulgaria 3.3 Cameroon 1,563
Egypt 3,3

Note: the scores range from 1 to 10, where 1 is the most corrupt, and 10 the least corrupt.
Source: Transparency International website.
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$NHUORI�� *�� DQG� 3�� 5RPHU� ������� 
/RRWLQJ�� 7KH� (FRQRPLF� 8QGHUZRUOG� RI
%DQNUXSWF\�IRU�3URILW
��%URRNLQJV�3DSHUV�RQ�(FRQRPLF�$FWLYLW\���������

%DUWK�� -��5���*��&DSULR�-U�� DQG�5��/HYLQH� ������� 
%DQNLQJ�6\VWHP�DURXQG� WKH
*OREH�� 'R� 5HJXODWLRQ� DQG� 2ZQHUVKLS� $IIHFW� 3HUIRUPDQFH� DQG� 6WDELOLW\"
�
:RUOG�%DQN�3ROLF\�5HVHDUFK�:RUNLQJ�3DSHU��:RUOG�%DQN��:DVKLQJWRQ�'&�

%DVOH�&RPPLWWHH�RQ�%DQNLQJ�6XSHUYLVLRQ��������
&RUH�3ULQFLSOHV�IRU�(IIHFWLYH
%DQNLQJ�6XSHUYLVLRQ
��%DQN�IRU�,QWHUQDWLRQDO�6HWWOHPHQWV��%DVOH�

BBBB� �����D�� 
&DSLWDO�5HTXLUHPHQWV� DQG�%DQN�%HKDYLRXU�� 7KH� ,PSDFW� RI� WKH
%DVOH�$FFRUG
��%,6�:RUNLQJ�3DSHU�1R�����%DQN�IRU� ,QWHUQDWLRQDO�6HWWOHPHQWV�
%DVOH�

BBBB� �����E�� 
$�1HZ�&DSLWDO� $GHTXDF\� )UDPHZRUN
�� %DQN� IRU� ,QWHUQDWLRQDO
6HWWOHPHQWV��%DVOH�

%KDWWDFKDU\D�� 6��� $�� %RRW� DQG� $�� 7KDNRU� ������� 
7KH� (FRQRPLFV� RI� %DQN
5HJXODWLRQ
��-RXUQDO�RI�0RQH\��&UHGLW�DQG�%DQNLQJ�������������

%HUJHU��$��1��5��� -��+HUULQJ� DQG�*��3�� 6]HJR� ������� 
7KH�5ROH� RI�&DSLWDO� LQ
)LQDQFLDO�,QVWLWXWLRQV
��-RXUQDO�RI�%DQNLQJ�	�)LQDQFH��������������

%,6� ������� 
,QWHUQDWLRQDO� &RQYHUJHQFH� RI� &DSLWDO� 0HDVXUHPHQW� DQG� &DSLWDO
6WDQGDUGV
��%DQN�IRU�,QWHUQDWLRQDO�6HWWOHPHQWV��%DVOH�

%RUGR��0��'���%��(LFKHQJUHHQ�DQG�'��$��,UZLQ�������� 
,V�*OREDOL]DWLRQ�7RGD\
5HDOO\�'LIIHUHQW�7KDQ�*OREDOL]DWLRQ� D�+XQGUHG�<HDUV�$JR"
��1%(5�:RUNLQJ
3DSHU�1R��������1DWLRQDO�%XUHDX�RI�(FRQRPLF�5HVHDUFK��&DPEULGJH��0$�

%RUGR��0��'���%��(LFKHQJUHHQ��DQG�-��.LP��������
:DV�7KHUH�5HDOO\�DQ�(DUOLHU
3HULRG�RI�)LQDQFLDO�,QWHJUDWLRQ�&RPSDUDEOH�WR�7RGD\"
��1%(5�:RUNLQJ�3DSHU
1R��������1DWLRQDO�%XUHDX�RI�(FRQRPLF�5HVHDUFK��&DPEULGJH��0$�

%RVVRQH�� %�� DQG� /�� 3URPLVHO� ������� 
7KH� 5ROH� RI� 6HOI�5HJXODWLRQ� LQ
'HYHORSLQJ�(FRQRPLHV
��:RUOG�%DQN��:DVKLQJWRQ�'&�
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%URZQEULGJH��0��DQG�&��.LUNSDWULFN��������)LQDQFLDO�6HFWRU�5HJXODWLRQ��7KH
/HVVRQV�RI�WKH�$VLDQ�&ULVLV��,QVWLWXWH�IRU�'HYHORSPHQW�3ROLF\�DQG�0DQDJHPHQW�
8QLYHUVLW\�RI�0DQFKHVWHU�

%XUQVLGH�� &���0�� (LFKHQEDXP� DQG� 6�� 5HEHOR� ������� 
+HGJLQJ� DQG� )LQDQFLDO
)UDJLOLW\� LQ�)L[HG�([FKDQJH�5DWH�5HJLPHV
��1%(5�:RUNLQJ�3DSHU�1R�������
1DWLRQDO�%XUHDX�RI�(FRQRPLF�5HVHDUFK��&DPEULGJH��0$�

&DSULR�� *�� -U�� DQG� '�� .OLQJHELHO� �����D�� 
%DQN� ,QVROYHQFLHV�� &URVV�&RXQWU\
([SHULHQFH
��:RUOG� %DQN� 3ROLF\� 5HVHDUFK� :RUNLQJ� 3DSHU� 1R�� ������ :RUOG
%DQN��:DVKLQJWRQ�'&�

BBBB� �����E�� 
%DQN� ,QVROYHQF\�� %DG� /XFN�� %DG� 3ROLF\�� RU� %DG� %DQNLQJ
�
3URFHHGLQJV� RI� WKH� $QQXDO� :RUOG� %DQN� &RQIHUHQFH� RQ� 'HYHORSPHQW
(FRQRPLFV��:RUOG�%DQN��:DVKLQJWRQ�'&�

&DSULR��*�� -U�� DQG�/��+��6XPPHUV� ������� 
)LQDQFLDO�5HIRUP��%H\RQG�/DLVVH]
)DLUH
��KWWS���ZZZ�ZRUOGEDQN�RUJ�ILQDQFH�FGURP�OLEUDU\�GRFV�FDSULR��FDSU���D�KWP�

&DUH\�� 0�� ������� 
'LPHQVLRQV� RI� &UHGLW� 5LVN� DQG� 7KHLU� 5HODWLRQVKLS� WR
(FRQRPLF� &DSLWDO� 5HTXLUHPHQWV
��1%(5� :RUNLQJ� 3DSHU� 1R�� ������ 1DWLRQDO
%XUHDX�RI�(FRQRPLF�5HVHDUFK��&DPEULGJH��0$�

&ODHVVHQV��6���$��'HPLUJXF�.XQW�DQG�+��+XL]LQJD�������� 
+RZ�'RHV�)RUHLJQ
(QWU\�$IIHFW�WKH�'RPHVWLF�%DQNLQJ�0DUNHW"
�:RUOG�%DQN�:RUNLQJ�3DSHU�1R�
������:RUOG�%DQN��:DVKLQJWRQ�'&�

&ODHVVHQV��6���6��'MDQNRY�DQG�/��+��3��/DQJ�������� 
(DVW�$VLDQ�&RUSRUDWLRQV�
+HURHV� RU� 9LOODLQV"
��:RUOG� %DQN� 'LVFXVVLRQ� 3DSHU� 1R�� ����� :RUOG� %DQN�
:DVKLQJWRQ�'&�

BBBB� ������� 
7KH� 6HSDUDWLRQ� RI� 2ZQHUVKLS� DQG� &RQWURO� LQ� (DVW� $VLDQ
&RUSRUDWLRQV
��IRUWKFRPLQJ��-RXUQDO�RI�)LQDQFH�

&UDIWV��1�� ������� 
*OREDOL]DWLRQ� DQG�*URZWK� LQ� 7KH� 7ZHQWLHWK� &HQWXU\
� ,0)
:RUNLQJ�3DSHU��������,0)��:DVKLQJWRQ�'&�

'HPLUJXF�.XQW�� $�� DQG� (��'HWUDJLDFKH� �����D�� 
)LQDQFLDO� /LEHUDOL]DWLRQ� DQG
)LQDQFLDO� )UDJLOLW\
��:RUOG� %DQN� 5HVHDUFK� :RUNLQJ� 3DSHU� 1R�� ������ :RUOG
%DQN��:DVKLQJWRQ�'&�
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BBBB� �����E�� 
7KH� 'HWHUPLQDQWV� RI� %DQNLQJ� &ULVHV� LQ� 'HYHORSLQJ� DQG
'HYHORSHG�&RXQWULHV
�,0)�6WDII�3DSHUV��������������,0)��:DVKLQJWRQ�'&�

'HPLUJXF�.XQW��$�� DQG�+��+XL]LQJD� ������� 
0DUNHW�'LVFLSOLQH� DQG�)LQDQFLDO
6DIHW\�1HW�'HVLJQ
��:RUOG�%DQN�:RUNLQJ�3DSHU��:RUOG�%DQN��:DVKLQJWRQ�'&�

'L[LW�� $�� .�� ������� 
6RPH� /HVVRQV� IURP� 7UDQVDFWLRQ�&RVW� 3ROLWLFV� IRU� /HVV�
'HYHORSHG� &RXQWULHV
� �XQSXEOLVKHG� PDQXVFULSW��� 3ULQFHWRQ� 8QLYHUVLW\�
3ULQFHWRQ�1-�

'RUQEXVFK��5���<��&��3DUN�DQG�6��&ODHVVHQV��������
&RQWDJLRQ�+RZ�LW�6SUHDGV
DQG�+RZ�,W�&DQ�%H�6WRSSHG
��ZRUNVKRS�RQ�ILQDQFLDO�FRQWDJLRQ��-XQH���:RUOG
%DQN��:DVKLQJWRQ�'&�

(GH\�� 0�� DQG� .�� +YLGLQJ� ������� 
$Q� $VVHVVPHQW� RI� )LQDQFLDO� 5HIRUP� LQ
2(&'� &RXQWULHV
�� (FRQRPLF� 'HSDUWPHQW� :RUNLQJ� 3DSHU� 1R�� ����� 2(&'�
3DULV�

(LFKHQJUHHQ��%���������
([FKDQJH�5DWH�6WDELOLW\�DQG�)LQDQFLDO�6WDELOLW\
��2SHQ
(FRQRPLHV�5HYLHZ��������6XSSOHPHQW���

BBBB�DQG�5��+DXVVPDQ��������
([FKDQJH�5DWHV�DQG�)LQDQFLDO�)UDJLOLW\
��1%(5
:RUNLQJ�3DSHU�1R��������1DWLRQDO�%XUHDX�RI�(FRQRPLF�5HVHDUFK��&DPEULGJH�
0$�

)HOGVWHLQ��0���������
5HIRFXVLQJ�WKH�,0)
��)RUHLJQ�$IIDLUV��0DUFK�$SULO�

)ULHGPDQ�� 0�� ������� 
7KH� 5ROH� RI� 0RQHWDU\� 3ROLF\
�� $PHULFDQ� (FRQRPLF
5HYLHZ�����������

)U\GO�� (�� -�� ������� 
7KH� /HQJWK� DQG� &RVW� RI� %DQNLQJ� &ULVHV�� ,0)� :RUNLQJ
3DSHU��������,0)��:DVKLQJWRQ�'&�

*DOORZD\�� 7�� 0��� :�%�� /HH� DQG� '�0�� 5RGHQ� ������� 
%DQNV
� &KDQJLQJ
,QFHQWLYHV�DQG�2SSRUWXQLWLHV�IRU�5LVN�7DNLQJ
�-RXUQDO�RI�%DQNLQJ�DQG�)LQDQFH�
�����������

*RUWRQ��*��DQG�5��5RVHQ�������� 
&RUSRUDWH�&RQWURO��3RUWIROLR�&KRLFH��DQG�WKH
'HFOLQH�RI�%DQNLQJ
��-RXUQDO�RI�)LQDQFH����������������

*UHHQH��:��+���������(FRQRPHWULF�$QDO\VLV��3UHQWLFH�+DOO��1HZ�-HUVH\�
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+DUG\�� '�� &�� DQG� &�� 3D]DUEDúLR÷OX� �������� 
/HDGLQJ� ,QGLFDWRUV� RI� %DQNLQJ
&ULVHV��:DV�$VLD�'LIIHUHQW"
��6WDII�3DSHUV��������������,0)��:DVKLQJWRQ�'&�

+DXVPDQQ�� 5��� 0�� *DYLQ�� &�� 3DJHV�6HUUD� DQG� (�� 6WHLQ� ������� 
)LQDQFLDO
7XUPRLO�DQG�WKH�&KRLFH�RI�([FKDQJH�5DWH�5HJLPH
��,$'%�:RUNLQJ�3DSHU�����
,QWHU�$PHULFDQ�'HYHORSPHQW�%DQN��:DVKLQJWRQ�'&�

+ROPVWU|P��%�� DQG�3��0LOJURP� ������� 
0XOWL�WDVN� 3ULQFLSDO�$JHQW�$QDO\VLV
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