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Financial sector strategies enable financial policy makers 
and stakeholders to take a holistic view of the financial 
development needs in their country and formulate balanced 
financial policies. They help policy makers consider the sys-
temic risk that different development policies involve and 
choose an informed way forward. This study constructed a 
new data set of historical financial sector strategies covering 
150 countries over 1985–2014. It assesses the strategies 
using the rating criteria proposed by Maimbo and Melecky 
(2014). It further investigates how the quality of the strategies 

can affect financial sector outcomes, such as financial depth, 
inclusion, efficiency, and stability. The investigation finds 
that the use of financial sector strategies helped increase 
financial sector deepening, inclusion, and stability, and this 
impact could be greater for higher-quality strategies. How-
ever, a significant relationship between the use of strategies 
and the efficiency of banks is not confirmed. One way how 
financial sector strategies can improve financial sector out-
comes is by improving the regulatory framework for finance.
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1. Introduction 

When a group of people heads out for a hike, it is useful for them to have a travel map with 

marked directions and planned time for completing the trip. This does not guarantee that the 

group will not run into unexpected obstacles and must solve problems on the go, but it anchors 

the group’s expectations, avoids misunderstandings about which path to take at each cross-

section, and gives everyone a sense of how fast the group needs to hike. Sectoral policy 

strategies, including for the financial sector, are like travel maps. A unique challenge faced by 

financial sector strategies is to weigh the systemic risk that advancing financial depth, efficiency, 

or inclusion entails. In other words, while aiming to better satisfy the demand of people, firms, 

and governments for financial services (payments, saving instruments, credit, equity, and 

insurance), the strategy needs to find ways for public policy to ensure prudent management of 

systemic risk in the supply of these services by the financial firms (banks, nonbank financial 

institutions, and capital markets). Not only are financial sector strategies used by low-income 

countries (Sierra Leone), lower and upper middle-income countries (India, Malaysia), they are 

also used by advanced countries (Switzerland).  

This paper considers whether the existence of a national financial sector strategy over 1985–

2014, and its quality, had a significant impact on financial sector outcomes, such as financial 

depth, stability, efficiency, and inclusion. We do not focus on whether all financial sector 

strategies fulfilled their goals, because many of them do not set their goals using quantitative 

measures. Instead, we assess whether the existence of a comprehensive strategy can improve the 

development of the financial sector. In addition, we aim to understand how the strategies support 

sustained financial development. For the latter, we try to identify whether the strategies had a 

direct role in shaping the regulatory framework or an indirect effect by bringing together the 

main institutions involved in the financial sector in an inclusive and consultative manner, 
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ensuring a greater ownership of the agreed reform program, improving coordination within the 

public sector, and providing the private sector a clear view of policy intentions.  

  Our work contributes to the literature by constructing a new database of financial sector 

strategies, based on published documents across 150 low-, middle-, and high-income countries 

from all regions of the world. Using the assessment criteria proposed in Maimbo and Melecky 

(2014), we evaluate the quality of the strategies in our database. That is, we assess whether the 

strategy adequately covers the objectives of financial development and systemic risk 

management, whether the stated objectives are accompanied by an implementation plan, and to 

what extent the strategy addresses the potential trade-off between financial development and 

systemic risk management. Although determining how strategies were formulated is not a major 

goal of this paper, we provide some insight into the role of different actors in originating and 

formulating strategies. The origins of strategies are diverse, but good strategies often reflect the 

participation of major institutions involved in financial sector policy in one coordinated, 

consultative process.  

To estimate the effect of financial sector strategies on financial sector outcomes, we control 

for several macroeconomic, social, and institutional factors commonly found in the literature (see 

Barajas et al. 2013; De la Torre, Feyen, and Ize 2013; De la Torre, Gozzi, and Schmukler 2007; 

Feyen, Lester, and Rocha 2011; and Yartey 2008). The set of macroeconomic indicators 

considered includes gross domestic product (GDP) per capita, GDP growth, the money market 

rate, inflation, and the change in exchange rate. To measure institutional development, we 

include the governance indicator developed by Kaufmann, Kraay, and Mastruzzi (2010) and the 

financial openness index of Chinn and Ito (2006). Socioeconomic indicators considered are the 

age dependency ratio and population density. A financial sector strategy is the highest-level 

policy document for the financial sector. Therefore, we do not include financial indicators as 
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independent variables in the estimation of the relationship between strategies and financial 

outcomes, because the development of financial sector indicators could have been directly 

influenced by the financial sector strategy. Because reforms can be implemented also in 

countries with no explicit financial sector strategies, we further analyze whether there is a direct 

connection between financial strategies and the evolution of financial policy reforms. To this 

end, we use several indicators compiled in the World Bank’s Doing Business database, including 

the distance to the frontier for getting credit, enforcing contracts, and resolving insolvency.  

We find that the overall quality of financial sector strategies could be improved significantly. 

The strategies could pay greater attention to systemic risk associated with achieving the targeted 

development outcomes (financial depth, efficiency, and inclusion) as well as acknowledge and 

try to manage trade-offs in financial policy—particularly between the speed of financial 

development and systemic risk management. Financial sector strategies are more recent 

phenomena in ECA compared with East Asia and Pacific (EAP) or Latin America and the 

Caribbean (LAC). Nevertheless, ECA strategies do not address trade-offs between financial 

development and systemic risk management, and they fall behind EAP, LAC, and in particular 

Organization for Economic Co-operation and Development (OECD) economies in that respect.  

Our regression analysis suggests that, overall, countries using financial sector strategies 

experienced stronger financial sector development over 1985–2014. Namely, the use of financial 

sector strategy was associated with increased financial deepening (the ratio of deposits to GDP), 

increased financial inclusion (deposit accounts per 1,000 adults), and reduced financial volatility 

(the standard deviation of deposits to GDP, and the output loss in case of banking crises). We did 

not find any significant effect of the strategies on financial efficiency (the ratio of overhead costs 

to income, or returns on bank assets).  Interestingly, while the strategies significantly promoted 

the deepening and inclusion in bank deposits as well as the stability of deposit growth, they did 
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not significantly affect the deepening, inclusion, and stability of bank credit.  

For deepening and inclusion in the use of deposits, as well as output losses during crises, we 

find that the quality of financial sector strategy could matter. However, the positive effect of 

having a quality strategy (its rating) is not greater than the positive effect of a simple strategy. 

One explanation could be that the proposed rating does not adequately consider or weight all 

relevant aspects of financial strategies for financial development.  

Examining one possible transmission mechanism from strategies to financial sector 

outcomes, we find that using strategies has significantly improved the quality of regulatory 

policy. This result suggests that financial sector strategies could increase the deepening, 

inclusion and growth stability of bank deposits—as well as reduce output losses during crises—

by improving the regulatory policy for getting credit, enforcing contracts, and resolving 

insolvencies, among others.       

The remainder of the paper is organized as follows. Section 2 provides an overview of the 

financial sector strategies, how they were formulated, and an assessment of their quality. Section 

3 presents the data and the model for the analysis of the effect of financial strategies on financial 

development. Section 4 discusses the estimation results, and section 5 concludes.

2. What has driven financial sector strategies and how can they be evaluated?

2.a. Constructing a new database to assess financial sector strategies

The database of financial strategies includes all published financial sector strategies for

which implementation began by 2012.1 Our primary sources were the websites of ministries of 

1 That is, we consider the strategies that have been in place for at least two years. 
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finance, central banks, or financial sector supervisors. We contacted the country authorities if a 

strategy was not available on the Internet but was known to exist. We also included national 

development plans that contained comprehensive sections on financial sector development. 

Among the strategy documents, 39 are “financial sector development strategy” documents and 

26 are “national development strategy” documents that include dedicated strategies for financial 

sector development.  

Overall, we examined a sample of 150 countries around the world, with 42 of them having at 

least one financial sector strategy or a written plan for financial sector development. Of these 42 

countries, 12 had two strategies (for example, Ghana had a four-year financial sector strategy 

starting in 2003 and a new six-year strategy starting in 2010) and three had three, so that a total 

of 60 documents were used in the analysis. The average implementation period of a strategy was 

about 5 years, with the minimum period 2 years and the maximum period 16 years.  

The total number of strategies in place peaked around 2006–07 (Figure 1) and decreased 

substantially during the global crisis, when authorities likely focused more on crisis preparedness 

and resolution than on development strategies. At the same time, the lessons from the global 

crisis were only slowly emerging, as beliefs about finance were changing and new global 

regulation standards were being formulated. A smaller number of strategies were in place in 

2012 because the implementation period for several finished in 2011, including strategies 

initiated during the crisis.  

Whether financial sector strategies were originated independently by governments, or 

reflected the initiatives of international development organizations, has some bearing on our 

analysis. For example, if a strategy was formulated in the context of an International Monetary 

Fund (IMF) program, then subsequent changes in financial sector development may in part 
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reflect program requirements rather than strategy developed by the national authorities. Although 

it is difficult to account for this in our analysis, it appears that international organizations have 

played a role in the development of several strategies, although not necessarily in the context of 

an explicit program. Other strategies, however, reflect the initiative of national actors.   

2.b. Tracing the origination of financial sector strategies 

Some early strategy documents resulted from the collaboration between national 

governments or central banks with international development organizations. For instance, 

Botswana’s 1989 Financial Policies for Diversified Growth resulted from a collaborative effort 

between Botswana’s Ministry of Finance and Development Planning and the Bank of Botswana 

on one side, and the World Bank on the other side (World Bank 1989). Similarly, Madagascar’s 

1993 financial strategy resulted from close collaboration between the Government of 

Madagascar and the World Bank (World Bank 1993). Cambodia’s “Financial Sector Blueprint 

for 2001–2010” was based on consultations between the national Financial Sector Steering 

Committee and the Asian Development Bank (ADB), which followed a preliminary financial 

sector “roadmap” drafted in 1999 by ADB at the request of the Cambodian government (Chun et 

al. 2001). The following 10-year financial sector strategy for Cambodia, which started in 2006, 

reflected the national effort to encourage a broader participatory approach involving stakeholders 

from the financial sector and consultations among line ministries, private sectors, and 

nongovernmental organizations. ADB, the International Monetary Fund (IMF), and the World 

Bank helped coordinate the consultations (Kingdom of Cambodia 2006).  

Some recent strategies also benefitted from the support of international development 

organizations. Ghana’s 2003 Financial Sector Strategic Plan was supported by the U.S. Agency 

for International Development and benefitted from contributions of participants from the 
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financial sector, the private sector, and academia (Republic of Ghana 2003). However, the 

ensuing 2011 “Financial Sector Strategic Plan II,” outlined by the Ministry of Finance and 

Economic Planning, originated from the effort of more developed and capacitated national 

institutions and it was finalized after “extensive consultation with the regulatory agencies, 

financial institutions, and other public and private sector stakeholders” (Republic of Ghana 

2011). Other examples include the African Development Bank’s support for the Arab Republic 

of Egypt’s “2006–10 Financial Sector Reform Programme” (African Development Bank 2012), 

the World Bank’s support for the Lao People’s Democratic Republic’s “Financial Institution 

Development Strategy 2009–20” (Governor of the Bank of Lao PDR 2006), and financial 

support provided by the multi-donor-funded Financial Sector Reform and Strengthening (FIRST) 

Initiative, and technical assistance from the German Development Cooperation for Sierra 

Leone’s “2009 Financial Sector Development Plan” (Bank of Sierra Leone 2009). The FIRST 

initiative also supported the development of Rwanda’s 2007 and 2012 strategies (Murgatroyd et 

al. 2007; Andrews et al. 2012).  

Other developing countries prepared financial sector strategies after their participation in a 

Financial Sector Assessment Program (FSAP).2 Burundi prepared its 2011–17 Financial Sector 

Strategy after the 2009 FSAP (Republic du Burundi 2010). Rwanda’s 2007 strategy is also based 

on the 2005 FSAP recommendations. Other strategies, for example by the National Bank of 

Georgia (2006) for the development of the banking sector over 2006–09, include among the 

featured tasks and goals the fulfillment of the recommendations of the FSAP. In other cases, for 

instance Ethiopia’s 2002 “Sustainable Development and Poverty Reduction Strategy”, the 

countries incorporated the recommendations from technical assistance by the IMF and World 

                                                      
2 The joint World Bank – IMF program provides countries with a comprehensive and in-depth analysis of their 
financial sector. 
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Bank (FDRE MOFED 2002).  

On the other hand, many governments and central banks took the initiative to conduct 

consultations and prepare strategies for developing their financial sectors. Trinidad and Tobago’s 

Ministry of Finance (2001, 2004) prepared both the 2002 “Medium-Term Policy Framework” 

and the 2004 “Reform of the Financial System.” In 2004, Zambia’s Ministry of Finance and 

National Planning laid out the 2004–09 “Financial Sector Development Plan for Zambia” 

(Republic of Zambia 2004). In the Kyrgyz Republic, the 2006 and 2009 strategies were prepared 

by the central bank (National Bank of the Kyrgyz Republic 2011). Thailand’s Ministry of 

Finance and the Bank of Thailand designed the 2004 and 2010 “Financial Sector Master Plans I 

and II.” Turkey’s 2001 and 2010 Strategic Plans were formulated by the Banking Regulation and 

Supervision Agency (Banking Regulation and Supervision Agency 2001).  

For some developed countries, the establishment of a particular institution was the trigger for 

laying down a strategic plan for future development of the financial sector. In Canada, the 

government established in 1996 the Task Force on the Future of the Canadian Financial Services 

Sector to provide advice on the future of the sector. After two years of study and consultations, 

the newly created institution proposed a number of measures to be implemented in a strategic 

document (Department of Finance Canada 1999). The global financial crisis prompted some 

countries to rethink the path for financial sector development. For instance, in Switzerland, the 

Federal Department of Finance in collaboration with the Swiss Financial Market Supervisory 

Authority and the Swiss National Bank formulated a set of objectives and strategic directions to 

strengthen the financial sector in the aftermath of the crisis (Federal Council of Switzerland 

2009). In Ukraine, a program of reforms was developed by the working groups of the Economic 

Reform Committee (Committee on Economic Reforms under the President of Ukraine 2010).  
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Among the financial strategies in our database, 26 were part of national development 

strategies—comprehensive plans considering a wide area of development objectives. In Jordan, 

the financial strategy was included in the government’s “National Social and Economic 

Development Plan” for the years 2004–06. Similarly, the Governments of Uganda and Lesotho 

included objectives for financial sector development in Uganda’s “National Development Plan 

for 2010–14” and Lesotho’s “National Strategic Development Plan for 2002–16”. In Vietnam, 

the party congress laid out the strategy for socioeconomic development for 2001–10, while the 

State Bank of Vietnam formulated the 2011 “Banking Development Strategy.” In 2002, the 

Danish government adopted the “Danish Growth Reform Program” that also refers to financial 

sector areas that need strategic development. One important side benefit of developing the 

strategy was that the process brought together stakeholders involved in the financial sector for 

extensive consultations before and after the strategies were formulated.  

Cambodia is a good example of how developing a strategy can trigger the needed policy 

dialogue. Although ADB played an important role in the formulation of the first financial sector 

strategy for Cambodia, the next strategy involved active contributions from key stakeholders in 

the financial sector. Ethiopia’s 2002 Sustainable Development and Poverty Reduction Strategy 

emphasizes that the document was prepared after conducting “extensive, transparent and 

inclusive consultations” (FDRE MOFED 2002). South Africa’s 2011 plan, “A Safer Financial 

Sector to Serve South Africa Better”, also highlights that the strategy is meant to be the “ […] 

beginning of an important conversation with the society including all other stakeholders” 

(Republic of South Africa, National Treasury 2011). After China’s State Council approved “The 

12th Five-Year Plan for the Development and Reform of the Financial Industry”, the People’s 

Bank of China conducted a series of surveys, organized expert seminars, solicited comments 

from the public, and carried out research on major issues regarding the development and reform 
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of the financial industry under the plan (People’s Bank of China et al. 2012).3 

2.c. Assessing the quality of financial sector strategies 

The quality of financial sector strategies can be assessed on the basis of four categories of 

strategic objectives: financial development, systemic risk management, implementation 

arrangements, and policy trade-offs (Table 1 provides the rating criteria used, based on Maimbo 

and Melecky 2014).     

Key evaluation criteria for the financial development objective are whether a strategy has 

clear and well-quantified objectives and whether it identifies tools to support its development 

goals. For instance, the financial strategy for Rwanda in 20074 states that “Rwanda seeks to 

develop a financial sector that is effective, in particular, by: (1) Expanding access to credit and 

financial services; (2) Enhancing savings mobilization, especially long-term savings; and (3) 

Mobilizing long-term capital for investment” (Murgatroyd et al. 2007). This description is clear, 

but it does not provide quantitative objectives or tools to achieve them. By contrast, to strengthen 

banks’ role in providing better access to financial services, Rwanda’s strategy quantifies the 

development objectives for the market shares and the pricing of bank products and supports them 

with one main action, namely the transformation of Union des Banques Populaires du Rwanda 

into a commercial bank, Banque Populaire du Rwanda.  

Elements of an effective strategy to address systemic risk include: (a) the identification of 

potential risks, such as a significant increase in private sector indebtedness or imprudent 

behavior of financial institutions that could lay the foundations for instability; and (b) 

                                                      
3 China’s 12th

 
five-year plan for the development and reform of the financial industry. 

4 A FIRST initiative-funded team was recruited and prepared the Rwanda financial sector development strategy 
under the guidance of the central bank (BNR) and working closely with a national steering committee composed of 
key stakeholders in each of the areas addressed by the FSDP. 
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specification of an adequate set of measures or tools for mitigating and managing such risks. For 

instance, the 10-year financial sector strategy for Cambodia acknowledges that unsafe banking 

can lead to a systemic financial crisis, emphasizes the need for financial regulation and 

supervision to avoid future crises, and recognizes that rapid financial liberalization in the absence 

of appropriate sequencing and development of the legal and regulatory framework can increase 

the likelihood of crises. The strategy, initiated in 2011 by the Royal Government of Cambodia, 

states that “a crisis management framework will need to be established and will require periodic 

testing to ensure it fits the local economic and financial situation as well as designed to address 

increasing interconnections and new risks within the financial sector” (Kingdom of Cambodia 

2011).  

The quality of a strategy is also assessed on the basis of its plan for implementation of the 

strategy and the coordination mechanism that will be used, and whether the strategy assigns 

responsibilities and has a clear time frame for implementing both the development goals and 

systemic risk management. For instance, the 2006–09 strategy to develop the Georgian banking 

system sets 58 development actions with corresponding time frames for implementation 

(National Bank of Georgia 2006). In addition, the strategy declares that the National Bank of 

Georgia considers close cooperation with international financial institutions as one priority for 

successful implementation of the adopted strategy. Finally, an effective strategy should 

acknowledge, and have plans to address, the trade-off between development goals and systemic 

risks. In particular, strategies should recognize that overambitious development involves 

excessive risk-taking by the financial system. And conversely, that imposing more stringent 

requirements on bank capital adequacy and additional capital charges to reduce macroprudential 

and systemic risk could hinder banking sector development.  

The strategy index assigns equal weights to each of the nine criteria that are assessed as fully 
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or largely met (scored 1) or not met (scored 0). The resulting total score is the overall index of 

the strategy. The median of the strategy index for our sample is 4.0, with a standard deviation of 

2. On average, strategies focus more on development than on systemic risk—the median 

development index (including implementation of the development objective) is 3.05 whereas the 

median systemic risk index (including implementation of the systemic risk objective) is 1.15. 

Figure 2 shows the evolution of the subindexes for financial development and for systemic risk 

management separately across all strategies in our sample. Only 10 strategies focus on the trade-

off between development and systemic risk.5 Figure 3 illustrates the country distributions of the 

overall index, development subindex, systemic risk subindex, and the trade-off subindex.  

Most often the strategies were rated 3 on our 0–9 scale (Figure 3), so that the strategies of 

many countries are considered of a low quality. However, 13 strategies were rated around 6, 

which is above the midpoint of our scale. There is only one strategy (for Switzerland) in the 

database rated with the maximum index of 9. The ratings of the subindexes help to explain the 

poor results for the overall rating. Whereas more than 55 strategies focus on financial 

development outcomes and receive a rating of 3 or 4 on the development index, only 18 

strategies have a subindex of 3 or 4 for systemic risk. Moreover, only 10 strategies have focused 

on the trade-offs between financial development and systemic risk management. Finally, 

although this cannot be seen in the distributions given in figure 3, most strategies lack 

measurable goals that would strengthen the ability to monitor their implementation and help 

increase accountability for results.  

Figure 4 shows that ECA countries, followed by EAP and OECD economies, have the 

                                                      
5 Possibly, policy makers could intentionally disregard trade-offs in favor of synergies that they aim to achieve, for 
example, by advancing financial inclusion in deposits and diversifying the funding base of banks to make them more 
resilient (Han and Melecky, 2015). However, neglecting trade-offs, especially in developing credit markets, and 
hoping only for synergies may result in unbalanced strategies with unintended consequences for systemic risk. 
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highest scores on the overall index for financial sector strategies—that is, ECA leads on the 

quality of its strategies. This result is mainly due to the high scores that ECA achieves on the 

development index, including using measurable goals for development targets, and on the 

systemic risk index because of its much greater focus on financial stability. However, ECA 

scores very badly when it comes to considering trade-offs, for the most part disregarding trade-

offs between the returns from fast financial development and the risk of occasional financial 

crises.  

3. How can we use reduce-form regressions to assess the impact of strategies? 

3.a. Using financial sector outcomes as dependent variables 

This section provides an estimate of the effect of the strategies on financial sector outcomes, 

as measured by indicators of financial depth, inclusion, efficiency, and stability. We focus on the 

measures that have been used in the literature and have good data coverage, so the maximum 

number of countries can be included:  

(i)  To measure financial depth, we use the change in the logarithm (the percentage change) 

of the deposit-to-GDP ratio and the ratio of private credit to GDP. These ratios are often used as 

measures of financial depth (Panizza 2014). The change in logarithm is used to control for 

possible trends and the impact of the initial level of an indicator to better isolate the effect on 

financial deepening due to the strategies.  

(ii) To measure financial inclusion, we use the logarithm of total number of deposit accounts 

per 1,000 adults and the logarithm of the total number of borrowers per 1,000 adults. The two 

indicators have annual data available since 2004, and thus offer a better coverage compared with 
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other measures of financial inclusion such as those from the Global Findex.  

 (iii) To measure financial efficiency, we use the logarithm of the ratio of overhead costs to 

income (Bikker 2010), and a profitability indicator—the return on assets (ROA) ratio.6  

(iv) To measure financial stability, we use the volatility of the change in the logarithm of the 

deposits-to-GDP ratio and the credit-to-GDP ratio (volatility is measured by a moving five-year 

standard deviation for each of the two variables).7 In addition, we use an alternative measure of 

financial stability, the output loss during banking crises computed by Laeven and Valencia 

(2013), to determine if our results are greatly affected by the particular measure used to represent 

stability.8 Figure 5 illustrates the evolution of financial sector development indicators.  

3.b. Describing the regression model and estimation methodology 

The estimations of whether financial sector strategies have had a meaningful effect on financial 

development are based on annual data for 150 countries over 1985-2014.  Figures 6 (deposits to 

GDP ratio), 7 (overhead costs to income ratio), and 8 (volatility of the change in the private credit 

to GDP ratio) show that initiation of a strategy was associated with an improvement in financial 

development variables in several countries.  

To determine whether the apparent improvement in financial development is significantly 

related to initiation of a strategy, we use FE regression analysis to estimate the relationship 

between financial sector development and indicators of the existence and quality of a strategy, 

                                                      
6 We prefer these two measures over the net-interest-margin and lending-deposit rate spread because they are less 
controversial. An increase/decrease in the net interest margin can signal a rise or a fall in efficiency, depending on 
country circumstances. The same applies for the lending-deposit rate spread, as its evolution can be heavily 
influenced by changes in monetary policy. 
7 The volatility at time t is measured as the standard deviation of the variable for the [t-2, t+2] time period. 
8 This is computed as the cumulative sum of the differences between actual and trend real GDP, expressed as a 
percentage of trend real GDP, over the period [T, t+3] where T is the start of the crisis. 
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macroeconomic indicators, socio-economic indicators (the variables are defined below), and 

particular country characteristics not otherwise captured.9  More formally: 

	 	 	 	

∑ 	 ∑ 	 ∑ 	

		                                                                                               (1) 

where i represent country and t the yearly time period;   stands for country fixed effects;		 	  is 

the error term. The full set of time dummies assumes the policy has the same effect in every 

year.10   

We use four transformations of the strategy indicators to measure the impact of the strategies 

over time. Two of these are referred to as dummy variables, meaning that they are set equal to 1 

in the period affected by a strategy and zero otherwise. The other two are index strategy 

variables, meaning that they are set equal to the index value measuring the quality of the strategy 

during the period affected, and zero otherwise. Each of these two types of variables is structured 

both as an impulse variable and as a shift variable, as follows:  

 (i) The impulse variables measure the impact of the strategy during its period of 

effectiveness. Thus, the dummy strategy indicator for the impulse variable equals 1 during the 

strategy’s implementation period and 0 otherwise. For instance, Mozambique had two financial 

sector strategies during 2001–05 and 2010–20. In our database, the dummy strategy for 

Mozambique has the value of 1 during 2001–05 and 2010–13, and 0 otherwise. By contrast, the 

index strategy indicator for the impulse variable equals the value of the index (assessed quality 

                                                      
9 This is similar to estimating a “treatment” effect in a framework with multiple years and treatments taking effect in 
different periods for different units. 
10 Wooldridge (2010). 
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previously discussed) during the strategy’s implementation period and 0 otherwise. The index 

strategy for Mozambique has the value of 3 during 2001–05, 7 during 2010–13, and 0 otherwise.  

 (ii)   The shift variables measure the effects of strategies on financial development that may 

extend beyond the implementation period for the strategy. We do this by extending the nonzero 

values of the impulse variables (both the dummy strategy and the index strategy) over time until 

the implementation period of the next strategy, or until 2013 if no strategy follows in our sample. 

For instance, Denmark had a strategy during 2002–10, and the dummy strategy indicator for the 

shift variable takes the value of 1 from 2002 until 2013. We run separate regressions for all 

impulse and shift strategy variables.  

We control for the impact on financial outcomes of several macroeconomic, institutional, 

demographic and social factors commonly found in the literature. The macroeconomic factors 

include GDP per capita, GDP growth, the interest rate, inflation, and the change in the exchange 

rate (De la Torre et al., 2007; and Barajas et al., 2013; Feyen et al., 2011). The set of institutional 

variables includes indicators of governance and financial openness. The governance indicator is 

the updated indicator of governance by Kaufman et al. (2010)11 that measures the quality of the 

institutions and the legal and regulatory environment—all of which affect financial sector 

outcomes (Barajas et al., 2013; Feyen et al., 2011; Yartey, 2008). The financial openness indicator 

is the updated indicator by Chinn and Ito (2006) that measures the extent of regulatory controls 

over current or capital account transactions, the existence of multiple exchange rates, and the 

requirements of surrendering export proceeds. The socio-economic indicators considered are the 

age dependency ratio and population density.12 The last two indicators are used as control variables 

                                                      
11 We consider the average of the six indices estimated by Kaufman et al. (2010) regarding the control of corruption, 
government effectiveness, political stability, regulatory stability, rule of law and voice and accountability.   
12 Initially, we considered life expectancy and education level as well, but realized that these are highly correlated 
with the level of development measured by GDP per capita. For that reason, we dropped them.  
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when relevant, namely, in regressions for financial depth, inclusion and efficiency. The population 

density should have a positive effect, and the age dependency a negative effect, on financial depth 

and inclusion (De la Torre et al., 2013).13   

The possibility that the strategy indicator is endogenous, that is, in part affected by the 

dependent variable of financial development, is a concern for the estimation of the regression 

model. The level of financial development could influence the emergence of a strategy and its 

quality, although it is unclear whether lower or higher financial sector development would trigger 

the preparation of a financial sector strategy. As discussed in 2.a, the reason for initiating a strategy 

differed greatly across countries. Strategies have arisen from a close collaboration of countries 

with international development organizations, for example following recommendations from the 

Financial Sector Assessment Program, or may have been a reaction to measures taken after the 

global financial crisis, or may have primarily reflected the initiatives of governments and central 

banks to signal their commitment to give a financial sector a greater push and direction for 

development. The very diverse origins of the financial sector strategies, together with our several 

unsuccessful attempts to find a relevant instrument (FSAPs, Development Assistance—including 

FIRST, governance, economic freedom, distance to countries having a strategy) motivate our 

rationale for treating the strategies as a weakly exogenous variable in our regression model. The 

other approach employed to address this problem is to use the lagged value of the strategy variable 

in the analysis, rather than the concurrent value. 

We also briefly examine the mechanisms through which the strategies worked. Namely, we 

examine whether they led to implementation of broad-based regulatory reforms. Ideally, we would 

like to determine whether the implementation plan for each strategy, including deployment of tools 

                                                      
13 GDP per capita and population density are expressed in logarithms.  
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and measures, was followed. But we are unable to do this analysis because of data limitations, 

especially on earlier strategies. Instead, we analyze whether the strategies in our sample have an 

impact on the development of regulatory policy, while including as many strategies as possible in 

the analysis. The quantitative analysis of the impact of strategies on regulatory reforms focuses on 

three indicators from the World Bank’s Doing Business (DB) database that are relevant for 

financial sector development: getting credit, enforcing contracts, and resolving insolvency. The 

coverage of the DB database starts in 2004, so this part of the analysis considers a more limited 

period than in our extensive historical database on strategies. Nevertheless, this exercise can 

provide some insight into whether the more recent strategies have affected the implementation of 

regulatory policies in the financial sector.  

4. What do the estimation results suggest? 

4.a. Strategies help increase financial depth 

Financial deepening, particularly the ratio of deposits to GDP, is positively affected by the 

presence and the quality of a strategy. The coefficients of all four strategy variables (the dummy 

and index strategy indicators for both the impulse and shift variables—see above) are significant 

and positively related to the change in the deposits-to-GDP ratio (Table 2), thus showing that the 

presence and quality of a strategy have an important impact on financial deepening. The 

estimated relationships between our four strategy indicators and the change in the credit-to-GDP 

ratio are positive, but the coefficients are not significantly different from zero. One possible 

explanation is that the ratio of credit to GDP is an ambiguous measure of sustainable financial 

deepening because it also can be a predictor of crises, and in particular a rise in credit to GDP 

from an already high level can increase instability. Also, increases in credit-to-GDP ratios can 
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have opposite effects on growth in the short run and the long run (Loayza and Ranciere 2006; 

Arcand, Berkes, and Panizza 2012; and Ranciere, Tornell, and Westermann 2008).  

Most of the control variables also have important effects on financial development. 

Governance has a positive effect on financial depth, highlighting the importance of strong 

institutions for supporting the provision of, and demand for, financial services. GDP growth is 

negatively associated to the growth in deposits to GDP as well as credit to GDP, which suggests 

that deposits as well as credit grew, in general, at a slower pace than GDP. One possible 

explanation of these estimated effects is that higher GDP growth is associated with higher returns 

on investment, which means that individuals and firms are more likely to invest than to place 

their assets in low-return bank deposits. Furthermore, inflation can slow the rise in credit 

compared to GDP because of the uncertainty associated with it. High inflation and price 

uncertainty increase the risk that the value of bank deposits will decline in real terms, which 

encourages individuals and firms to hold real assets (for example, durable goods). Both depth 

variables are also positively associated with population density and negatively associated with 

the age dependency ratio. Finally, the level of development is negatively correlated with 

financial deepening, with less-developed countries experiencing more rapid increases in financial 

depth. The coefficients of time dummies indicate structural changes in some of the years: the 

2007 year dummy impacted positively the change in deposits to GDP, while the 2011 dummy 

marked a negative change as a result of the financial crisis. The coefficients of the 2005-2008 

time dummies are significant and positive in explaining the changes in credit to GPD, with the 

largest effect displayed in the year 2008. The year 2010, on the other hand, marked a negative 

impact of this depth variable.  

4.b. Strategies can improve some aspects of financial inclusion 
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The use and quality of financial sector strategies tend to increase financial inclusion, as 

measured by the total number of deposit accounts; and this effect persists beyond the 

implementation period for the strategy. However, strategies do not appear to have a significant 

effect on the number of borrowers. Table 3 displays the results of the regressions in which the 

dependent variables are the number of deposit accounts per 1,000 adults and of borrowers per 

1,000 adults (both variables in logarithms). The data coverage for the two variables is different; 

hence the results are not fully comparable.  

The levels of development, governance, and population density have positive effects on both 

financial inclusion indicators. Changes in the exchange rate tend to increase the number of 

borrowers as well as of deposit accounts. The depreciation of the local currency can make people 

open accounts in foreign currency. At the same time, the depreciation can give people incentive 

to substitute future consumption for current consumption of durable goods and hence make them 

borrow relatively more in the present. GDP growth is negatively correlated with financial 

inclusion. One explanation could be that richer countries with greater levels of financial 

inclusion may have experienced lower growth on average. Finally, a higher age dependency ratio 

significantly increases the number of deposit accounts among the adult population. The 

coefficients of time dummies are not significant, indicating no structural change in financial 

inclusion during the 2004-13 period. 

4.c. Strategies do not appear to have an important impact on the efficiency of financial 

systems 

Neither the presence of a strategy nor its quality has a significant impact on bank efficiency, 

as measured by the ratio of overhead costs to income and the return on assets (Table 4). One 

possible explanation is that strategies have so far lacked specific measures focused on reducing 
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banks’ operational costs or raising profitability.  

The control variables have various effects on efficiency. As anticipated, GDP growth helps 

decrease cost inefficiencies and increase bank profitability. The size of overhead costs in relation 

to income is positively associated with the change in the exchange rate. Local currency 

depreciation can erode profitability by increasing the cost of credit and of debt financing.  

Finally, bank profitability is negatively associated with the interest rate, indicating that banks 

may not be able to pass the increased cost of financing on to borrowers, in particular in a more 

competitive banking sector. The conditions during the years 2000 and 2001 seem to have 

influenced positively the bank profitability.  

4.d. Strategies can improve financial stability 

Table 5 shows the results of the regressions with the volatility of the changes in the credit-to-

GDP ratio and in the deposits-to-GDP ratio as dependent variables (columns (1)-(8)). The results 

suggest that financial sector strategies can foster financial stability by helping to reduce the 

volatility of financial cycles.14 The presence of a strategy (the dummy strategy indicator) and the 

quality of the strategy (the index strategy indicator) significantly reduce the volatility of deposits 

to GDP, but only during the implementation period of the strategy (the impulse variables 

previously defined). Simply, the presence of a strategy may help reduce volatility by improving 

financial sector participants’ ability to understand and anticipate, and thus act upon, authorities’ 

financial sector policies. By contrast, the estimated relationships between the strategy variables 

and the volatility of changes in credit to GDP are not significantly different from zero.  

                                                      
14 Both variables are expressed as the change in the logarithmic value.  
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Columns (9)-(12) show that countries with financial sector strategies are less vulnerable to 

banking crises or experience lower output losses from banking crises. More comprehensive 

strategies can reduce the cost of financial crises even further. For instance, a country that was hit 

by a banking crisis and did not have a strategy suffered on average some 23% GDP loss,15 but 

had it used a quality strategy with a rating of 9 (the maximum in our sample), the loss would be 

almost halved (-1.011*9 = -9.099 percentage point of GDP). 

The coefficients on the control variables provide interesting insights into the effect of 

macroeconomic and institutional variables on stability. Good governance
 
can help reduce the 

volatility of both variables, whereas financial openness is associated with lower volatility only of 

deposits to GDP. High inflation as well as interest rates can increase the volatility of credit to 

GDP.  

Time dummies signal year-specific effects across the countries in our panel. All time 

dummies are positive and significant in the regression that explains the volatility of credit to 

GDP, with the years 2000-2003 displaying the largest effects, while for the volatility of deposits 

to GDP only the 2007-2011 dummies positively have affected the volatility, very likely due to 

the conditions during the financial crisis.  

4.e. The impact of strategies can partly work through improvements in the regulatory 

framework 

Table 6 presents the results of regressions that measure the effect of strategies on the quality 

of regulatory policies governing finance (each regression relates one strategy indicator to one 

regulatory indicator). We use the distance to the frontier DTF16 measure for the three regulatory 

                                                      
15 Median output loss during banking crises calculated using Laeven and Valancia (2013) data set. The 
corresponding average output loss is about 30.1% of GDP. 
16 An economy’s distance to the frontier is the difference between a financial sector outcome for that economy and 
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frameworks. The shift variables for both the existence and the quality of a strategy have a 

significant and positive impact on the quality of the regulatory framework for getting credit. 

Moreover, the shift variable for the existence of a strategy is also positively associated with the 

regulatory framework for resolving insolvency and enforcing contracts.  

Overall, if we consider the potential for strategies to affect the financial regulatory 

framework beyond their implementation period, the strategies appear to help significantly 

improve the regulatory framework for getting credit, resolving insolvency, and enforcing 

contracts. This could be one transmission mechanism through which the use of strategies can 

help improve the ultimate financial outcomes (depth, inclusion, efficiency, stability).   

As discussed previously, one issue is whether financial strategies affect financial 

development only by improving the regulatory framework. To examine this, we include 

indicators of regulatory reform (instead of the strategy variables) as independent variables in our 

main regression model explaining financial outcomes. In a few cases, regulatory reform variables 

have a significant impact on financial outcomes, in the expected direction: the DTF for enforcing 

contracts has a significant impact on financial depth, and the DTF for resolving insolvency is 

significant in the regressions for efficiency and stability. In the remaining regressions, however, 

the regulatory variables lack significance.  

These results suggest that, although the strategies could improve financial sector outcomes 

by improving regulations, there could be additional channels through which the positive impact 

of strategies on financial development works. One possibility is through the positive effect of the 

strategies on overall coordination of financial policy, for instance, across the central bank, 

                                                      
the outcome of the most successful economies. The distance to the frontier is measured on a scale from 0 to 100, 
where 0 represents the lowest performance and 100 represents the frontier.  
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ministry of finance, and other financial sector regulators. Another way that strategies could have 

a direct positive impact on financial development is by reducing uncertainty: private sector 

financial institutions, firms, and individuals can improve their planning because they gain a 

better understanding of policy intentions.  

5. Conclusion 

Our review of the origination of strategies reveals that, although the preparations of early 

strategies were often supported by international development organizations, in many cases 

government institutions, including the central bank, took the initiative to consult public and 

private entities involved in the financial sector and formulate the national financial sector 

strategy. The number of adopted strategies around the world peaked around 2006–07 and then 

decreased substantially during the global financial crisis. One possible explanation is that during 

the crisis period countries focused more on crisis preparedness and resolution and other short-

term issues, rather than on medium-term strategies. However, as summarized below, using 

financial sector strategy can help countries avoid banking crises or reduce the loss from banking 

crises.  

Our assessment suggests that overall the quality of strategies could be improved 

substantially. The strategies could pay greater attention to the systemic risk associated with 

advancing financial depth, efficiency, or inclusion, as well as acknowledge and try to manage 

various policy trade-offs—in particular, those that can arise between the efforts to speed up 

financial development and foster financial stability.  

The estimation results show that financial sector strategies support financial sector 

deepening, inclusion, and stability, and more so if the strategies are of a better quality. This 
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effect is more evident when assuming the impact of the strategy on financial outcomes continues 

beyond the implementation period for the strategy. We do not find any significant effect of the 

strategies on cost efficiency and profitability of banks.  

Examining one potential transmission channel from strategies to financial outcomes, we find 

that the strategies can significantly improve the regulatory framework for getting credit, 

resolving insolvency, and enforcing contracts. The analysis also indicates that the strategies’ 

positive impact on financial development is not limited to their role in improving the regulatory 

framework. Other ways in which strategies may improve financial development are through 

improving coordination of financial policy and reducing policy uncertainty for the private 

financial and real sectors.  

Our preliminary results should encourage a greater number of countries to use financial 

sector strategies to plan, communicate, and coordinate their financial sector policies. However, 

the quality of strategies needs to improve across all countries, as the average rating of the quality 

of strategies is low. Only a few high-quality strategies, such as those for Malaysia and 

Switzerland, can serve as role models for other countries in their efforts to deploy financial 

strategies effectively.  
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Figures in the main text 

 

 
Figure 1. The number of strategies in place have increased in the 150 countries analyzed 

  
Source: Authors’ calculations based on the new database. 
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Figure 2. The strategies focus more on development than on systemic risk  

 

 

  

Source: Authors’ calculations based on the new database. 
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Figure 3. Most strategies receive good rating on development but low score on systemic risk and trade-off 

  

  
Source: Authors’ calculations based on the new database. 
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Figure 4. Median quality rating by region 

 
  

  
Source: Authors’ calculations based on the new database. Note: EAP = East Asia and Pacific; ECA = Europe and Central Asia; LAC = 

Latin America and the Caribbean; MENA = Middle East and North Africa; SAR = South Asia; SSA = Sub-Saharan Africa.  
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Figure 5. The evolution of financial sector development indicators 
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Source: Authors’ calculations based on data from World Bank’s FinStats database and IMF’s Financial Access Survey. Note: The dark, 
solid line in the middle of each graph is the median level of the indicated variable. The dashed line on top indicates the level of the variable 
below which 90 percent of observations fall. The dashed line at the bottom indicates the level of the variable below which 10 percent of the 
observations fall.  
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Figure 6. Deposits/GDP often rose during implementation of a strategy (selected countries, %)  

Source: World Bank’s FinStats for the deposits/GDP ratio and authors’ dataset of financial strategies. Note: 
The red line represents the evolution during the periods of strategies. Dark red represents a subsequent strategy.  
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Figure 7. Overhead costs/income often fell during implementation of a strategy (selected 
countries, %)  

Note: The red line represents the evolution during the periods of strategies. Dark red represents a subsequent 
strategy.  Source: World Bank’s FinStats for the deposits/GDP ratio and authors’ dataset of financial strategies. 
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Figure 8. Instability often fell during implementation of a strategy (volatility of the change in 
private credit/GDP, selected countries, %)  

Source: Author computations based on World Bank’s FinStats for the private credit/GDP ratio and authors’ 
dataset of financial strategies. Note: The red line represents the evolution during the periods of strategies. Dark red 
represents a subsequent strategy. 
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Tables in the main text 

 

Table 1. Rating criteria developed by Maimbo and Melecky (2012) 

 

Development 
objectives 

Clear Is the objective of the document clearly identified somewhere in 
the strategy? 

Quantified Is the objective of the document quantified? 

Tools to 
implement them 

Are there tools identified in the document to support the 
development goals? 

 

Systemic risk 

 

Identified Does the document refer to systemic risk and macroprudential 
regulation? 

Quantified Are these issues, or issues related to capital adequacy, liquidity 
risk, and increase in reserve charges quantified? 

Tools Does the document refer to tools to affect capital adequacy, risk 
based capital regulation and other reserves allocation in financial 
institutions? 

 

 

Implementation 

Development Does the document refer to how it will implement the growth in 
banking sector part of the strategy? 

General Risk  Does the government have a financial sector board, or at least a 
body that will implement macroprudential regulation? Or does 
the government at least refer that macroprudential and capital 
charges will be imposed in banks to control systemic risk beyond 
individual bank risk? 

Trade-off Trade-off is 
communicated  

Does it acknowledge that imposing more stringent banking 
capital adequacy requirements and additional capital charges will 
reduce potential growth in banking sector? 
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Table 2. Results estimation for depth  

  Dependent variable: 

  100*∆ log (deposits/GDP) 100*∆ log (credit/GDP) 

 Explanatory variables (1) (2) (3) (4) (5) (6) (7) (8) 

                   

S
tr

at
eg

y 
va

ri
ab

le
s 

Dummy strategy impulse vb 1.91*    ns    

 (1.29)        
Dummy strategy shift vb  2.77**    ns   

  (1.64)       
Index strategy impulse vb   0.45*    ns  

   (0.245)      
Index strategy shift vb    0.58**    ns 

    (0.253)     

In
st

it
ut

io
na

l a
nd

 m
ac

ro
ec

on
om

ic
 v

ar
ia

bl
es

 

Log (GDP per per capita) -11.5*** -11.6*** -11.9*** -12.0*** -13.1*** -13.0*** -13.5*** -13.3*** 

 (5.51) (5.53) (5.54) (5.55) (6.4) (6.4) (6.4) (6.4) 

Financial openness ns ns ns ns ns ns ns ns 

         
Governance 4.8 4.73 4.89* 5.1* 6.3* 6.2* 6.4* 6.4* 

 (2.91) (2.9) (2.91) (2.92) (3.29) (3.29) (3.28) (3.3) 

GDP growth -0.65*** -0.65*** -0.65*** -0.65*** -0. 36*** -0. 36*** -0. 36*** -0. 36*** 

 (0.1) (0.1) (0.1) (0.1) (0.135) (0.135) (0.135) (0.135) 

Interest rate ns ns ns ns ns ns ns ns 

∆ log (exchange rate) ns ns ns ns ns ns ns ns 

         
Inflation -0.11*** -0.11*** -0.11*** -0.15*** -0.12*** -0.12*** -0.12*** -0.12*** 

 (0.048) (0.047) (0.048) (0.047) (0.06) (0.06) (0.06) (0.06) 

So
ci

al
 v

bs
. Age dependency ratio ns ns ns ns -0.46** -0.47** -0.46** -0.46** 

     (0.15) (0.15) (0.15) (0.15) 

Log (population density) 11.5* 11.3* 11.5* 11.6* 28.0** 28.2** 27.8** 27.9** 

 (6.8) (6.8) (6.8) (6.8) (9.2) (9.3) (9.2) (9.2) 

 Constant ns ns ns ns ns ns ns ns 

          

 Observations 1,597 1,597 1,597 1,597 1,586 1,586 1,586 1,586 

 R-squared 0.189 0.19 0.19 0.19 0.20 0.20 0.20 0.20 

 

Note: 1. Robust standard errors in parentheses;  *** p<0.01, ** p<0.05, * p<0.1; ns stands for not statistically significant at 10%.  
2. The regressions include a full set of time dummies. Their coefficients are not presented for the sake of space. In the case of the first 
dependent variable, the 2007 dummy is significant and positive, while the 2011 and 2012 dummies are significant and negative. For 
the second dependent variable, the 2005, 2006, 2007 and 2008 dummies are significant and positive while the 2010 dummy is 
significant and negative.  
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Table 3. Results estimation for inclusion 

  Dependent variable: 

  Log (total deposits accounts per 1000 adults) Log (total number of borrowers per 1000 adults) 

 Explanatory variables (1) (2) (3) (4) (5) (6) (7) (8) 

                   

S
tr

at
eg

y
va

ri
ab

le
s

Dummy strategy impulse vb 0.094*    ns    

 (0.051)        
Dummy strategy shift vb  0.238**    ns   

  (0.105)       
Index strategy impulse vb   0.017*    ns  

   (0.0096)      
Index strategy shift vb    0.025*    ns 

    (0.013)     

In
st

it
ut

io
na

la
nd

m
ac

ro
ec

on
om

ic
va

ri
ab

le
s

log (GDP per per capita) 1.1** 1.176** 1.1** 1.5*** 1. 5*** 1. 5*** 1.48*** 1.49*** 

 (0.5) (0.5) (0.52) (0.34) (0.35) (0.35) (0.34) (0.34) 

Financial openness ns ns ns ns -0.0807** -0.0551 -0.0807** -0.0702** 

     (0.0348) (0.0342) (0.0353) (0.0342) 

Governance 0.51*** 0.48*** 0.53*** 0.53*** 0.941*** 0.91*** 0.952*** 0.943*** 

 (0.2) (0.19) (0.2) (0.2) (0.25) (0.24) (0.25) (0.25) 

GDP growth -0.011** -0.011** -0.011* -0.011** -0.015*** -0.015*** -0.015*** -0.015*** 

 (0.006) (0.006) (0.006) (0.006) (0.005) (0.005) (0.005) (0.005) 

Interest rate ns ns ns ns ns ns ns ns 

∆ log (exchange rate) 0.76** 0.73** 0.75** 0.75** 0.71** 0.69** 0.71** 0.69** 

 (0.29) (0.29) (0.3) (0.29) (0.28) (0.28) (0.28) (0.29) 

Inflation ns ns ns ns ns ns ns ns 

         

So
ci

al
vb

s. Age dependency ratio 0.036** 0.039*** 0.035** 0.037** ns ns ns ns 

 (0.012) (0.012) (0.012) (0.012)     
Log( population density) 6.34** 6.4*** 6.36*** 6.39*** 3.1*** 3.16*** 3.2*** 3.1*** 

 (1.1) (1.1) (1.1) (1.05) (0.96) (0.98) (0.97) (096) 

 Constant -32.3*** -33.2*** -32.1*** -32.3*** -22.6*** -22.9*** -22.5*** -22.4*** 

  (7.4) (7.4) (7.5) (7.4) (5.6) (5.7) (5.5) (5.5) 

 Observations 630 630 630 630 510 510 510 510 

 R-squared 0.945 0.945 0.945 0.945 0.950 0.951 0.951 0.951 

 
Notes: 1. Robust standard errors in parentheses.  *** p<0.01, ** p<0.05, * p<0.1; ns stands for not statistically significant at 10%. 2. The 
regressions include a full set of time dummies. Their coefficients are not presented for the sake of space. The coefficients of time 
dummies are not significant.   
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Table 4. Results estimation for efficiency 

 Dependent variable: 

 Log (overhead cost/income) ROA 

Explanatory variables (1) (2) (3) (4) (5) (6) (7) (8) 

                  

Dummy strategy impulse vb ns    ns    

         
Dummy strategy shift vb  ns    ns   

         
Index strategy impulse vb   ns    ns  

         
Index strategy shift vb    ns    ns 

         
log (GDP per per capita) -0.13*** -0.12*** -0.13*** -0.12*** ns ns ns ns 

 (0.05) (0.05) (0.05) (0.05)     
Financial openness ns ns ns ns ns ns ns ns 

         
Governance -0.09* -0.09* -0.09* -0.09* ns ns ns ns 

 (0.05) (0.05) (0.05) (0.05)     
GDP growth -0.002** -0.002** -0.002** -0.002** 0.042** 0.042** 0.042** 0.042** 

 (0.001) (0.001) (0.001) (0.001) (0.021) (0.021) (0.021) (0.021) 

Interest rate ns ns ns ns -0.071* -0.07* -0.071* -0.071* 

     (0.04) (0.04) (0.04) (0.04) 

∆ log(exchange rate) ns ns ns ns -6.44** -6.4** -6.44** -6.43** 

(3.8) (3.8) (3.8) (3.8) 

Inflation ns ns ns ns 0.0218* 0.0210* 0.0218* 0.0215* 

     (0.0118) (0.0116) (0.0118) (0.0116) 

Age dependency ratio ns ns ns ns ns ns ns ns 

         
Log (population density) ns ns ns ns ns ns ns ns 

         
Constant 5.5*** 5.4*** 5.5*** 5. 4*** ns ns ns ns 

 (0.7) (0.7) (0.7) (0.7)     

Observations 1,507 1,507 1,507 1,507 1,498 1,498 1,498 1,498 
R-squared 0.6 0.6 0.6      0.6 0.2 0.2 0.2 0.2 
Notes: 1. Robust standard errors in parentheses.  *** p<0.01, ** p<0.05, * p<0.1; ns stands for not statistically significant at 10%. 2. The 
regressions include a full set of time dummies. Their coefficients are not presented for the sake of space. The coefficients of time dummies are 
not significant. The time dummies for 2000 and 2001 are significant in the ROA regressions.  

  



 Table 5. Estimation results for stability 

   
Dependent variable: 

 

   Volatility of 100*∆ log (deposits/GDP)  Volatility of 100*∆ log( private credit/ GDP ) Average output loss in banking crises 

 Explanatory variables (1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12) 

            
    

S
tr

at
eg

y 
va

ri
ab

le
s 

Dummy strategy 
impulse vb -0.7*    ns    -6.113**    

 (0.42)        (3.090)    
Dummy strategy shift 
vb  ns    ns    -8.071**   

          (3.337)   
Index strategy impulse 
vb   -0.14*    ns    ns  

   (0.085)          

Index strategy shift vb    ns    ns    -1.011* 

            (0.582) 

In
st

it
ut

io
na

l a
nd

 m
ac

ro
ec

on
om

ic
 v

ar
ia

bl
es

 

GDP per per capita ns ns ns ns ns ns ns ns 0.000923*** 0.000946*** 0.000917*** 0.000915*** 

    (0.000283) (0.000322) (0.000274) (0.000296) 

Financial openness -0.6* -0.62* -0.6* -0.57* ns ns ns ns ns ns ns ns 

 (0.31) (0.3) (0.3) (0.31)         

Governance -3.4** -3.3** -3.4** -3.3** -2.97** -2.92** -2.97** -2.88** ns ns ns ns 

 (1.73) (1.73) (1.73) (1.74) (1.64) (1.64) (1.64) (1.66)     

GDP growth ns ns ns ns ns ns ns ns 0.234** 0.200** 0.238** 0.234** 

         (0.0991) (0.0991) (0.100) (0.0999) 

Interest rate ns ns ns ns 0.17*** 0.17*** 0.17*** 0.17*** ns ns ns ns 

     (0.05) (0.05) (0.05) (0.05)     

Inflation ns ns ns ns 0.091*** 0.09*** 0.091*** 0.09*** -59.42*** -57.86*** -60.07*** -57.98*** 

     (0.029) (0.029) (0.029) (0.029) (14.71) (16.30) (14.08) (15.44) 

Constant ns ns ns ns ns ns ns ns ns ns ns ns 

             

 Observations 1,505 1,505 1,505 1,505 1,497 1,497 1,497 1,497 1,642 1,642 1,642 1,642 

 R-squared 0.56 0.56 0.56 0.56 0.53 0.53 0.53 0.53 121 121 121 121 

 

Notes: Robust standard errors in parentheses.  *** p<0.01, ** p<0.05, * p<0.1; ns stands for not statistically significant at 10%. 2. The regression includes a full set of time dummies. Their 
coefficients are not presented for the sake of space. The coefficients of time dummies are not significant. All the time dummies in the volatility of 100*∆ log (private credit/ GDP) regressions 
are significant and positive, while for the  volatility of 100*∆ log (deposits/GDP) regressions, the 2007-2011 time dummies are positive and significant.  
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Table 6. Estimation results for regulatory policy  

   Dependent variable: 

 Explanatory variables Getting credit DTF Enforcing contracts DTF Resolving insolvency DTF 

                           

st
ra

te
gy

 v
ar

ia
bl

es
 

Dummy strategy impulse vb ns    ns    ns    

             

Dummy strategy shift vb  10.88***    0.86**    2.41***   

  (1.83)    (0.38)    (0.4)   

Index strategy impulse vb   ns    ns    ns  

             

Index strategy shift vb 0.93** ns ns 

    (0.37)         

 Constant 50.7*** 47.4*** 50.6*** 49.3*** 58.11*** 57.81*** 58.04*** 57.9*** 37.8*** 37.1*** 37.74*** 37.6*** 

  (0.38) (0.56) (0.39) (0.523) (0.08) (0.124) (0.07) (0.0972) (0.15) (0.17) (0.15) (0.22) 

              

 Observations 1,131 1,131 1,131 1,131 1,241 1,241 1,241 1,241 1,241 1,241 1,241 1,241 

 R-squared 0.859 0.863 0.859 0.860 0.979 0.979 0.979 0.979 0.975 0.975 0.975 0.975 

 Robust standard errors in parentheses           

 *** p<0.01, ** p<0.05, * p<0.1            

 


