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THE JOURNAL OF FINANCE ¢ VOL. LVII, NO. 1 « FEB. 2002

Government Ownership of Banks

RAFAEL LA PORTA, FLORENCIO LOPEZ-DE-SILANES,
and ANDREI SHLEIFER*

ABSTRACT

We assemble data on government ownership of banks around the world. The data
show that such ownership is large and pervasive, and higher in countries with low
levels of per capita income, backward financial systems, interventionist and inef-
ficient governments, and poor protection of property rights. Higher government
ownership of banks in 1970 is associated with slower subsequent financial devel-
opment and lower growth of per capita income and productivity. This evidence
supports “political” theories of the effects of government ownership of firms.

THIS PAPER DISCUSSES A NEGLECTED ASPECT of financial systems of many coun-
tries: government ownership of banks. It shows that such ownership is per-
vasive around the world, and has had significant consequences for economic
and financial development.

There are two broad views of the government’s participation in financial
markets. The first, basically optimistic, “development” view is associated
with Alexander Gerschenkron (1962), who focuses on the necessity of finan-
cial development for economic growth. Gerschenkron argues that privately
owned commercial banks have been the crucial vehicle of channeling savings
into industry in several industrializing countries in the second half of the
19th century, especially Germany. However, in some countries—most con-
spicuously Russia—economic institutions were not sufficiently developed for
private banks to play the crucial development role. “The scarcity of capital
in Russia was such that no banking system could conceivably succeed in
attracting sufficient funds to finance a large scale industrialization; the stan-
dards of honesty in business were so disastrously low, the general distrust of
the public so great, that no bank could have hoped to attract even such small
capital funds as were available, and no bank could have successfully en-
gaged in long term credit policies in an economy where fraudulent bank-
ruptcy had been almost elevated to the rank of a general business practice”
(Gerschenkron (1962), p. 19). In such countries, the government could step
in and, through its financial institutions, jump start both financial and eco-
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266 The Journal of Finance

nomic development. Thus in Russia in the 1890s, “it was the government
that generally fulfilled the function of industrial banks” (Gerschenkron (1962),
p. 22), with salutary effects.

Gerschenkron’s (1962) view was part of a broader sentiment in develop-
ment economics which advocated government ownership of firms in the stra-
tegic economic sectors (see Shleifer (1998) for a summary). Hawtrey (1926),
for example, sees such “strategic” advantages of the nationalization of banks,
along with utilities, coal mines, and education. Lewis (1950) explicitly ad-
vocates government ownership of banks, as part of the “commanding heights”
approach whereby the government would develop certain strategic indus-
tries through both direct ownership and control over finance. Myrdal (1968)
is sympathetic toward government ownership of banks in India and other
Asian countries. In 1917, a few days before the October Revolution, Lenin
laid out his own perspective on banking: “Without big banks, socialism would
be impossible. The big banks are the ‘state apparatus’ which we need to
bring about socialism, and which we take ready-made from capitalism . ..”
(Garvy (1977), p. 21). These ideas were widely adopted around the world, as
governments in the 1960s and the 1970s nationalized the existing commer-
cial banks and started new ones in Africa, Asia, and Latin America.

The alternative “political” view of government participation in finance shares
with the development view the desire of politicians to control investment by
firms, but emphasizes political rather than social objectives. In this view,
governments acquire control of enterprises and banks in order to provide
employment, subsidies, and other benefits to supporters, who return the
favor in the form of votes, political contributions, and bribes (see, e.g., Kor-
nai (1979) and Shleifer and Vishny (1994)). The attraction of such political
control of banks is presumably the greatest in countries with underdevel-
oped financial systems and poorly protected property rights, because the
government does not need to compete with the private sector as a source of
funds. This view of state ownership is buttressed by considerable evidence
documenting the inefficiency of government enterprises, the political mo-
tives behind public provision of services, and the benefits of privatization
(e.g., Megginson, Nash, and Randenborgh (1994), Barberis et al. (1996), Lopez-
de-Silanes, Shleifer, and Vishny (1997), Frydman et al. (1999), La Porta and
Lopez-de-Silanes (1999)). Gerschenkron (1962, p. 20) has some sympathy for
this view: “There is no doubt that the government as an agens movens of
industrialization discharged its role in a far less than perfectly efficient man-
ner. Incompetence and corruption of bureaucracy were great. The amount of
waste that accompanied the process were formidable.” Still, Gerschenkron
considers government financing of industrialization in Russia a great success.

A government can participate in the financing of firms in a variety of
ways: it can provide subsidies directly, it can encourage private banks through
regulation and suasion to lend to politically desirable projects, or it can own
financial institutions, completely or partially, itself. The advantage of own-
ing banks—as opposed to regulating banks or owning all projects outright—is
that ownership allows the government extensive control over the choice of
projects being financed while leaving the implementation of these projects to
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Government Ownership of Banks 267

the private sector. Ownership of banks thus promotes the government’s goals
in both the “development” and the “political” theories. In the former, own-
ership of banks enables the government both to collect savings and to direct
them toward strategic long-term projects. Through such project finance, the
government overcomes institutional failures undermining private capital mar-
kets, and generates aggregate demand and other externalities fostering growth.
In the political theories, ownership of banks enables the government to fi-
nance the inefficient but politically desirable projects. In both theories, the
government finances projects that would not get privately financed. In the
development theories, these projects are socially desirable. In the political
theories, they are not.

Using data on government ownership of banks from 92 countries around the
world, we address four related questions. First, how significant is government
ownership of banks in different countries? Second, what types of countries have
more government ownership of banks? Third, does government ownership of
banks promote subsequent financial development? Fourth, does government
ownership of banks promote subsequent economic growth and, relatedly, how
does it effect factor accumulation, savings, and growth of productivity?

Both the development and the political view imply that government own-
ership of banks should be more prevalent in poorer countries, countries with
less developed financial markets, and more generally, countries with less well-
functioning institutions. The development theories also imply that, other things
equal, government ownership of banks should benefit subsequent financial and
economic development, factor accumulation, and especially productivity growth.
The political theories, in contrast, imply that, other things equal, government
ownership of banks should displace (crowd out) the financing of private firms.
Moreover, while government financing through its banks can encourage sav-
ings and capital accumulation, the projects the government finances are likely
to be inefficient and have an adverse effect on productivity growth. By looking
at financial development and productivity growth, we can thus attempt to dis-
tinguish the two theories of government ownership of banks.

Although our results support some elements of the development view, they
are overall more favorable to the political view. We show, first, that govern-
ment ownership of banks was and still is common around the world: In an
average country, 59 percent of the equity of the 10 largest banks was owned
by the government in 1970, and 42 percent was still state owned in 1995.
Such ownership is especially common in poor countries, as well as in coun-
tries with poorly protected property rights, heavy government intervention
in the economy, and underdeveloped financial systems. The latter findings
are consistent with Gerschenkron’s (1962) idea of where governments are
likely to own banks. However, our results on the effects of government own-
ership of banks in 1970 on subsequent financial and economic development
do not support Gerschenkron’s optimism. We find that higher government
ownership of banks is associated with slower subsequent development of the
financial system, lower economic growth, and, in particular, lower growth of
productivity. These results, and particularly the finding of low productivity
growth in countries with high government ownership of banks, are broadly
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supportive of the political view on the effects of government interference in
markets.

This research is related to the recent literature of financial development
and economic growth. King and Levine (1993), Levine and Zervos (1998),
Rajan and Zingales (1998), Levine (1999, 2000), Beck, Levine, Loayza (2000),
Wurgler (2000), and Cetorelli and Gambera (2001) examine the relationship
between financial structure and economic growth. Young (1995) shows that
in several East Asian countries, growth has taken the form of factor accu-
mulation rather than productivity growth. Since the allocation of financial
resources in East Asian economies is heavily politicized, our results suggest
that the problems that have undermined productivity growth in East Asia
may be pervasive when the government controls the flow of capital.

Two recent papers consider government ownership of banks. Sapienza (1999)
finds that Italian state-owned banks pursue political objectives in their lend-
ing policies, consistent with the political view. Barth, Caprio, and Levine
(1999) present a comprehensive database on government regulation of banks
around the world. As with our paper, they find that government ownership
of banks is higher in countries with less developed financial systems. This
result is consistent with both the political and the development views.

The remainder of the paper is organized as follows. Sections I through IV
deal with the four questions raised above: the pervasiveness of government
ownership of banks, the characteristics of countries that have it, its effect on
financial development, and its effect on the growth of output, factor accu-
mulation, and growth of productivity. Section V concludes.

I. How Common Is Government Ownership of Banks?
A. Variable Definitions

All the variables used in this paper are summarized in the Appendix. We
describe them as they come up in the analysis.

To begin, we analyze recent government ownership of large banks in 92 coun-
tries. We use Polk’s World Banking Profiles (1997) and the Thomson Bank
Directory (1996) to determine the number of countries with sufficient data on
banks. For each country in the sample, we identify the 10 largest commercial
or development banks (in terms of assets) that lend money to firms, regardless
of their ownership structure and of whether or not they take deposits. We in-
clude development banks because their function is precisely to finance long-
term development projects where private finance may fail (Myrdal (1968)), and
hence they constitute one prominent form of government entry into bank lend-
ing. Below we discuss the role of such banks at some length. We do not include
Central Banks, Postal Banks (which generally do not lend money to firms and
are described as nonbanking institutions), investment banks, other special-
ized financial intermediaries (trust companies, home loan banks) or world-
wide development banks such as the World Bank. If a country has fewer than
10 banks in Polk and Thomson, we add information where we can from Europa
Yearbook (1995), Bankers’Almanac (1977), and Euromoney Bank Register (1996).
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Government Ownership of Banks 269

We identify ownership structures of banks in this sample using company re-
ports as well as national and international sources. Identifying state versus
private ownership is usually straightforward, but there are a few judgment calls.
First, we classify ownership by foreign governments as private rather than state
ownership. This reduces estimates of state ownership, but makes analytical
sense since foreign governments are less likely to support money-losing firms
abroad. Second, we keep subsidiaries of foreign banks in the sample as long as
they make loans and extend credit locally. Third, some development banks in
the sample are regional, and owned by the governments of several countries.
Some of these banks also have private owners, as well as ownership by multi-
lateral agencies such as the World Bank. We take the equity ownership in a
regional bank by a country’s government as the estimate of the proportion of
the bank’s assets that are in that country. These steps give us estimates of gov-
ernment ownership of the 10 largest banks in each country.!

Using these data, we compute government ownership of banks in 1995,
GBY95, taking account of the possibility of governments owning shares in
holding or other companies, which in turn, own shares in sample banks. For
each of the 10 largest commercial and development banks in a country, we
first calculate the percentage of government ownership by multiplying the
share of each shareholder in that bank by the share the government owns in
that shareholder, and then summing the resulting shares:

J
GB95;, = 2 sjiSgj, (1)
j=1

where £ = 1...92 indexes the countries in our sample, I = 1...10 indexes
the 10 largest banks in a country, j = 1...J indexes shareholders of a given
bank, GB95;; stands for the government’s share in bank I in country &, s
is the share of bank I owned by shareholder j, and s,; is the share of
equity the government owns in j (s,; = 0 if j is a private individual). For
example, the government of Korea owns 47.9 percent of the shares in Bank
of Korea, which in turn owns 100 percent of Korea Exchange Bank. For
this bank, j = 1, s;; = 1.00 and s,; = 0.48.

Government ownership of banks GB95 for country % is computed by mul-
tiplying GB95,,, of every sampled bank I by its total assets a;;, summing the
resulting numbers and dividing the sum by total assets of the top 10 banks:

10
2 G395ikaik

GB95, = ————. @)

Z Qip,
i=1

! In all but nine countries in the sample (Colombia, Hong Kong, Indonesia, Japan, Malaysia,
Paraguay, Peru, South Africa, and the United States), our top 10 banks represent more than
75 percent of the total claims on the private sector. In only the United States and Hong Kong
do they represent less than 50 percent.
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Thus, GB95 captures the share of the assets of the top 10 banks in a given
country that is “owned” as opposed to “controlled” by the government.

The variable GB95 does not take into account the possibility that the ex-
tent of government control of a bank, particularly when the government is a
large shareholder, may exceed its equity ownership. The next three vari-
ables classify banks as “government-owned” when the government’s equity
ownership exceeds certain thresholds.

To construct GC20, we start with government ownership measures for
each of the 10 largest banks. We then classify a bank as government-owned
if GB95,;,, > 0.2 and the government is the largest known shareholder or if
GBY95,;, > 0.5 (in case we do not know the percentage ownership by other
shareholders). Using this definition, GC20 is the sum of assets of all
government-owned banks (among the 10 largest) divided by the total assets
of 10 largest banks in the country. This approach is in line with our earlier
work which suggests that 20 percent ownership is typically sufficient for
control (La Porta, Lopez-de-Silanes, and Shleifer (1999)). Similarly, we con-
struct GC50 as a ratio of the assets of the banks in which the government
holds over 50 percent of equity to the total assets of the 10 largest banks,
and GC90 as a corresponding measure for banks where government equity
ownership exceeds 90 percent. These measures of government ownership of
banks are highly correlated with each other: The correlation between GB95
and GC20 is 0.95; the correlation between GB95 and GC50 is 0.97, and the
correlation between GB95 and GCI0 is 0.92.

Both GB95 and the control variables reflect government ownership of banks
at the end of the period for which we have data on growth. Since we are
interested in the effect of government ownership of banks on the subsequent
financial and economic development, we need an estimate of the percentage
of banking assets owned by the government at the beginning of the period
over which we compute growth. Our growth numbers are for the period 1960
to 1995, but we are not able to find good quality data on government own-
ership of banks circa 1960. However, with some effort, we are able to find
data on government ownership of banks around 1970. In our sample, six
countries experienced bank nationalizations during the 1960s (Algeria, Egypt,
India, Korea, Libya, and Tanzania). We reestimate the results presented
later in the paper without these six countries, as well as using growth num-
bers between 1970 and 1995 where possible. Our results are robust to these
alternative estimation strategies.

To construct GB70, we use Bankers’ Almanac (1972), Polk’s World Banking
Directory (1973) and Europa Yearbook (1971) to identify each country’s 10
largest commercial and development banks in 1970 for the 92 countries in
our sample.2 In general, to identify ownership structures, we follow the same
procedure to construct GB70 as that for GB95. Because the data for 1970 are

2 An earlier version of this paper presented data on ownership of banks in 1985. These
numbers are easier to find the sources for, and yield similar results to those for 1970. The
correlation between these two indices is 0.90. In general, government ownership of banks was
higher in 1970 than in 1985.
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Government Ownership of Banks 271

more limited than those for 1995, we rely to a greater extent on country
sources.? When the exact ownership numbers are unavailable for some banks,
we proceed as follows. First, for 10 countries in the sample, it is not possible
to get ownership information for each bank, so we rely on aggregate mea-
sures from country sources that provided us with a percentage of the total
banking assets that were in the hands of the state.4 Second, for an addi-
tional 15 banks in the rest of the sample, we know that government was a
shareholder at the time but we do not have the exact share ownership. When
we know that the government was a shareholder, but another party was the
controlling shareholder, we assigned 0 percent of assets to government own-
ership (seven cases). For government controlled banks (the remaining eight
cases), we assign 100 percent of assets to the government. (Alternative as-
sumptions make virtually no difference.) Finally, for 10 countries, some of
the information is not available or its quality is very poor for the year of
1970. For these countries, we gather information for the year closest to 1970.
With two exceptions, we stay within four years of 19705 The correlation
between GB95 and GB70 is 0.77.

B. Findings

Table I presents our basic findings on the extent of government ownership
of banks. We divide countries into groups by the origin of their commercial
laws (common law, French civil law, German civil law, Scandinavian law,
and socialist law). Our previous research shows that the nature of both fi-
nancial markets and government involvement in economic life differs signif-
icantly across legal origins. In particular, civil law countries, and especially
French civil law countries, tend to intervene in economic activity to a greater
extent than do common law countries (La Porta et al. (1997, 1998, 1999,
2000)). The table presents both means and medians by legal origin, although
the discussion below focuses on the means.

Government ownership of banks is large and pervasive around the world.
Even looking at the 1995 data, after bank privatization had been completed
in many countries, the world mean of government ownership is 41.6 percent
(median 33.4 percent), and a somewhat lower 38.5 percent (median 30 per-
cent) if we exclude the former socialist countries. The corresponding number
for 1970 ownership is an even higher 58.9 percent (median 57.1 percent),

3 These data sources are described in an Appendix available from the authors.

4 These countries are: Dominican Republic, Kenya, Oman, Panama, Paraguay, Saudi Arabia,
Sri Lanka, Trinidad and Tobago, United Arab Emirates, and Zimbabwe.

5 The specific countries and year of information are as follows: Bahrain (ownership and
assets are for 1974), Kenya (ownership and assets are for 1973), Qatar (ownership and assets
are for 1974), South Korea (ownership and assets are for 1972), United Arab Emirates (own-
ership and assets are for 1975), El Salvador (ownership for 1967 and assets for 1970), Guate-
mala (ownership for 1963 and assets for 1970), Iran (ownership for 1974 and assets for 1970),
Kuwait (ownership for 1974 and assets for 1970), Lebanon (ownership for 1974 and assets for
1970). For these countries, we know that there were no major privatizations or nationalizations
between the year of the ownership data and 1970.

This content downloaded from
149.10.125.20 on Fri, 28 Jan 2022 18:09:12 UTC
All use subject to https://about.jstor.org/terms



272 The Journal of Finance

Table I

The Prevalence of Government Ownership of Banks
Panel A shows the data of government ownership of banks for all the 92 countries in the sam-
ple. The countries are classified according to the legal origin of their commercial laws. Panel B
shows the results of tests of means across legal origins. Panel C shows the results of tests of
medians across legal origins. Variable definitions are in the Appendix.

Share of the Assets of the Top 10 Banks Owned or
Controlled by the Government

Country GB95 GB70 GC20 GC50 GC90

Panel A: Data by Country and Legal Origin

Australia 12.33 20.89 20.99 20.99 3.54
Bahrain 7.34 6.67 3.40 3.40 3.40
Bangladesh 95.00 100.00 100.00 100.00 89.79
Canada 0.00 10.95 0.00 0.00 0.00
Cyprus 0.00 0.00 0.00 0.00 0.00
Hong Kong 0.00 0.00 0.00 0.00 0.00
India 84.94 100.00 100.00 94.61 59.61
Ireland 4.48 3.78 4.50 4.50 4.50
Israel 64.64 67.56 79.81 82.25 0.00
Kenya 29.94 45.09 48.74 22.30 8.57
Malaysia 9.93 20.00 9.93 9.93 9.93
New Zealand 0.00 33.47 0.00 0.00 0.00
Nigeria 9.91 57.53 13.05 7.82 7.82
Pakistan 85.96 73.49 97.75 80.10 80.10
Saudi Arabia 29.10 37.59 43.30 22.14 22.14
Singapore 13.53 12.85 34.35 4.92 0.00
South Africa 0.00 0.00 0.00 0.00 0.00
Sri Lanka 71.39 100.00 76.29 68.64 68.64
Tanzania 94.95 100.00 95.22 95.23 93.94
Thailand 17.09 24.07 21.78 21.78 0.00
Trinidad and Tobago 1.54 3.57 1.54 1.54 1.54
United Arab Emirates 41.93 45.86 37.08 59.11 9.81
United Kingdom 0.00 0.00 0.00 0.00 0.00
United States 0.00 0.00 0.00 0.00 0.00
Zimbabwe 30.04 0.00 49.69 29.75 7.05
English origin average 28.16 34.53 33.50 29.16 18.82
English origin median 12.33 20.89 20.99 9.93 3.54
Afghanistan 100.00 100.00 100.00 100.00 100.00
Algeria 99.96 100.00 99.96 99.96 99.96
Argentina 60.50 71.94 60.50 60.50 60.50
Belgium 27.59 39.87 22.29 22.29 16.64
Bolivia 18.48 53.14 17.70 17.70 17.70
Brazil 31.70 70.80 56.89 23.22 14.23
Chile 19.72 91.49 19.72 19.73 19.73
Colombia 53.92 57.67 52.47 52.47 52.47
Costa Rica 90.92 100.00 90.92 90.92 90.92
Cote d’Ivoire 20.60 54.90 20.46 15.96 13.56
Dominican Republic 38.93 70.08 38.93 38.93 38.93
Ecuador 40.61 100.00 40.61 40.61 40.61
El Salvador 26.43 100.00 39.03 39.03 13.90
Egypt 88.62 53.08 96.02 86.32 80.87
France 17.26 74.37 26.18 22.42 491
Greece 77.82 92.69 85.47 84.09 68.65
Guatemala 22.20 32.10 22.20 22.19 22.19
Honduras 29.90 49.20 29.90 29.90 29.90
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Table I—Continued
Share of the Assets of the Top 10 Banks Owned or
Controlled by the Government
Country GB95 GB70 GC20 GC50 GC90
Panel A: Data by Country and Legal Origin (continued)

Indonesia 42.90 74.89 42.90 42.90 42.90
Iran 100.00 89.36 100.00 100.00 100.00
Iraq 93.77 100.00 93.77 93.77 93.77
Italy 35.95 75.69 27.81 27.81 16.61
Jordan 26.03 28.08 28.96 28.96 21.61
Kuwait 32.84 35.99 46.19 31.67 18.43
Lebanon 7.18 15.31 7.40 7.40 7.40
Lybia 95.12 100.00 100.00 100.00 73.11
Mexico 35.62 82.66 35.62 35.62 35.62
Morocco 37.90 59.11 50.89 42.23 24.03
Netherlands 9.20 7.80 10.30 10.30 6.67
Nicaragua 63.36 90.44 63.36 63.36 63.36
Oman 25.84 4.50 27.27 27.27 24.16
Panama 17.08 17.93 17.08 17.08 17.08
Paraguay 48.02 55.00 48.02 48.02 48.02
Peru 26.46 87.38 23.87 23.87 23.87
Philippines 27.23 52.18 34.41 34.42 17.69
Portugal 25.66 100.00 23.73 23.73 23.73
Qatar 33.74 46.53 58.87 8.61 8.61
Senegal 27.98 49.43 36.68 21.86 19.73
Spain 1.98 32.64 6.83 0.00 0.00
Syria 100.00 100.00 100.00 100.00 100.00
Tunisia 37.42 52.92 82.12 36.67 2.54
Turkey 56.46 81.84 55.90 55.90 55.90
Uruguay 68.79 42.29 68.79 68.79 68.79
Venezuela 57.98 82.88 63.36 53.41 53.41
French origin average 45.45 65.37 49.40 44.77 39.83
French origin median 35.79 70.44 41.76 36.15 24.09
Austria 50.36 70.80 70.17 70.17 0.00
Germany 36.36 51.90 37.47 37.47 29.86
Japan 0.00 6.90 0.00 0.00 0.00
South Korea 25.41 56.64 41.56 21.64 13.16
Switzerland 13.35 24.85 14.92 14.92 10.37
Taiwan 76.51 50.43 100.00 100.00 47.84
German origin average 33.67 43.59 44.02 40.70 16.87
German origin median 30.89 51.17 39.51 29.56 11.76
Denmark 8.87 9.80 10.60 8.87 8.87
Finland 30.65 32.06 30.65 30.65 30.65
Iceland 71.34 100.00 71.34 71.34 71.33
Norway 43.68 54.55 87.14 62.43 7.86
Sweden 23.20 20.78 29.61 29.61 12.07
Scandinavian origin average 35.54 43.44 45.87 40.58 26.16
Scandinavian origin median 30.65 32.06 30.65 30.65 12.07
Bulgaria 85.68 100.00 92.31 92.31 72.61
China 99.45 100.00 100.00 99.07 99.07
Croatia 1.04 100.00 1.29 0.00 0.00
Czech Republic 52.00 100.00 75.44 50.45 9.58
Hungary 36.56 100.00 82.50 14.64 0.03
Kazakhstan 56.13 100.00 80.72 44.76 44.76
Poland 84.29 100.00 94.16 83.19 76.13
Romania 62.68 100.00 87.77 87.77 24.61
Russia 32.98 100.00 49.90 49.90 13.18
continued
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Table I—Continued

Share of the Assets of the Top 10 Banks Owned or
Controlled by the Government

Country GB95 GB70 GC20 GC50 GC90

Panel A: Data by Country and Legal Origin (continued)

Slovakia 73.93 100.00 89.57 82.77 57.52
Slovenia 57.29 100.00 57.29 57.29 57.29
Vietnam 99.06 100.00 99.06 99.06 99.06
Socialist origin average 61.76 100.00 75.83 63.43 46.15
Socialist origin median 59.99 100.00 85.14 70.03 51.03
Average with socialist 41.57 58.89 47.98 42.47 32.71
Average without socialist 38.54 52.72 42.28 33.04 19.73
Median with socialist 33.36 57.09 42.23 33.04 19.73
Median without socialist 29.99 53.00 37.28 29.68 18.07

Panel B: Test of Means (¢-statistics)

English vs. French —2.25P -3.912 —1.96¢ —1.94¢ -2.70*
English vs. German -0.37 —0.58 -0.62 -0.70 0.14
English vs. Scandinavian —0.46 —-0.50 —0.69 -0.67 —0.49
English vs. Socialist —2.95% —8.982 —3.482 -2.782 —-2.36"
French vs. German 0.94 1.80¢ 0.41 0.30 1.76¢
French vs. Scandinavian 0.74 1.16 0.25 0.30 0.95
French vs. Socialist -1.73¢ -8.122 -2.792 —1.88¢ -0.60
German vs. Scandinavian -0.12 0.01 -0.09 -0.01 -0.67
German vs. Socialist -1.97¢ —5.922 —2.05¢ -1.32 —1.83¢
Scandinavian vs. Socialist —-1.77¢ —3.54P -1.93°¢ -1.38 -1.10

Panel C: Test of Medians (z-statistics)

English vs. French -2.90° —3.467 —2.42P —2.847 -3.92°
English vs. German —0.73 -1.11 —0.68 -0.91 —0.67
English vs. Scandinavian —1.09 -0.76 -0.92 -1.79¢ —1.79°¢
English vs. Socialist -2.707 —4.272 —2.832 —2.43" —2.47°
French vs. German 0.99 1.78° 0.24 0.58 2.03%
French vs. Scandinavian 0.60 1.41 0.20 0.07 1.09
French vs. Socialist —1.78°¢ —-4.31° —2.42° -1.63 -0.35
German vs. Scandinavian 0.00 0.18 0.00 -0.18 -0.55
German vs. Socialist -1.97¢ —-4.01* —-1.73¢ —1.08 -1.69¢
Scandinavian vs. Socialist —-1.79¢ —3.40° —2.11° 1.37 1.05

aSignificant at 1 percent level; Psignificant at 5 percent level; °significant at 10 percent level.

and 52.7 percent (median 53 percent) if we exclude the former socialist coun-
tries. The comparison of 1995 and 1970 numbers suggests that privatization
sharply reduced but far from eliminated government ownership of banks.
Our adjustments for government control relative to cash flow ownership
also increase the world average compared to GB95. Using GC20 to measure
government control, the world average share of banking assets controlled by
the government is 48 percent (42.2 percent without former socialist coun-
tries). As we illustrate below, these magnitudes are considerably higher than
the measures of government participation in more general economic activity
such as production or investment. These findings establish our first propo-
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sition: Government ownership of banks remains very large, even after the
wave of privatizations in the 1980s.

It is also pervasive across continents and legal origins of commercial laws.
Outside of the few rich common law countries and Japan (at the time we
took the measurement), governments nearly everywhere own a respectable
share of bank equity. The common law average GB95 is 28.2 percent (medi-
an 12.3 percent), and statistically significantly lower than the French civil
law origin average of 45.5 percent (median 35.8 percent). The corresponding
means for 1970 are 34.5 percent and 65.4 percent. As is often the case in
these comparisons of financial structures, the German and the Scandina-
vian averages are between the English and French ones, and close to each
other. The former socialist countries still have the highest average share of
equity of the largest banks owned by the government (61.8 percent), al-
though this share is down sharply from 100 percent in 1970. The corrections
for government control change these numbers somewhat, but do not alter
the picture of high and pervasive government ownership of banks, occurring
nearly everywhere, but especially in French civil law and socialist law
countries.

Table II examines the importance of development banks in our sample. An
argument has been made that because development banks are so important
in some countries, our results are driven by them alone. The first column
shows, by legal origin, how much of the ownership of the top 10 banks is
accounted for by government ownership of development banks. On average,
about 5.3 percent out of 41.6 percent overall level of government ownership
is accounted for by development banks. Development banks are particularly
prevalent in French legal origin countries (largely in Latin America), and
utterly uncommon in German, Scandinavian, and socialist origin countries.

The second column of Table II reproduces the averages of GB95 from Table I,
and the third column shows how these averages change when we take de-
velopment banks out of the sample (i.e., both the numerator and the denom-
inator in the definition of GB95). The corrected variable, government ownership
of commercial banks or GBCOM95, has a worldwide average of 38.3 percent
(compared to 41.6 percent for GB95). The difference between French and
English origins remains large, but no longer statistically significant. The
last two columns of Table II show that the development bank correction does
not change our conclusions for GB70 either.

Conceptually, we believe it is appropriate to include development banks in
the sample, since in some countries these are precisely the banks allegedly
addressing the Gerschenkron-Myrdal development problems. We therefore
keep these banks in the results we present. For completeness, we have re-
done every regression excluding them. The statistical significance of some
results falls, but the important results presented below remain statistically
significant.

The results on the differences in government ownership of banks among
legal origins are in principle consistent with both the development and the
political view. Earlier research (La Porta et al. (1997, 1998)) shows that
countries with French legal origin laws have less investor protection and
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less developed private financial markets than do common law countries,
which on the development view would increase the demand for government
provision of finance. Other research (La Porta et al. (1999)) shows that French
legal origin countries generally intervene more in economic life. Consistent
with the political view, government ownership of banks may then reflect the
greater politicization of economic activity in French legal origin (and social-
ist) countries than in common law countries. In the subsequent sections, we
present further evidence that attempts to distinguish the two theories. Im-
portantly, all the results presented below have been rerun excluding social-
ist countries, and the conclusions we draw do not depend on them.

II. Which Countries Have High Government
Ownership of Banks?

In this section, we ask which characteristics of countries predict high gov-
ernment ownership of banks. In Table III, we first consider the correlations
between various country characteristics and GB95. In general, we try to find
the earliest available measures of country characteristics, but most data are
still from the 1990s, and hence, we cannot really say what “causes” high
government ownership of banks. In addition, because poorer countries gen-
erally have higher GB95, Table III also presents the coefficients from the
regression of GB95 on the country characteristic in question, a constant, and
the log of 1960 per capita GDP. These results crudely correct for the differ-
ences in initial conditions.

We begin the analysis with the 1960 level of per capita income simply to
point out that poorer countries indeed have more government ownership of
banks. We then examine a number of indicators of the quality of govern-
ment, some of which we have studied in an earlier paper (La Porta et al.
(1999)). These include measures of government intervention in economic life
(such as regulation, price controls, black market premium, political rights,
and government spending), measures of the efficiency of government (such
as tax compliance, corruption, and bureaucratic quality), measures of the
security of property rights, rule of law, and investor protection, measures of
the importance of state-owned firms in the overall economy as opposed to
just in banking, measures of initial levels of financial development, and,
finally, measures of the incidence of political and financial crises in the
economy.

Panel A of Table III establishes that GB95 is higher in countries that were
poorer in 1960. Panel B shows that countries with more interventionist gov-
ernments also have higher GB95. Heavier regulation, higher frequency of
price controls, heavier banking regulation, and higher black market ex-
change rate premiums are all associated with greater government owner-
ship of banks, even controlling for initial per capita income. Both the
correlations and the regression coefficients are statistically significant. At
the same time, there is no relationship between GB95 and the size of gov-
ernment, as measured by government consumption or government transfers
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Table IT1
Which Countries Have More Government
Ownership of Commercial Banks?

The first column of numbers shows the correlation between each variable and the extent of
government ownership of commercial banks in 1995 (GB95). The second column shows coeffi-
cients and their significance resulting from ordinary least squares regressions on the cross
section of countries. The regression we run is GB95 = a + Bx + ¢GDP per capita in 1960, where
x represents the independent variable. The independent variables are classified into seven
different panels: (a) initial level of development; (b) government intervention; (c)government
efficiency; (d) property rights; (e) state owned enterprises; (f) initial level of financial develop-
ment; and (g) crisis and instability. Robust standard errors are shown in parentheses. Variable
definitions are in the Appendix.

Dependent Variable: GB95

Raw Regression Number of
Independent Variables Correlations Coefficients Observations

Panel A: Initial Level of Development

Log of GDP per capita in 1960 —0.35602 —0.11332 (0.0302) 91

Panel B: Government Intervention

Business regulation index -0.4511* —0.13012 (0.0375) 87
Frequency of price controls index -0.5088* —0.0572? (0.0162) 74
Government intervention in the banking sector —0.51512 —0.15572 (0.0274) 87
Black market premium 1980s 0.52362 0.29272 (0.0837) 75
Government consumption/GDP 0.1019 —0.2497 (1.2331) 87
Transfers and subsidies/GDP —0.0563 1.1326° (0.5274) 70
Political rights index —0.3398¢ —0.0335¢ (0.0171) 90
Democracy score —0.3569° —0.0182P (0.0087) 90

Panel C: Government Efficiency

Tax compliance —-0.50482 —0.12122 (0.0352) 47
Bureaucratic quality index —0.44952 —0.0450° (0.0139) 85
Corruption index —0.3004° —0.0182 (0.0176) 85

Panel D: Property Rights

Property rights index —0.53432 —0.14162 (0.0300) 89
Rule of law index —0.3202° —0.0352 (0.0261) 85
Government repudiation of contracts index —0.4386% —0.05872 (0.0180) 85
Antidirector rights index —0.2663 —0.0499¢ (0.0257) 49
Creditors rights index —0.1141 —0.0086 (0.0257) 47

Panel E: State Owned Enterprises

SOEs in the economy index —0.46322 —0.05592 (0.0122) 76
SOE output/GDP 0.3511 0.82892 (0.2740) 49
SOE investment/gross domestic investment 0.5489* 1.16962 (0.2220) 55
Public sector employment/total employment 0.2548 1.0363¢ (0.6080) 40

Panel F: Initial Level of Financial Development

Private credit/GDP in 1960 —0.2299 —0.1634 (0.1535) 88
Liquid liabilities/ GDP in 1960 -0.2325 —0.1651¢ (0.1177) 87
Commercial bank assets/total bank assets in 1960 -0.2699 -0.2172 (0.1727) 89
Stock market capitalization/GDP in 1976 —0.3298 —0.3091" (0.1485) 82
continued

This content downloaded from
149.10.125.20 on Fri, 28 Jan 2022 18:09:12 UTC
All use subject to https://about.jstor.org/terms



Government Ownership of Banks 279

Table III—Continued

Dependent variable: GB95

Raw Regression Number of
Independent Variables Correlations Coefficients Observations

Panel G: Crisis and Instability

Log of inflation 0.2246 0.4656° (0.2720) 68
Major government crises —0.1198 —0.0531 (0.0496) 75
Number of coups d’etat 0.0665 —0.0061 (0.2881) 75
Banking crisis dummy 0.0584 —0.0441 (0.0629) 91
Bank assets affected by crises 0.2031 0.2216 (0.1400) 69
Bank nationalizations in crisis dummy —0.0437 —0.0602 (0.0976) 63
Bank liquidations during crisis dummy —0.0801 —0.1299 (0.0988) 62

aSignificant at 1 percent level; Psignificant at 5 percent level; °significant at 10 percent level.

and subsidies relative to GDP. This may be partly due to the fact that gov-
ernment spending is high in developed market economies, which generally
have both big and good government (La Porta et al. (1999)).

Panel B also shows that government ownership of banks is lower in coun-
tries that have wider political rights or are more democratic. This result
actually helps distinguish the political from the development view. If gov-
ernment ownership of banks served social goals, we would expect that gov-
ernments subject to greater public pressure, (i.e., the more democratic
governments) would have higher ownership, other things being equal. To the
extent that per capita income controls for the “need” for such ownership in
the development view, the evidence contradicts this view. In contrast, it sup-
ports a key prediction of the political story, namely that governments are
less able to use the banks they own to redistribute wealth to political sup-
porters when they are subject to greater oversight by the electorate. As a
consequence, they have less interest in owning such banks. Djankov et al.
(2002) make a similar argument in the context of government regulation of
entry by new firms, which is lighter in more democratic countries.

Panel C considers government efficiency, which is related to intervention-
ism but is not necessarily the same thing. Countries with less efficient gov-
ernments have greater government ownership of banks. Higher tax compliance,
higher bureaucratic quality, and lower corruption are all associated with lower
government ownership of banks. The corruption index is not statistically sig-
nificant in a regression controlling for income, but other variables are.

Panel D focuses on the security of property rights. The property rights
index, rule of law, and the likelihood of government repudiation of contracts
all show that countries with greater security of property rights have lower
GBY95. This result is consistent not only with Gerschenkron’s (1962) views,
but also with the prediction of the political story that government ownership
will be higher when the government gets a greater bang for the buck from
its control of finance (Shleifer and Vishny (1994)). There is no significant
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correlation between GB95 and the La Porta et al. (1998) measures of legal
protection of either shareholders or creditors.

Panel E examines the relationship between government ownership of banks
and measures of the importance of state-owned enterprises (SOEs) in the
economy, including an index of their prevalence as well as measures of rel-
ative output, investment, and employment of SOEs. Not surprisingly, coun-
tries with greater roles of SOEs in the economy also have higher government
ownership of banks, although GB95 is on average higher than the measures
of the relative size of the SOEs in the economy. These numbers are not,
however, directly comparable, since we do not consider the smaller banks,
where government ownership may be lower.

Panel F examines the relationship between GB95 and measures of initial
financial development. We use measures of banking development from Beck
et al. (2000), who propose three variables: credit by financial intermediaries
to the private sector relative to GDP, liquid liabilities of the financial system
relative to GDP, and a ratio of commercial bank domestic assets to commer-
cial plus central bank domestic assets. Theoretically, the first variable is the
most suitable for our purposes, since, unlike the other two, it measures pri-
vate as opposed to overall financial development. The data show negative
correlations between these measures of financial development and GB95,
though the results are insignificant.® In addition, we use the ratio of stock
market capitalization to GDP around 1976 as a measure of initial financial
development. Although the raw correlation with GB95 is insignificant, the
regression coefficient indicates that countries with more developed stock
markets in the 1970s have lower government ownership of banks in 1995.

Finally, in Panel G we examine the question of whether government own-
ership of banks is associated with economic and political instability, as mea-
sured by inflation, the incidence of political crises and coups, as well as the
incidence and depth of banking crises. The data on banking crises pertain to
the period 1970 to 1990. Here causality is a particularly thorny issue, since
government ownership may be a cause of instability because of politicized lend-
ing, but may also be a response to instability through nationalizations. Iron-
ically, except for some evidence that countries with higher inflation have higher
GB95, the association between GB95 and the available measures of instabil-
ity is weak. This may be because of the timing problems in the data. Alterna-
tively, such factors as the general interventionist stance of the government, its
efficiency, and the security of property rights may be more important corre-
lates of government bank ownership than are the assorted crises.”

The evidence in this section is generally consistent with both the devel-
opment and the political views of government ownership of banks. Countries

6 Starting in 1970, we have further measures of financial development: the ratio of quasi-
liquid liabilities to GDP, the ratio of domestic credit by the banking sector to GDP, and the ratio
of claims on the private sector to GDP. The results for two out of these three variables, con-
trolling for 1970 per capita GDP, are statistically significant.

7 We have redone this analysis using GB70 rather than GB95. The results are similar both
in terms of the coefficients and in terms of the patterns of statistical significance.
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with higher GB95 are more backward and more statist: They are poorer and
have more interventionist and inefficient governments and less secure prop-
erty rights. Countries with less developed financial systems also seem to
have higher government ownership of banks. At the same time, consistent
with the political but not the development view, less democratic countries
have higher government ownership of banks, holding per capita income
constant.

In the next two sections, we examine the consequences of government own-
ership of banks. Are interventionist and inefficient governments able to step
in and, through their ownership of banks, jump-start the financial system
and accelerate development consistent with the development view? Alterna-
tively, do such governments simply politicize resource allocation without much
benefit to growth consistent with the political view?

III. Does Government Ownership of Banks Speed
Up Financial Development?

Gerschenkron (1962) suggests that the government, by participating in
the financial sector, can encourage the subsequent development of lending
to the private sector. The government may help to develop the institutions of
lending such as standardized contracts or specialized courts, show by exam-
ple that long-term lending is possible and profitable, or simply subsidize
private banks. In contrast, in the political theory, government control of fi-
nance and the resulting politicization of resource allocation would, other
things being equal, slow down financial development.

In Table IV, we examine the effect of GB70 on the measures of future
financial development controlling both for initial per capita income and ini-
tial financial development. Because GB70 comes from the beginning of the
sample period, it is more natural, though still imperfect, to interpret this
evidence as causal. In assessing financial development, we are mostly in-
terested in access of private firms to finance, as this is the dimension that
Gerschenkron (1962) himself emphasized as a measure of success. We use
two approaches to this measurement, each having some advantages and some
problems. First, we consider the growth in Beck, Levine, and Loayza (2000)
measures of financial development between 1960 and 1995 introduced in
Panel F of Table III, extending their sample to cover 82 countries. Recall
that only the first of these three variables measures the lending to the pri-
vate sector specifically. In addition, we consider the growth of the ratio of
stock market capitalization to GDP. Second, we examine the efficiency of the
banking system at the end of the period. The three categories of efficiency
measures we look at are access of firms to credit, efficiency of the banking
sector, and financial stability. Again, these three variables are not con-
structed to pertain to private sector only.

Panel A of Table IV examines financial development between 1960 and
1995. First, the initial level of financial development is negatively correlated
with its own subsequent growth, possibly reflecting some convergence in
financial development. Second, government ownership of banks ceteris pa-

This content downloaded from
149.10.125.20 on Fri, 28 Jan 2022 18:09:12 UTC
All use subject to https://about.jstor.org/terms



The Journal of Finance

282

[L9] (6%2¢€°0) (38e€°0) (1T%0°0) (0391°0) dao
016T°0 q8LIL0 000T°0— G0EO'0—  =90€G°0—  /uonezieiides josIewW Y03s UL aZueyp)
[L¥] (210T°0) (¥950°0) (8%10°0) (1%80°0) dan
08820 <LTIE0 209L0°0— 48880°0— 14000 /uonyezi[ejided JoXIBUW Y90S JO YIMOLID)
[28] (g610°0) (8L10°0) (2%00°0) (8%00°0) S}osSE Jue( [210}
9G¥¥°0 q90%0°0 «T7240°0— >1%00°0 0800°0— /S19SSE JUE(] [EIIOUINWOD JO Y3mO1D)

[28] (9810°0) (L¥10°0) (8200°0) (6L00°0)
GL¥E 0 202S0°0— <0L¥0°0— G100°0— »8€10°0— dD/SPTIqeL] pPImbI[ JO YImoID
(28] (2930°0) (L810°0) (6%00°0) (L0T0°0)
11130 q8990°0— 28950°0— 90000—  =¥6€0°0— dap/peo eyeatad jo Ypmorn
quowido[eas(] [erouRUL] (Y [dUB]
[N] 1deoraquy dan sjessy yueq dan daD/HPaID 0961 ut 0LgD so[qeliep juspuada(]
=Y passnlpy /uorjezifeyde) [B10L /SoT[IET] ojealid [entu]  eydep) rad
Jo3 IR /sjessy yueg  pmbry [enruy dap 8oy
Moou-m Tenytuy HNMPBEEOO
[enuy

sa[qetiep juspuadapu]y

‘sosojuared UL UMOYS 048 SIOLIO PIEPUE)S }SNQOY "O[qR[IBAR ST UOTJBULIOJUT YoTYM 0 Poried Juedai jS0UW 8} J0 GEET 10 POINSEOW o4t So[qeLieA
quepuedep oy, "xrpueddy oY} Ul pUNOJ 9 UED SS[qELIBA [[E JO SUOHIUIIOP Y], "SSLIJUNOD JO UOISS SSOID oY) I0j SUOISSaISod soaenbs 3sesa] A1euIpi

juowdooAa(q [erPueur] pue sjyueq Jo dijsioum() JUSWUIIA0Y)
Al 219®L

This content downloaded from
149.10.125.20 on Fri, 28 Jan 2022 18:09:12 UTC
All use subject to https://about.jstor.org/terms



283

f Banks

p o

Government Ownersh

‘[oad] Jueoied (T 3B JuBOLIIUSIS, ‘[0ad] juedied G je JuBdIUSIS, ‘[ead] juedied T je JUBOYIUSIS,

[29] (09%€°0) (¥0%€°0) (86%0°0) (29L1°0)

98090 q886L°0 <T106°0 §780°0—  <60%S0— G66T Ul UoljEZI[e}ded Jo3IBW Y0033
fo] (099€°0) (32%0°0) (850%°0)

0LG3°0 F9%L0 68000 < TTFL0— G66T Ul uotjezifejides joXIBU J001S

jesjIEly [eyde) F [eued

[89] (0880°0) (L2%0°0) (9%10°0) (8920°0)

LEST0 0930°0 61.0°0— G600°0 «8611°0 uoyE[yul jo 507
[¥¢) (012T°1) (¥6L¥°0) ($991°0) (9035°0)

L8EV°0 8685°0 818¢°0 «33GL°0 9TFG T— SYUEQ JO SSOUPUNOG

AyieIsy] i [PUeq

[8¢] (5630°'33) (7697'%1) (ETTT'P) (1%23°L)

68910 9119'8— 266%9°L5— £0ST'H 2308533 peeads 83l 1s9103U]
(6] (9910°0) (L0T0°0) (9200°0) (L900°0) sjess®
9G81°0 $L80°0 $810°0— 31000— 383070 JUBq [303/53500 PEAYIOAO ueg

weysAg Suryjueg a13 Jo ASUSIOLIIH D [oued
[¥¢) (6109°0) ($1L5°0) (¥160°0) (6295°0)
018¥%°0 9610 BLLTO «3ST1S°0 qL8LG0— Ay[iqerese ugo|
(€] (189270 (131€°0) (9650°0) (6¥7L1°0) dan/suriy
15G€°0 2G%59°0 >8T19°0 1830°0—  -€918°0— 05-do3-uou jo SWIed — SWIE JeAlld

1IpaI)) 03 8900V g [oued

This content downloaded from
149.10.125.20 on Fri, 28 Jan 2022 18:09:12 UTC
All use subject to https://about.jstor.org/terms



284 The Journal of Finance

ribus reduces subsequent financial development. This effect is statistically
significant at the one percent level for the growth in the ratio of private
credit to GDP and for the change in the ratio of stock market capitalization
to GDP28 It is less significant or insignificant for the other measures. These
results are inconsistent with the development view of government owner-
ship of banks, but consistent with the political view.

In Panel B, access to credit is measured first as the share of private credit
that goes to firms outside the top 20 and second as a survey measure of
credit availability to firms. In both cases, higher GB70 is associated with
sharply lower measures of access of firms to credit at the end of the period.
These findings are particularly ironic in light of the development view that
government ownership broadens the access of firms to credit.

In Panel C, end-of-period efficiency of the banking sector is measured first
as a ratio of bank overhead costs to bank assets and second as the spread be-
tween the lending and the borrowing rate. On both measures, the efficiency of
the banking sector is sharply lower when GB70 is higher. In Panel D, we mea-
sure financial stability first as a survey measure of the soundness of banks in
1999, and second as inflation between 1970 and 1995. On all measures, a higher
GB70 is associated with greater subsequent financial instability. While one
can quibble with each of these individual measures, the evidence in this table
shows that financial systems of countries with higher initial government own-
ership of banks grow less fast, and are less efficient. This evidence does not
support the development theories of government banking.

IV. Does Government Ownership of Banks Speed
Up Economic Growth?

In the development view, government ownership of banks should encour-
age savings, capital accumulation, and productivity growth. The political
view does not have strong implications for savings and capital accumulation,
but holds that political resource allocation is likely to have detrimental ef-
fects on the growth of productivity.

Table V presents growth regressions, in which the dependent variable is
the growth in per capita income between 1960 and 1995. In the first regres-
sion, we include only the initial per capita income and GB70 as independent
variables. In subsequent regressions, we include additional controls. The
use of ownership data from the beginning of the sample, as well as the
inclusion of important controls that might be correlated with both GB70 and
subsequent growth, gives us a plausible though imperfect way of evaluating
the effect of government bank ownership on subsequent economic development.

To begin, the results confirm the “convergence” finding that initially poorer
countries grow faster (Barro (1991)). In addition, higher GB70 is associated

8 Because many countries do not have stock markets in the 1970s, we can only properly
define and use the growth rate of the ratio of stock market capitalization to GDP for 47 coun-
tries. However, we can use the change in this ratio rather than the growth rate for 67 countries.
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with statistically significantly slower economic growth. A parameter esti-
mate of around —0.024 suggests that, as government ownership of banks
rises by 10 percentage points, growth falls by 0.24 percent per annum—by
no means a small effect. Although this result requires a number of qualifi-
cations and robustness checks, taken up below, it does not support the de-
velopment view that government participation in finance promotes economic
development.

In the second regression, we control for average years of schooling, as is
standard in growth regressions. The coefficient on GB70 remains statisti-
cally significant. We then add alternatively the three measures of initial
financial development from Beck, Levine, and Loayza (2000), as well as the
initial ratio of stock market capitalization to GDP. For all four measures, the
initial level of financial development exerts a positive influence on future
growth, consistent with the work of Levine and his co-authors.? Yet holding
initial financial and economic development and schooling constant, GB70
continues to exert a large and statistically significant negative effect on
subsequent growth. The coefficient remains between —0.015 and —0.018.
Controlling for the traditional variables in the growth regressions, govern-
ment ownership of banks reduces subsequent economic growth.

One concern with these specifications is that GB70 may simply proxy for
some alternative measure of distortionary economic policies or poorly pro-
tected property rights. These policies, rather than government ownership of
banks per se, may retard economic growth (Knack and Keefer (1995)). After
all, we have already shown that government ownership of banks is more
prevalent in countries with interventionist and inefficient governments, as
well as poorly protected property rights. In Table VI, we include some of the
standard measures of government intervention, using the earliest data avail-
able so that we can interpret these variables as having a possible causal
effect on growth. Because in the political view some of these variables should
be correlated with GB70, their inclusion may spuriously reduce the estimate
below the true effect of GB70. In all these regressions, we include initial
private credit relative to GDP, initial economic development, and average
years of schooling, as well as a number of geographic controls to address the
possible omitted variable bias.

Measures of government distortions reduce and sometimes eliminate the
statistical significance of the effect of GB70 on subsequent growth, although
in part, this is due to the decrease in the number of observations. The co-
efficient falls to about —0.013 on average. Interestingly, the distortions we
measure do not themselves have statistically significant adverse effects on
future growth when included in the regression with GB70, which, among the
measures of government intervention, is the most significant variable.

Another possible concern is that smaller countries have near-monopoly
banking, and hence are more likely to have higher government ownership of

9 When we include the ratio of initial private credit to GDP and the ratio of initial stock
market capitalization to GDP in the same regression, the former, but not the latter, is statis-
tically significant. In this regression as well, GB70 negatively affects growth.
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banks. To address this concern, we reestimate the regressions in Tables IV
through VII using weighted least squares. We try as weights both the initial
population of each country and the initial adult population. Our results are
robust to this alternative estimation strategy.

Following Beck, Levine, and Loayza (2000), we next consider specific
channels through which government ownership of banks can influence eco-
nomic growth. Panel A of Table VII focuses on savings and capital accu-
mulation. Initial per capita income exerts a (statistically insignificant)
negative influence on capital accumulation, and a positive influence on
savings. Higher years of schooling are associated with higher capital accu-
mulation. Greater initial financial development is associated with faster
subsequent capital accumulation, consistent with Beck, Levine, and Loayza.
However, GB70 has no significant influence on either capital accumulation
or savings. The positive but insignificant effect of government ownership of
banks on savings provides mild support for the development view, al-
though we find no evidence of an effect on capital accumulation, which is
central to that view.

Panel B of Table VII focuses on the growth in productivity. Following Beck,
Levine, and Loayza (2000), we consider three measures of productivity growth
(see the Appendix for exact definitions). The first measure derives produc-
tivity growth as output growth adjusted for capital accumulation. The sec-
ond and third measures also adjust output growth estimates by the growth
of human capital. We have been able to expand the Beck, Levine, and Loayza
sample from 61 to 77 countries for their first two measures of productivity
growth, but not for the third one, since the data needed for the last produc-
tivity measure were not available for the extra countries.

The results on productivity growth are striking: GB70 exerts a negative
and, in most specifications, statistically significant effect on future produc-
tivity growth, even controlling for initial financial development and school-
ing. The coefficients in specifications with controls are around —0.01,
indicating that a 10 percentage point higher measure of government owner-
ship is associated with 0.1 percent per annum lower rate of productivity
growth. Productivity appears to be the place where government ownership
of banks negatively impacts growth.

This evidence is broadly consistent with the political view according to
which government ownership leads to misallocation of resources that are
detrimental to productivity growth and ultimately economic growth itself.
The evidence on resource misallocation is also consistent with Sapienza’s
(1999) findings for Italian banks, as well as with a large literature on state
firms. Finally, the data support Young’s (1995) interpretation of Asian growth.
The evidence is not, however, consistent with the development view of the
beneficial effects of government ownership of banks on productivity growth.10

10 In an earlier draft, we provided instrumental variable estimates of our growth of income,
capital, and productivity regressions using legal origins and the percent of the population in
various religions in 1900 as instruments (see La Porta et al. (1999)). The results corroborated
the OLS evidence, and the statistical tests accepted the instruments.
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Finally, it could be argued that the benefits of government ownership of
banks appear only in backward countries with poorly developed economic,
financial, and property rights regimes. By grouping all countries into a re-
gression, we may have failed to test this theory correctly. In Table VIII, we
reproduce some of our analyses by dividing the sample into the relatively
rich and relatively poor countries as of 1960, relatively financially developed
and relatively financially underdeveloped countries as of 1960, and coun-
tries with good and poor protection of property rights, for which an assess-
ment is only available for the 1990s. In all three instances, GB70 has a more
adverse effect on income growth in less developed countries, and in one case
(sorting on initial financial development), the difference is statistically sig-
nificant. Perhaps the richer countries can better get around the distortions
associated with heavy government involvement in the financial sphere, in
part because they have better access to foreign capital. In contrast, the more
backward countries cannot, and pay with a lower rate of growth of output
and productivity. In any case, these results do not support the development
thesis, according to which government ownership of banks should have a
more positive—as opposed to negative—effect on growth in the less devel-
oped countries.

V. Conclusion

In this paper, we investigate a neglected aspect of financial systems of
many countries around the world: government ownership of banks. The data
shed light on four issues. First, government ownership of banks is large and
pervasive around the world even in the 1990s. Second, such ownership is
larger in countries with low levels of per capita income, underdeveloped fi-
nancial systems, interventionist and inefficient governments, and poor pro-
tection of property rights. Third, government ownership of banks in 1970 is
associated with slower subsequent financial development. Finally, govern-
ment ownership of banks is associated with lower subsequent growth of per
capita income, and in particular with lower productivity growth rather than
slower factor accumulation. These negative associations are not weaker in
the less developed countries. Of course, as with most growth regressions,
these results are not conclusive evidence of causality.

Some aspects of the empirical story are consistent with the 1960s devel-
opment economics view that government ownership of banks may arise as
a response to institutional and financial underdevelopment. However, the
results are inconsistent with the optimistic assessment inherent in this
view of the beneficial consequences of such ownership for subsequent de-
velopment, advanced by Gerschenkron (1962), Myrdal (1968), and others.
In contrast, the results are consistent with the political view of govern-
ment ownership of firms, including banks, according to which such owner-
ship politicizes the resource allocation process and reduces efficiency.
Ultimately, and in line with the latter theories, government ownership of
banks is associated with slower financial and economic development, in-
cluding in poor countries.

This content downloaded from
149.10.125.20 on Fri, 28 Jan 2022 18:09:12 UTC
All use subject to https://about.jstor.org/terms



291

Government Ownership of Banks

‘[oAd] Juedaad T e JuedyTusis, {[9as] jusdiad G ye jurdLIIUSIS, ‘[oAs] jusoiad T je JUBDIUSIS,

[¥%] (32070 (¥100°0) (¥800°0) (9€00°0) (9800°0)
$LIG0 <9PTIT'0 «6€00°0 q18%0°0 «6810°0— 0800°0— uerpow < X9put sjysur £3redod Yyim SILITUNOY
[9g] (6€€0°0) (0£00°0) (#910°0) (L900°0) (#010°0)
L9270 <€3IT°0 4690070 299900 ©§830°0— q9920°0— uerpaw > xaput sjy3ur Aredord yiim SILIUNO)
SO66T U3 Jo xapu] s1y3y K11edorg £q pexuey seLIUNO)) :) [ouUBq
[1%] (61€0°0) (6100°0) (€0T0°0) (€500°0) (9010°0)
$553°0 46€80°0 6200°0 q6830°0 q3€10°0— 6800°0— ueIpew < (96T Ul Bjideds 1od JOH/IIPAId dJeALId YIImM SSLITUNOD
[17] (#810°0) (9100°0) (#890°0) (8€00°0) (L600°0)
£789°0 <IEIT°0 2LL00°0 6130°0— «7030°0— <G¥80°0— uerpow > (0961 Ul ejided 1od JOH/IPaId djeartd Yiim SALIIUNO))
quewdo[eAd(] [BIOUBULY] JO [9AeT] [BIIU] Aq payuey SeLIjuno)) :g [oued
[o7] (6220°0) (2100°0) (0%10°0) (8%00°0) (6200°0)
89€5°0 +83ET°0 408000 q6820°0 29020°0— 50%10°0— uepswl < (96T Ul ejides tod J@P S0 Yyim seLijuno)
[a7] (96%0°0) (9200°0) (TL10°0) (0800°0) (8€10°0)
LB6Z%0 q€LIT°0 q0L00°0 »6380°0 ©3€30°0— L0%0°0— uerpawl > 96T ul ejides 1od J(P S0 YIim saLryuno)
quewdo[eAd(] JTWOU0IH JO [0A9T [BIU] Aq payuey S9LIJUNO)) 1y [oUBd
[N] 3dediauy Surrooydg jo dan/ypeip 096T ®y1de) 0LgD §6-096T BHde) 1od JOD Jo 918y YImoIn
-4 v s1eax adeIoAy 9jeALl] [BUIUT JTad g@o So :9[qelIBA Juspusada(q

so[qertep juapuadapuy

-o[dures a1} I0J oNJEA UBRIPAW S} 9A0(E 9SOY) PUB UBIPSW 9] MO[eq SOEGT oY} Ul sjySit £310doxd yjim soLIpunod asoyj ut ojdures oy} sapIaIp
0 Pued "098T ul JaO jo uorprodoid e se 1paid ajealad Aq poInseow S UBIPOW S} SAOQE 9SO} PUB MO[9( juswdO[oASp [BIOUBULJ JO [9AJ] [BIIUL
YJIM SOLIJUNOO 9s0T[} Ul o[dures oy} SOPIAIP { [dUBJ "UBIPOW 9Y) 9A0QE 9SOYJ PUB UBIPOW dY3} MO[oq (94T Ul eyides 1od J(I¥) [EIIIUL YIIM SOLIJUNOD
9soyy ur o[duwes 9y} SIPIAIP Y [dUe ] "o[dUres 9y} UI SOLIJUNOD 8] JO SUOTIBIIIISSE[D JUSISHIp 03 Surpuodsariod sjoued 991y} sey d[qe} oY, 'V XIpuaddy
Ul PoqLIdSep ale sI[qeLIeA juapuadepul ayJ, ‘G66T—096T Polrad oYy Joj eitded xad JO¥) JO Y3Mmoi3 [enuUE d3eI9AB 9U} SI UMOUS SUOISSOLIAI [[B
ur o[qerrea jyuspusdep Y], "SITISLISJORIEYD AIJUN0d 0} SUIPIOIOR PIIJISSBID SALIJUNOD Jo sdnoxd JuaIafIp Jo (STTO) SUoissardel sorenbs 3sBo] AIRUIPIQ

sorIuno)) yjo sdnoix) £q yimoan
ITIA °19%L

This content downloaded from
149.10.125.20 on Fri, 28 Jan 2022 18:09:12 UTC
All use subject to https://about.jstor.org/terms



The Journal of Finance

292

<6

143

26

c6

<6

c6

c6

<6

'S90INOS SNOLIBA

U0 pPaseq SUOIJR[NI[ed SIOYINY 2047105 AI3unod UaAls e ul syueq (T doj oY) Jo s1osse [8103 pue dIysIaumo
JUeWUISA08 [}0q JO UOTJR[NO[ED 83 WOL} SYUER( JUsWIdO[oASp SOpN[oXs It Jetyy 3deoxe /gy St UoNIULJep swes
'$90IN0S SNOLIBA

UO PasB(q SUOIJR[NO[ES SIOYINY 994705 AIJunod UsALS e ul syueq O doj 9y Jo sjosse [810} pue dIysioumo
JUSWIWIOA0S [}0q JO UOIJRINO[ED dY] WOLJ SYUR( JUswdo[aAdp Sopn[oxa 11 jet) 1deoxe GEgH Sk UOIULep SWeS
'S92IN0S SNOLIBA UO PIse( SUOIB[NI[ed SIOYNY 294105 "gr) I0J PAUI[INo £30[0poyIouW Swes

oY} Surmo[[0] Paje[No[ed ST JUSWUIIA0S oY) £q PaUMO S)asse Jo aFejuediad sy, 'GEET Ul sYUeq juswdoeasp
9( 03 pejIodal PUE JUSTIUISA0S 9} Aq PouUMO A1unod usald e ul syueq 0T doj oY} JO S}asse 8y} JO 8IeYS

*S92IN0S SNOLIEA U0 PIse( SUONE[NI[ed SIOYINY 204108 "g¥) 10] Paul[Ino £30[0poyjaw swes 9y} Surmoroy
Pparenoren ST JUue( USALS € UT JUsWuIsr0d oY) £q paumo sjesse jo adejusotad oy, "diysioumo jusorad 0
9se9[ Je SUIARY JUSWUISA0S 9} SB pauljep SI [9ao] Jusdted (g oY} 18 dISISUMO JUIWIUISA0Y) "GEET UL [9AJ]
Jueoted (g 9 B JUSWUISA0S o) Aq PO[[0IIU00 A17unod UsalS B Ul syueq (T do} 83 JO $}9SSB 9} JO dIeYS

*$90IN0S SNOLIBA UO PIseq SUOIJe[NI[ed SIOYINY :29.470S “gx) I0] paul[Ino £30[0poyjaW swWes sy} SULMO[[0]
Porenofed ST Jueq USALS B Ul JUaWUIA0S oY) £q paumo sjasse Jo adejueotad oy, "diysioumo jusorad 0g
95€9[ e SUIARY JUSWUISA0S 9] SB Pauljep SI [949] Jusoted (g Y3 78 dISIaUMO JUSUIUIDAO0Y) "GEET Ul [9A9]
jueoxad (g oY} Je JuswuIoA0d ay) £q Pa[[01ju0d A1junod usArs e ut syueq 0T doj 8y} Jo S3osse 89U} JO dIeYS

*S92IN0S SNOLIBA UO Paseq
SUOI}R[NO[Ed SIOYINY 204710 *(YUeq Y} JO SIep[oyateys 1030 £q diysieumo jo eSejusdiad oy} mouY j0U PIp
am oseo ur) Juedred (g URY} 193eaIS SI GEET Ul ueq oy Jo dIySIoUMO JUSUWUISA0S JT I0 Iop[oyaleys }sadIe]
oYy sI o%e)s o) pue jusdIad g uey) I9SIel ST gy) JT JUSWUIoA0S 9} Aq PA[[0IIU0D ST UBQ V "GEET U [9A9]
Jusoted (g 93 e JuswuIaA0l 9y Aq pa[[oIjuod A1junoo uaals e ut syueq (T doj 9} Jo S39SSE 83 JO 8IBYS

*$92.IN0S SNOLIBA UO Paseq SUONB[NI[ed SIOYINY :20.710S Sareys Surj[nsal sy} Surwwins usy}
pUE ‘I9P[OYSIBYS JBY) Ul SUMO JUSWIUISA0S 8] 8IeYS Y3} Aq Yueq }ey) Ul JOP[OYSIBYS UoBd JO 9IeYS 9}
Sur[dynux £q pajenofed St Ueq USALS B UL JUsWUIaA0S a3 Aq PaUMO S)osse a3 Jo aSejusdiad oy, "0L6T
ur £13UnNod Jey} Jo JUSWUISA0S 93 Aq paumo A1junod usald e ul syueq (T doj 8y} JO S}oSSe 9} JO dIeYS

'$92.IN0S SNOLIBA UO PISB] SUOIIB[NO[BD SIOYINY 207108 ‘SoIeys Surj[nsal sy} Surwiwins usy}
pue ‘ISp[OYSIeyS JBY) Ul SUMO JUSWUISA0S 9Y] a1eys 9y Aq YUeq Jey) UL IOP[OYSIBYS [oBS JO SIBYS 9}
Sutfdynur £q peje[nored St JUR( USALS B UI jUSWUISA0S 913 £q PoUMO S}9ssE 9} Jo o5ejusdied oy, ‘G661
ur £13Unod ey} Jo JUsWUIaA0S oY) £q peumo Arjunod ueard e ur syueq (0T doj Y3 Jo s}9sse dY} Jo aIeUS

Suryung juswuLa00n)

[0LINODgD] woryeziyeatid ai0jeq
Sueq [BIOISWWIOD JO dIYSISUMO JUSWUIOA0L)

[s6n00aD]
SYuRq [BI0IOWWO0D JO dTSISUMO JUSWULIOAOL)

[e6Amagn] sueq
jJuswrdo[esap Jo dIysSIoumO JUSWUISAOY)

[0609]
jueoied (g 3B SYUB( JO [0IJUOD JUSWUIDAOL)

[0gD0]
jueozed ()G JB SYUB( JO [0IJUO0D JUSWUIDAOL)

[0209]
Jusdtad (g e SYueq JO [0I)U0I JUSWUISAOL)

[oLgD]
0L6T Ul syueq Jo dIySIsumo JUSWUIDAOL)

[geaDn]
GEET Ul syue(q JO dIYSIoumo JUSWUISAOY)

SUOTJBAISSqQ)
30 IequInNN

90Inog pue uondLosa(]

QureN 9[qeLIep

so[qerie) 9y) jo uondrosa(q ‘xXrpuaddy

This content downloaded from
149.10.125.20 on Fri, 28 Jan 2022 18:09:12 UTC
All use subject to https://about.jstor.org/terms



panuuod

293

12

0L

L8

(S086T) GL
(s096T) 06

L8

Government Ownership of Banks

VL

L8

(966T) 'SP@ ‘Yoo[g pue ‘uosme] ‘Keujiemy) 2047108 "poriod

GBGT 03 GLET oY JO oSeIoAy 's[oas] swooul Y3y uo juewutasol ay3 £q pesodwir o3l xey eurdrewr doj aYJ,
‘(pun,] £IBJ9UOJN [BUOIIBRUISIUT 8

pue Jueg PIOA oY} WIOLJ BIRD UIIMm) (966T) 'SPe Yoo[d PUe ‘UosmeT Koujrems) :20.4nog ‘661 LET SIeak
a1} 103 aSeIoAy (QOT 03 0 WOLJ 8[eds) J(¥) Jo oSejucdiod © SB SOIpISqNS pPUE SI9JSUBI} JUSUIUISA0S [B}0]
‘(puny AIejoUoy [BUOTIBUISIU 8U} PUE Jueq PIOM U} WOIJ Bjep

) (g7 "d ‘966T) 'SP Y0O[g pue ‘UoSmeTT KoujIemy) :20470§ ,SIUNOIIE SUWOIUT [BUOKJEU 9} 0UL 193Ud
10U Op 9SOY} SOUIS SOIPISONS PUE SISJSUBI} J0OIIP SPNJIUL J0U S90p 9] “Surpusds JUSWUIIA0S JO S[943] [[€
SOPN[OUL J1 ‘SUN0IIE SWIOIUL [EUOLIEU S} WOLJ POULEIQO ST J1 9IUIS "SO[IIYSA POUMO JUSWUISA0S PUE ‘D0eds
901JJ0 ‘SOLIB[ES PUE SOSEM ‘9OUBUS)UIBWL PBOI ‘OSUSJOP [BUOIEU SB UINS ‘JuewuIonod 9yj Aq peseyoind
seo1azes pue spoos uo Surpuads [[e epnpur, seanjpusdxe UOHIdWNSUOD JUSWUIIACY) "GEET 03 TLET SIedk
oYy 10§ o8eIaAy (0O 03 0 WOIF 9[edS) J(I¥) Jo oSejuedtad ' se seanjpuedxs UOdWNSUOD JUSWIUIIACY)

‘SUOTR[NO[BO UMO SIOUINE PUE (LGET) dUIAST pue A[I9)Se] 204708 SO8GT Y} pue

S096T oY} 103 peinseow wniweid jexiew Yor[q oyel o5ueyoxe odereae ayj snid T jo wyLIeso] [eInjeN
"(L66T) "spa ‘Yorayed

-{IT3] PUB ‘UOSUYOp ‘SOWOF] ‘204708 “1,66T UL XSpUL 9} 03 SI9Jed 81008 S, '9dUBINSUL J1S0dOP JUSWUISA0T
OU ST 9191} J8Y} PUEB ‘SYUB( [BIOIOUWITIOD M8 S[OIJUOI JUSUWIUIDA0S ‘S90TAISS [eToururj Jo sad4y [[e ul aSedus
ued Lo} ‘SYUBQ UO SUOIILIISOL Maj AIoA 918 9IOY], :SUBSW 31008 YSIY V "G 03 T W0} ST o[eds oy, K[991f
ajeaedo 03 9[qe d1e syueq USIPI0} IOYJOYM PUR ‘SOIJLINDSS UL JSOAUL PUB ‘918)Sd [BAI [[9S ‘dUBINSUI LM
SI9WI0}STO 9P1A0Id 0} 99I) IE SYURQ IOYIRYM JIPAIO JO UOTIBOO[[E U3 I9A0 SIUSN[FUI JUSUWIUISA0S JO 931IOP
a1} ‘s wejsAs Sumjueq oy pajemSed A[1avey MOy ‘SYUB(] d1sawop uedo 03 ST 31 JNDIIIP MOY -SULMO[[0f
81} 10§ SJUNO0OE XOpuUl oY} K[[eorjroedg ‘weysAs Surjueq s£13unod e jo sseuuado Jo 90139p 83 Jo XopUI UY

"(966T)

'Spe YPo[g pue ‘uosme] ‘Koulremr) 204708 ‘d[qeIRAR A[UO 89U} oI YIIYM ‘FE6T PUB 86T I0J SIIpuUl
J0 98eI0AY "0S YONW AI9A = (T ‘[[€ B J0u = () :£[9a1J seo11d jes Ued saturduIod YITYM 0} JUIXS 9} S3)BIIP
-uy ‘e[qeeeiSe A[[ENINUI I8 SPEI} JO SULIO} oY} YSNOY) Uoad sa8uBydxe oye}Iopun 0} SIS[[9S PUe sIadng
JO WOpasIy OY} YILM SIOJISUI JBYY juswuIoA0d oyy Aq pasodurr sjorjuod 9oud jo Aouenbaiy jo xopur uy
(L66T) 'SP ‘Yorryedyry] pue ‘UOSUYOL ‘SOWI[OH

:904n0g *,66T UL XOpUI 9} 0} SIgjol 9I00S AU, 'SSOUIST] 0} USPING B JO SS9] dIe suolje[ndal jey) pue
sesseursnq [[e 03 A[urrojrun parydde pue piemIojpySIeI)s oI SUoIFe[NSal JBy) S93edIPUL 8109s YSIY Y (G 03 T
woij o[eds g uo) ssoursng e usdo Surdesy pue ssoursng & Juruado 03 paje[ad serol[od UoIFE[NSSI JO XOpUL Uy

UOLIUDAL2JU] JUDUULIN0L)

oyer xey Teutdrew daf,

dD/sotpisqns pue sisjsuei],

JdqH/uordwnsuod JusWUIIA0Y)

wnrwexd JoyIeW YIB[g

XOpUI 103098
Suryueq 9y} Ul UOIJUSAISIUI JUSTWUUIDAOY)

Xopul s[oxjuod 9911d Jo Lousnbeig

Xopul uorje[nSal sseulsng

(026T1) 36
(0961) 16

((LBBT) S40wa1puf JUdWd0]203(] PI4OM ‘(SNOLIBA) $212517D1S [DIOUDULT
JDU01IDULDIUT :204m0G "0 LET UL PUEB 09ET UL SIB[[Op "S'[) FUSLIND ur passaidxe eyides od J@OH Jo wyiLreso]
quawdojaaa( Jo 12027 (w171U]

eyded xad o jo So

This content downloaded from
149.10.125.20 on Fri, 28 Jan 2022 18:09:12 UTC
All use subject to https://about.jstor.org/terms



The Journal of Finance

294

06

(966T) PIMOM Y7 Ul WOPaaLy :921n0g ‘Ay1edoad ajearad
03 uoroejoad [edey sA13unoo oy pue Kyredord oyearrd oyerrdoidxe [[im juswuIoA0S oY) yey) Ajijiqeqord
a3 K119doad eyearrd 109701d JBY) SME] S9II0JUS PUB $309701d JUSUIULISACS S} YITYM 03 JUd)Xd 9y} K3rodoxd
ajeALad Jo uorjoatoxd [ede] Jo 9a18ep oy} uo K[peoiq ‘paseq SI 9I109s Y], 91008 9} JOYSIY Y} ‘SOAI0daL
Ky10doad e1earad uorpdejord arow oYy ], *(G 03 T WOIJ 8Teds & U0) A1junod yoes ur sjysur £119doxd jo xepur uy

sySy Auadosqg

xopul sjy3ta £310doig

98

98

Ly

(9661) 2p1ny ¥s1y Auguno) ouoDULLIU] :204M0S "GEET PUB G8GT U99mIaq Xapul

A[qauowr a3 Jo 184030 pue [1ady jo syjuow ayj jo afeIeAy ‘sueo] 10 ‘uorjoajoid Aorjod ‘Juewssesse xep
‘S[013U0d 93UBYIXS ‘S9SULII 110dXe pue 1I0dWI YIim POjdauUO0d SeqLiq JO WI0f 9Y) Ul JUSUIUISA0S JO S[9A9]
Iomo[ Jnoydnoiy} psjoadxs A[eteussd aie syuswked el pue sjuswked [erdeds puewap 01 A[YI] aIe
S[BIAIIFO JuewruIaA0sd Y31y ejeorpurl sSurjed moT ‘0T 03 () WOIJ 9edg “JUsuIsA0s ul uorydniiod Jo Xopul uy
"(9661) 2p1mD ys1yg L4uno) [PUOHDULLIU] 92N "GE6T PUE 86T

Us9MIBq XOpUI A[YUOW 83} JO 18030 pue [uIdy JO syjuowr 9y} Jo afeIeAy Kousiorjjs Jeyeail Jurjedrpur
81008 J19YSIY Y3im QT 0} () WOLJ 9[BIS "SOOIAISS JUawuIos0s ur uorpdnirajur J0 Lod1rjod ur seSueyo d1IseIp
JnOY)IM UIeA0S 0} esijtedxe pue YlSueays pue ainsseid [eoryIjod w0I] AWOUOINE YBIIPUI S9I100s UYSTH
(666T) SPe “Te 10 qBMUDG :204M0S 'GEET UL X3pUL dY) 0} SI8Jod 9100S Y], "duel[durod IeySiy

97BIIPUL $3109s I9YSIY 9I9YM ‘Q 0} () WO} 91BIG "90UBI[dWO0D XB] JO [9A3] 9} JO JUSUISSISSE Y[} JO XPUl Uy

Kouarorffi] 1uswuLaa0n)

xopul uondniio))

xepul £317enb srjelonesing

xopur 9ouel[dwod XeJ,

06

16

4%

((966T) LIy pue s1e3ep 2047108 *JUSWIUOIIAUS ITJBIIOWSP SSI] B
3urgedIpur senyeA I9M0[ YIIM QT 0} () WOIJ oTBIS ‘FEET 03 0L6T PoLad a3 10J 9109s LoBIIOWSD JO dFeIoAy

(966T) PIMOM 2Y7 UL WOPdaLy :994n0S KwouoIne JO 99139p YITY AI0A B IO UOTIBUIULIS)SP J[9S 9ARY SOTIIJUS
a3 (g) ‘pue ‘aemod pue 9701 jueliodwt ue sey uonisoddo ayy (%) ‘sSurdnoid Tesryrjod 9anTjeduwIod I8Y30 10
seraed 2A3IRdWIOD 918 919} (§) ‘O[N PO0ae 9s0Y) () ‘SuoIdele Ire] pue 91 (T) :Jo suorisenb jsIyoaYd
oY) £q pe3sesS3ns s[eopt 83 07 I8SO[D SW0I JBY[} SALIJUNOI 9Yedrpurl sFuryer aySty "s1ySia reorytjod Jo xepuy

'(966T)
'SPa ‘Yo0[g PUB ‘U0SMBT KoUIBMY) [204710S "UOTJUSAIIUL JUSTUUISACS OU 10 [ewrturur Suryedipur o1 ‘0T 03

0 wouj Surduel 9[eOS 'S9JBI }$0I0}Ul 8AIjBIOU FUISNEO UOIIB[NSSI PUB UOTJUSAISIUL JUSWUIoA0S ‘(K1etorpnl
£I072UIWILIOSTPUOU 0} SSO00B PUB MEB[ 9} I9pun sueznild jo Lji[enbs) wegss [ede] ‘Xepur uonpemsar A1jus
‘xopul s[oajuod 99d11d Jo Louenbaij ‘xeput Awouods sy} ur JOS ‘JO) 03 uor3dwnsuod JUSUIUISA0S (PJLOM Y2
40 wopaaLy 91wou0F UL SBINSBIW UOTIUSAISIUL JUSTUISACS 9} [[e WOIJ PIJONLIJSU0d XIpul 931soduIod

xopul Aderdowa(q

xopur sYYSLI [eonyII0g

G161 Kwouodd
91 Ul UOTJUSAISIUI JUSWIUIIA0S JO Xopuj

SUOT}BAISS()
J0 IoquunpN

901nog pue uondLIosa(y

weN 9[qeLIEA

penunyuop—xipuaddy

This content downloaded from
149.10.125.20 on Fri, 28 Jan 2022 18:09:12 UTC
All use subject to https://about.jstor.org/terms



295

Government Ownership of Banks

panu1uod

Gg

6%

9L

*(G6T) Yued PLIOM oY, 2247108 "TG6T 0% 8L6T Poried oY} I0j o5eIdAy AUIOU0Dd Y} JO JUSUIYSIAUL
orysowop ssoid (8103 Jo ofejuedied e se SHOS [BIOUBULJUOU [[B Aq (UolBULIOf [B}IdEd POXI)) JUSUWI}SSAUL

"(eG66T) ued PIIOM
ay, :294m08 "I86T 03 8261 polted oy 1oy aeresy ‘sjuswiled aFem pue (9dueleq) snidins Jurjerado jo
wns 9y} se 10 ‘syndul 9JeIPoULIdIUL JO 1500 Y} STUIWL SNUSASL SO[ES 9} S PIJEUWIISd ST POppe an[es HOS
‘soorad jo3IeW JB AUW0U0d8 Y} JO J(IX) [€30} Jo oSejusoiad se SHOS [BIOUBULIUOU [[€ JO POPPE dnfeA HOS

"(966T) "SPo “YPo[g pue ‘Uosme] ‘KoulIemy) :99.Mm0G ‘GEET 03 GLET JO oSeloAe ay) se
pue G261 10] y10q pendwio)) ‘sSurjel Iomo] pousIsse 918 SOLIJUNOD ‘SOSBAIIUL 10309S HOS 9Y3 JO Yipealq
pue ozIs pajewse ayj sy yndino sAL13unos oy} jo agejusored mol & 9onpoid 03 pajewIlse oae sosLIdiojus
POUMO-JUSTUUIDA0S SIoYM ‘SOSLIAIOIUS PIUMO-JUSUIUISIA0S I9MB] UIIM SOLIJUNOD 0} USALS $9109S ISYSIH
(0T 03 ( WOIJ 9[eds) AUIOU0Id Y} JO SIEYS B SB $osLIdIajue paumo-9je)s Jo 9dus[esdad oy} jo Xopul uy

saswudiajusy paumo-a3nis

JUSUI}SOAUT JTJSOWOP SSOIS/JUSUIISIAUL HOS

dap/mdine HOS

Xapul AWoU0ds 8y} Ul SHOS

Ly

6%

98

98

(866T) 'TB 30 B}IOJ BT 204108
"% 03 () Woj seSuel Xepur oy, ‘uorjezIuesIoal 9y} Jo uornosal oy Surpuad £11edoad sit Jo UOjRIISIUTWIPE
9} UIBJAI J0U SA0P 103Gep 9y} () pue ‘wiIyy jdnIfueq B JO S}9SSEB 9Y3 JO UO}ISOASIp Y} WL} J[Nsal jey)
speadoad 8y} JO UOTINQLIJSIP 9} UL JSIIJ POUBL oIe SI0JIPaId Paindds (g) {(£ejs oryewojne ou) pasoidde
ueaq sey uoryrped UorjezIuBSIoed oY) 90U0 AJLINDSS II9Y} Jo uolssessod ureS 03 9[qe oIe SIO}IPSId PAINDd
-9s (g) ‘uorjeziuedioas I0j o[l 0} SPUSPIAIP WNWIUIW IO JUSSUOI SIOJIPLId SB YONS ‘SUOIIOLISSL sesodurt
Arpunod 9y () :ueym T Surppe £q POULIO} ST XapUI Sy, 'SIYSLI 1031paid jusioyip Suneserdse xepul uy

"(8661) Te 30
BLIOJ € (994708 9 0} () WOLy SOFuUBRI Xopul 9y, 904 SIOP[OYSILYS B Aq PoAlem dq A[Uo Ued Jey} sjysL
aandwesid 9ARY sIopoyaieys (9) 1o {(uerpewr ajduwres ayy) Jusoied (T 09 [enbs 10 ueyy sso[ ST SUGIN SI9
-ployaIBYS AIEUIpIORIIXS] UR I0] [[8D 03 ISP[OYSIBYS B SO[313UL Jey) [831ded a1eys Jo oSejusdtad wnwIuInr
ayg (g) ‘eoeld U ST WSTUBYDIOW SOIjLIoUTW Passalddo Ue () ‘PIMO[[e ST SI0JORIIP JO PIBOQ dY} UL SSTYLIOU
-1ur Jo uorjejussaidax [euoryiodoid 0 Surjoa sATyR[OWND (g) ‘SUNSSN SIOP[OYLIBYS [eIousy) oYy 03 Iotxd
soIeys I19Y} 31s0dap 0} paambal jou aIe SI9P[OYSIRYS () ‘ULILy 98U} 03 830A AX01d I0U)} [TEW 0} SIOP[OYIILYS
smof[e A1punod ayj (1) :usym T Surppe Aq pawLio} ST Xepul oy, "sjySLI Iop[oyaieys Surjedorsdse xopul uy

(966T) 2p1ny sty A1JUnoy JoUODULIIU] :2IIN0S
*SYSII JOYSIY SUNLITPUL S9I00S IOMO] YJim ‘OT 01 () WOIJ 9TBdS 'GEGT PUB Z8ET USemIaq Xopul A[Yjuow 8y}
J0 1940300 pue [11dy jo syjuow 9y} Jo ofeIsAy se1iLIontd [B100S PUE JTWIOU0IS JUSWUISA0S Ul 8SUB B 10
‘uowurasod ur 9fueyp e ‘eanssaid uorezIULIIPUL ‘SYIBQIND J93pNg 03 anp umop Surreds Jo ‘yusweucdysod
‘uoryerpndal B JO WLI0] 9} Surye} j0BIjU0D € UT UOIJBILJIPOW B JO YSLI 8]} JO JUSWISSOsSe SHYD] JO Xopul uy

(9661) 2p1nY ys1y Lyuno)
JOUOYDULPIU] 1204MO0G "ISPIO PUB MB[ I0J UOIJIPEI} SSO[ 9JBIIPUL SAI0IS JI9MOTT "9 03 () WOIJ 8[BIS "G66T
PUE Z8GT UsemIaq Xapul A[juour 83 JO 19000 pue [Lidy Jo YIUOUW 8} JO d5BIOAY "S9IIAISG YSIY [o1I[0]
£ouade Junjer YsLI-A13unod oYy £q peonpoid A13unod oY} Ul UOHIPBI} ISPIO PUB ME[ Y} JO JUSWISSISSY

Xopul sjySLI 1071paI)

Xopur sHYSLI 10309IIPTIUY

XOpUI §10BI3U0D JO UoTeIpndal JUIUIUISA0L)

XOpul me[ Jo a[ny]

This content downloaded from
149.10.125.20 on Fri, 28 Jan 2022 18:09:12 UTC
All use subject to https://about.jstor.org/terms



The Journal of Finance

296

143

16

68

16

‘(snotrea) sonsn
“DIS [PIOUDUL [DUOYDULLIU] PUB (966T) 99010 2d0dSPILOpM 20.4m0S “H66T 03 66T Ported ay3 ur ND jo
uorprodoad e se A13unod yoes ur surirj g doj 9Y) Jo SWILd 8y} snurwr £13unod oy3 ul swrep ajearid [e10],

'(000g) ®zLe0]
pue ‘QUIASTT ‘o9 PUL (SNOLIBA) SI1IS1IDIS JDIDUDULY [DUOWDULIU] :204n0F "GE6T 03 096T Porred oy 1oy
d[qe[reAe ST Bjep 9} ‘SOLIJUNOD JSOW I0] "YUR] [BIJUSI 9} JO S$I9SSE 9y I0J pP-BZ] SOUI[ pue ‘syueq Louow
J1sodep jo sjesse 9y} I0f p-vgg soul] SulSn SoMSHDIS DIOUDULY JDUOLDULIIU] 9} WOIJ BIEP UO poseq
'(0003) ezAe0T] pue ‘DuIAdT ‘Yoog jo £3070poyrewr oY} SUIMOT[O] PAJONIISUOD ST S[BLIEA SY], "S}OSSE I1}SaW
-0p Yueq [e1jusd sn[d s}OSSE JT)SOWOP SYUBQ [ETOISWWOD £Q PAPIAIP S}OSSE IPSOWOP SYUE( [EIOISUITION)

'(0003) ®zAE0T] pUR ‘OUIAST ‘Yoo PUR (SNOLIBA) SI1ISIIDIS [DIOUDUL [DUOIIDULIFU] 1224n08
'G66T 03 096T POLIod 93 I0f S[GE[IBAE SI BJEP 93 ‘SILIJUNOD JSOUI 10 "9SEBqEeIep SJ] Y} WOL} SOIISTBIS
A[qpuowr 8y} pue $9 SUI WOIJ SOWO0d [J) 10 BIBP PUR ‘GGG Ul Sesn J(I¥) 10 ByB( ‘(s}isodep Suiaes
PUE 9WN) Gg U] 9ST 9M ‘O[(B[IBAE ST SISQUINU 0/} 9S8} JO I9YJIOU J] "O[qR[IBAL JOU SI8 SINI[Iqel] pInbif 3T
‘(fouowr 1senb sn[d Lsuour) [gg oul] 10 (ser3I[Iqer] PInbiy) [gg duIl Sulsn peje[nodes dIe SOII[IqRY] PIbrT *son
-S1ID1G PIOUDULY [DUODULIIUT 8Y) WOIY B)epP U0 paseq (000g) Bz4B0 pue ‘dulse ‘Yoag jo A3ojopoyjoux
9y} SUIMO[[0} POIONLIISUOD ST B[qBLIBA 8], ' J(H £q POPIAIP (SOLIBIPSULIOJUI [BIOUBUL} SYUBQUOU PUE SY{UBQ
3y} Jo senI[Iqel] SULIeaq-}soIojul pue puewep snid LoUSIIMd) We)sAs [BIOUBULY OU} JO SOI[IqRI] prnbry

'(0003) BZAROTT pUR ‘QUIAST ‘Yoog PUR (SNOLIBA) S01751IDIG [DIOUDULY [DUOLIDULIIU] :9IUNOS
'G66T 03 0961 POLIod OY} IO S[qR[IBAE SI BIEP 9} ‘SOLIJUNOD JSOW 10 "9Seqejep SJ] oY} WO} SOIJSTIe)s
A[yjuowr oY} PUE F9 SUI] WOIJ SBWO0d [J) PUB ‘qEE dUI[ S9SN J(D ‘PgH PUB Pgg Seul] Suisn pejyenored
ST JIPSID 9)BALLJ “SOUSHDIS [DIOUDULY [DUOYDULIIU] SUJ WOLJ BIEP U0 Paseq (000g) ©zABOTT pue ‘aurae]
Yoag jo £Zo[opoyrow 8y} SUIMO[[0] PRIOTLIFSUOD ST S[QBLIBA B, ‘IOUYIOUE 0} SOLIBIPIULIDIUL Jo dnois oy
JO 9UO0 Jo SwIe[d-$S010 pue 103995 or[qnd 9Y3 03 JIPaId ‘Yueq [BIJUD BY) £g SONSST JIPAID SAPN[IXS I ‘dID
Adq pIPIATP 10308s d3eALId 9U3} 03 SUOTINIIISUI [BIOULRULJ IOYJ0 pUE SyUeq Louour Jisodop £ SIpaId Jo anfep

qudwdojaaa(g o1oUDULY

dan
/swary 0g-doj-uou Jo SWIe — SWIB[d 9JeALL

$}9SS®B YUB(Q [£107/S19SSE JUR( [BIOIOWUWO))

dap/senIiqer] prmbry

dap/ipes oyeatid

6€

Ly "d ‘L66T) @l pue ‘osewrwio], op ‘odure)-orABIYIS
7904m0G 'SIOIAISS [BIO0S PUE [BINYND ‘Y €Y ‘UOI}BINPS JO UOISIA0IA 9} UT PUE YIMOIF DIUIOUOID JO UOTH
-owroxd 9y} Ut ‘19pao dr[qnd pue 9sULep UL OS[E JNq UOHRIISIUTWpE Ul pageSus A[9]0S J0U are Loy, "Spuny
A1e193pnq-eIixe 10 S)3png AIBUIPIOBIIXS 10 AIBUIPIO ‘Ul PIDUBUL] IO 10§ POJUNOIIE IOYIOYM SOTJLIOYINE
[B90] IO [BIJUSD 98U} JO STUSWNIYSUL I0 SOIOUSSE 1B UOIYm SIIPOQ I9YJ0 PUB SUOHBZIUEBSIO ‘S90IjJ0 Juew
-}aedop JUSWIUISA0S [[E,, Ul juswfo[dwe sepnpout juswAo[duwe JUSWIUISA0S [BISUSY) "966T 0} 9L6T poried
oy 10y quswifojdws [0} 03 juewuIoA0S [erousd ur Juowdoduro 1030s orqnd Jo o1l oY} Jo oSeIeAy

(panuiuos) sasiidioquy] paumQ-2101S

juew
-Kordwe [ej03/quswfojdura 10309S II[qNJ

SUOTYBAIISC()
Jo IequunN

901nog pue uondLIsaq

SWEBN 9[qeLIEA

panuijuop—xipuaddy

This content downloaded from
149.10.125.20 on Fri, 28 Jan 2022 18:09:12 UTC
All use subject to https://about.jstor.org/terms



297

Government Ownership of Banks

PaNUIIUOD

79

0L

G6

GL

GL

89

"(966T) PIqe3uIry pue
orzde() Uo paseq sioyIne 93 Aq PIYINLIISUOD BIR(] [20470G *SYUR( [EIOIOUINI0) AUE POZI[EUOI}RU JUSUIUISA0S

91 G66T PuB (L6T Usemjaq porrad Sy} UL SISLIO Suryueq 9y} Jo }[Nsal € se Ji T 0} [enba a[qerres Lwwnq

(966T) [°1qe3ulfy] pue ortide)) U0 paseq sIioyine oy}
£q PIaPILIISUO0D BIB(] ‘294108 "GEET PUB (6] Usomiaq porrad oy} ul SISLID Surjueq © 9ABY 40U pIp AIJunod
93} J1 0 07 [enbo 38S SI 9[qBLIBA 9Y], "SISLIO 9] Aq Pajoadjje sjosse ureysAs uryueq Jo [eIOUBULJ JO 95IUa0I0g

'(9661) [e1qe8urpy] pue oride)) uo paseq sIoYINe ay) Aq PaIONIISUOd BIR(] 204708

'G66T PUB (L6T Usamiaq porrad 8Yj ul SISLI Suryueq ® pey AIjunod ayj Ji T 03 [enbs sjqerres Awrwn(g
*(LB6T) ouIAR] puB A[I9)SBY 904108 ‘SO8GT PUB ‘SQLET ‘SQ96T O3 SI9A00

BJBP O], "PeIUn0d 10u ate sdnod [nyssedonsur) Teok uaald ' ur aInjonyys Jemod SUOIJEU 9Y) JO [0IJU0D
9AIO9JJ0 SII J0/pur 931[e juswWuIeA0S dol oyl Ul seSuBYD PILIO] IO [RUOHNIIISUOILIIXS JO IOqUNU O],
"(LBBT) dUIAST pue A[10

-3SeY 204108 "SO8GT PUE ‘SOLET ‘SO96T 98Ul SI9A0D BJep O], "MOIY}IOAO YONS JB PIWIER 1[0AdL JO SUOTIBNIIS
Burpnoxe—aewiSea jusesaxd ay3 jo [[ejumop oy} Suriq 0} susjeaIyy jeys uotpenyis Surdoassp L[pides Luy
(q966T) Yueq PHOM 9YL ‘224108 "€66T 03 0L6T

pored ewry 8y} 103 1038[J0p 9911d JroridWit oYy JO 9JBI YIMoIS [enuue aSeIsAe ILII9W0sS ayj Jo uryjLresory

Anpqoisuy pup s1s2p

SISLID UI SUOTJRZI[RUORU Yueqg

SosLID £q PajoaJje sjasse yueqg

Awrwmp sistio Sursueg

1e39,p sdnop

SISLID JUSWIUIOA0S J0feIy

uorjeyjut yo o

6G

69

6L

69

28

(6661) 'SP9 “Te 19 qBMYDS 224105 "666T Ul XOPUT 9} 0 SI9YOX
9100S 9], "JUSWIAIR]S 93 YIIm Juoursarde 19SU0I)S 9JBIIPUL S9109S IOYSIY 919ym °/, 03 T UIOLJ 9[eIS . S}99YS
90UB[B(Q PUNOS PUB [I[B9Y [BI9USS, II191[} JO SULI9} UL SYUE(] JO SSOUPUNOS 9y} SUISSISSE SYDM JO Xopul Uy

(9966T) Fued PIIOM YT, ‘294108 "G66T 03 0L6T portad
9y} I0J o[qe[IBAR SI BJBP 9Y} ‘SOLIJUNOD ISOW J0, 's}isodep SUIABS 10 oW} ‘PUBWISP I0] SYURY JE[IUIS JIO
Terozewwiod £q pred 91l 1S9I99UTL 9} SNUTUI SISUWI0ISTO dwiLId 03 SUBO] U0 syueq £q PoSIeyd 9YeI 1SI9JUL

*(1003)
QUIAQT PUB ‘QUnY-OoNSIIWe(] Yooy :294710F ‘GEET 07 SIoJod 2INSBAUI Y], 'S}99YS 9oUL[eq SIUB( [BNPIAIPUL
WOy PauIe}qo ST BIBP Y], 'S}OSSB [810} SII JO 9IBYS B SB $7S00 PBIYISA0 SUE( € JO anfes SUrjunodde ayJ,

(6661) 'SPo “[e 19 qeMDG 2047108 "666T Ul XOPUL 9} 0} SI9Jod 91098
Y], "TUeWIaL)S 9] YIIM JUSUIaISe I9SUO0I)S 9)edIPUl SAI00S IOYSIY IoUM ‘), 03 T WOLJ 8[edg . [eloJe[[0d
ou pue ue[d SSOUISN] B JNOYIIM SUBO[ UTBIGO 0] SSOUISED 9AIJR[AL,, 93} JO JUSWISSISSE SIOM JO Xopur uy

‘sioyjne a8y} £q pajuews[ddng (T(0g) SUIAT PUe ‘JUny[-OoNSITUI(] Sooyg 294108 "GEET 03 9L6T WOLJ o1yel
daH o3 uorjezifeiided jexIew ¥203s Jo aSueyd jurod eSejusored [B3103 9U} SI J(IO/uorezieydes joxIew
3[003s Ul 93ueY,, dINseIUW 9], "poriad 08T 03 9L6T 93} I0J 0I9Z JO anjes € USALS oIe ()8ET Aq 19Ul HI0)S
® 9ABY JOU PIP J€Y} SOLIJUNOD 8, ‘086 T 910J9q Ieak 1SOI[Ied 9} 9sn om ‘©[qe[IBAER J0U ST 92,61 JI 9261 SI
SOLIJUNO0D }SOUL 10} S[(B[IBAR BIRD 93 JO I8af [BUITUL O], ‘(IO £q PIpIAIp uorjezi[ejided Jo3[Ieul Y209 [B}Q],

SYUeq JO SSOUPUNOG

peaads a3el JsaI9juUf

$19SSE YUueR( [810/S)S00 PEIYIIA0 Jueq

£yIqe(rest U0

dan/uoryezifejides jo3IeW D03

This content downloaded from
149.10.125.20 on Fri, 28 Jan 2022 18:09:12 UTC
All use subject to https://about.jstor.org/terms



The Journal of Finance

298

I

9L

IL

g8

98

'(000g) ©zAB0TT pue ‘@UIART ‘Yoog PUR (SNOLIBA) SOIS1IDIG [DIOUDULY [DUONDULIIUT
2047108 "193I0Mm 10d [ejrdes [eorsAyd ur ypmois oy sewry g g snurwr eyides dad JH Jo Ymoid ay) senbe
£y1anonpoad Jo Yimour) ((000g) BzAZe0T pue ‘OUIAdT ‘Yoog SUImo[[0] PeIoNIISuod ST J[qeLIBA Y], (UBISYyez
-ey] pue ‘eIssny ‘erusso[g ‘ereor) Orqndey yeao[g oqndey yoez) “o'1) A1junod reyjoue jo dnyesiq B
JO J[nsax e se peSIaure YITYm o[duWIes INo Ul SALIJUN0d 9SOY) JI0J PIJOTLIJSUO0D JOU ST S[qRLIBA 93} ‘D[qB[IBAR
®Jep ST 9197} YOIYMm 0] polrad 110Us 9y} Jo asneoeg A11ATponpord 10308 [810] JO 93BI YImMOIS [BNUUR 9Y],

"(09661)
ueqg pHop dY, 204708 uorydwnsuod [ej0} pue J(I¥) U99M)Oq SIUSISIP Y] S8 Paje[no[ed are s3uraes
21}SOUWIOp SSOIL) "ZE6T 03 096T PorIad oy 10y (0 Jo afejusoiad € se s3uraes orpsewop ssoiS [8107 Jo Xepul

"(0003) ®z4ROT pUE ‘OuUIAST

‘}oog pue (SNOLIBA) $01251ID1S [DUDUL] [DUOYDULLIU] :204n0S *(000Z) BZAROT pUR ‘QUIAST ‘Yoog Suimo|
-[0J POYOTLIISUOD ST S[qeLIBA Y], "(UBISYNEeZEY pUR ‘eIssny ‘erusso[g ‘ereor) orqndey yeao[g onqndeyy
Yoez) “o'1) AIjunod 1eyjour jo dnyeelq B JO J[NSAI B Sk pagdiowie UYorym 9[dWes Ino Ul S9LIjUN0d 9SO}
J0J PJOTLIISUOD JOU ST S[qeLIBA 93 ‘S[B[IBAR B)BD ST 2I10Y} UoIym I0j porrad 3I0Ys 83} Jo asneaoq 'GE6T 03
0261 porrad a3 pue GeeT 03 0961 pottad oy 107 Joxtom Jod Tejrdes (eorsAyd ur y3mois Jo 9jel [EnUUE Y],
‘(L66T) Yued PLIOM OYJ, -204n0g *(URISUYEZEY] PUB ‘BISSNY ‘BIUSAO[S

‘ergeor)) ‘oriqndey yeao[g ‘Orqndey yosz) “o°1) AI3unod Isyjoue jo dnyealq B JO 9[NSol B SB paSIowo
yorym oydures Ino Ul SOLIJUN0D 9S0YJ JI0J POJONIISUD JOU ST S[qBLIBA Y3 ‘©[qB[IBAR BJRD SI 219} YIIym
10j porzed 110ys oY) Jo asneog "GEET 03 0L6T Poried oy} 105 ypmoas eyrdes sod JND JO 938l [EnUUE o],
'(0003) ®z4e0] pue

‘QUIAQT ‘Yoo PUR 9SBQRIBP SOIISHDIS |DI0UDUL] [DUONDULIIU] (904108 *(UBISUHBZRY] PUR ‘BISSNY ‘BIUSAO[S
‘ergeor) ‘oriqndey yeao[g ‘oriqndey yooaz) “o'1) AIjunod Ioyjoue Jo dnyealq B Jo NSOl B Se paSIowe
Yo1YM o[dwes Ino Ur S9LIJUNOD SOY] JI0J PIJOTLIISUOD JOU ST J[QBLIBA Y3 ‘D[(B[IBAR BIED 918 9I9Y} UYdIym
103 porrad }I0YsS 9y} Jo asneIayg "GEET 01 0961 pottad ayj 10f Ymois ejides tod JOO JO 9jel [BNUUR Y],

1MoLy

T mo13 £11A130npoIg

dap/s3uraeg

Joxtom Jod [eqided [eorsAyd Ul yjmoir

G66T-0L6T ‘Ypmo1s eydes 1od IND

G661-0961 ‘Ypmoi3 eyides 1od JaH

€9

(966T) [e1qe8urpy] pue oride) uo paseq SIOYInNe 9y} AQ PIPNIISU0D BIR( :204N10F
‘poyepmbi| a10m 10309s 9jealld oy Jo S¥UBQ SUWIOS JI IO SYUBQ PIUMO-9JB]S OUIOS PajepInbi] JueuruIoncl
a3 GE6T PUER (LG Ueam)aq porrad ayy UI SISLID Sulyjueq oY) Jo J[nNsal ® s JI T 03 [enbs o[qerrea Aurum(]

(panu13u02) A1171QDISU] PUD SISLL)

SISLID ul uoryeprnbr yuegq

SUOT}BAIISA()
Jo IequnN

90anog pue uordLosa(

QweN 9[qeLIBp

panuuop—xrpuaddy

This content downloaded from
149.10.125.20 on Fri, 28 Jan 2022 18:09:12 UTC
All use subject to https://about.jstor.org/terms



299

Government Ownership of Banks

G6

6

c6

*(SNOLIBA) ¥00Q19D,] PJLOM
VIO :224n0g "I PUE () U9BMID] Senfea a)e] 0 Pa[edss AIJUnod sy} Jo epnine] Y3 Jo onfes 9IN[0Sqe OYJ,

"(LB6T) yupg PIOM YL -224M0G "oSTM
19430 () pue jusIad (7 Speedxa geeT 01 0L6T porred oYy Surmp uorerjur Jo ojel aSeioae oY) I T s[enby

(6661 ‘8661) ‘T8 19 BLIOJ BT 204708 "SMEBT ISTUNUIWO0))/ISI[BII0S (G) OP0)) [BIOISWIWIO)) UBIABRUIPURIS (§)
£0p0o)) [BIOISWIWOY) UBULIAY) (g) Opo)) [eIdIWIWI0)) YouaLy (g) ‘me uowrwo) ysiduy (T) :sutduio sjqrssod
9AlJ aIe 919, KIJUN0d Yoes Jo 9po) [erorewrwro)) Jo me] Auedwo) oyj jo ULSLO [e39] Y} SalfIjusp]

82]QDIIDA L2YI0)

apnjryer]

Aurwrnp uorjeryur yStyg

ur3uio [eSer]

68

19

€9

"(9661) 997 pPue oxrreq 224105 0661 03 0L6T

pUue 0661 03 096T potrad ayj 10§ 19a0 pue g pase uorendod (8109 oY) I10] SuI[OOYDS JO SIESL JO O5BIDAY
*(000g) ©zABOTT puUR ‘OUIART ‘Yood PUR (SNOLIBA) $921S2101S [DIOUDULY [DUOIIDULIUT

:204n0g *1°0/[(Burooyds 09 wInjax 9y} * Surjooyds Jo sreak) * ,'Q — IoxIom tod rejided estsAyd ut ypmoid
% g0 — ymord eyided god JqH] = ¢ Ypmox3 Ly1aronpoad A[reurioq ‘)0 Aq PIPIAIP [[e ((FL61) I9OUI) UOIS
-so1801 oSem UBLISOUIJA B UL POJRWII}S? SUI[00YDS 03 UINJDI 9y} pue SUrjooyds Jo sieak Jo Iequinu s5elose
ay3 jo jonpoid oyj sewry 4°( snurw Iexiom rod pejides reorsfyd ur ymoas ey sewrry g snurw ejdeo
1od g 30 Ymois oy syenba Lrarjonpod Jo Ypmory) (000g) z4Aeo pue ‘aurad] ‘Yoog SUIMO[[0f POIONIIS
-uoo ST o[qeLIeA 9y, "(URISYIeZEY pue ‘BISSNY ‘Brusso[g ‘ereor) ‘orqndey yeao[s Onqndey yoez) o1
£13unod Ieyjoue Jo dnyealq B Jo 1NSaI € SB Padiowe Yorym o[dures Ino Ul SSLIJUNOI 3SOYY I0J PIJITLIISUOD
10U ST 9[qELIBA 9] ‘D[qR[IeAR BJep SI 91oU) Yorym I0J porrad 1I0ys oY} JO osnBISY "(666T) SPUOL pue [[BH Aq
pesodoxd se uoryenwmnooe Tejides uewny SULIOPISU0d A11A10npoad 1030€] 8307 JO 9)BI Y3M013 [BnuUR Y],

'(0003) BZABOT] pUB ‘QUIAST ‘Yoog pue
(SNOLIBA) $21IS1YDIS JVIDUDUL JOUOHDULLIUT 2041108 "SUIOOYPDS JO SIBAK Ul 93el Y3mois o8eloar oy} sowily
G0 snurw tox10m Iod [ejides resrsAyd ur yymois ot sewrny g0 snurur ejides 1od JAH Jo Ypmois ayy sfenbs
Aytargonpoud Jo YIMOID) (000Z) BZALOT pUe ‘QursdT ‘Yaag ul peysedSns £Sojopoyjewt a3 SUIMO[[0] POIONI}S
-u0d ST d[qeLIeA Y], (UeISURZEY] pPue ‘erssny ‘erusAo[g ‘eryeor) ‘orqndey yeao[§ ‘orqndey yoez) “oT)
£13unod Jeyjoue Jo dnyealq € Jo 3[nsad B se paSiows Yorym o[dwes Ino UL SOLIJUNO0D 9S0Y) I0J PAJOMLIISUOD
J0U SI 9[qeLIeA U] ‘D[qB[leA’ BIEp SI 81y} Yorym Ioy porred 110Ys 8y} Jo osneodq (GEET) MINUBN £q
pesodoid se uoenumode [ejides uewny SuLIapIsSuod A1a170npoid 10308] [8303 JO 9jRI YpM0L3 [enuUE Y],

SBurjooyds Jo sieef adeioAy

€ Imoi3 £31A130npoLg

% Umoa3 £31A11onporg

This content downloaded from
149.10.125.20 on Fri, 28 Jan 2022 18:09:12 UTC
All use subject to https://about.jstor.org/terms



300 The Journal of Finance

REFERENCES

Bankers’ Almanac, The, 1972, 1997 (Reed Information Services, London).

Barberis, Nicholas, Maxim Boycko, Andrei Shleifer, and Natalia Tsukanova, 1996, How does pri-
vatization work? Evidence from the Russian shops, Journal of Political Economy 104, 764—790.

Barro, Robert, 1991, Economic growth in a cross section of countries, Quarterly Journal of
Economics 56, 407-443.

Barro, Robert and Jong-Wha Lee, 1996, International measures of schooling years and school-
ing quality, American Economic Review Papers and Proceedings 86, 218-223.

Barth, James, Gerard Caprio, Jr., and Ross Levine, 1999, Banking systems around the globe:
Do regulation and ownership affect performance and stability? Mimeo, World Bank.

Beck, Thorsten, Asli Demirguc-Kunt, and Ross Levine, 2001, A new database on financial sys-
tems around the world, in Financial Structure and Economic Growth: A Cross-Country
Comparison of Banks, Markets, and Development (MIT Press, Cambridge, MA).

Beck, Thorsten, Ross Levine, and Norman Loayza, 2000, Finance and the sources of growth,
Journal of Financial Economics 58, 261-300.

Caprio, Gerald, Jr., and Daniela Klingebiel, 1996, Banking insolvencies: Cross country experi-
ence, Mimeo, World Bank.

CIA World Factbook, various years, Central Intelligence Agency, published online http://
www.cia.gov/cia/publications/factbook.

Cetorelli, Nicola, and Michele Gambera, 2001, Banking market structure, financial dependence
and growth: International evidence from industry data, Journal of Finance 56, 617—-648.

Djankov, Simeon, Rafael La Porta, Florencio Lopez-de-Silanes, and Andrei Shleifer, 2002, The
regulation of entry, Quarterly Journal of Economics February, forthcoming.

Easterly, William, and Ross Levine, 1997, Africa’s growth tragedy: Policies and ethnic divisions,
Quarterly Journal of Economics 112, 1203-1250.

Euromoney Bank Register, 1996 (Euromoney Publications, London).

Europa Yearbook: A World Survey, The, 1971, 1995 (Europa Publications Ltd, London).

Freedom in the World: The Annual Survey of Political Rights and Civil Liberties 1995-1996,
1996 (Freedom House, New Brunswick, NY).

Frydman, Roman, Cheryl Gray, Mark Hessel, and Andrzej Rapaczynski, 1999, Private owner-
ship and corporate performance: Evidence from the transition economies, Quarterly Jour-
nal of Economics 114, 1153-1192.

Garvy, George, 1977, Money, Financial Flows, and Credit in the Soviet Union (Ballinger Pub-
lishing Company for the National Bureau of Economic Research, Cambridge, MA).

Gerschenkron, Alexander, 1962, Economic Backwardness in Historical Perspective (Harvard Uni-
versity Press, Cambridge, MA).

Gwartney, James, Robert Lawson, and Walter Block, eds., 1996, Economic Freedom of the World,
1975-1995 (The Fraser Institute, Vancouver, BC).

Hall, Robert, and Charles Jones, 1999, Why do some countries produce so much more output
per worker than others? Quarterly Journal of Economics 114, 83-116.

Hawtrey, Ralph G., 1926, The Economic Problem (Longmans, Green and Co., London).

Holmes, Kim R., Bryan T. Johnson, and Melanie Kirkpatrick, eds., 1997, 1997 Index of Economic
Freedom (The Heritage Foundation, Washington, DC and Dow Jones & Company, New York).

International Country Risk Guide, 1996 (Political Risk Services, East Syracuse, NY).

International Financial Statistics, various years (International Monetary Fund, Washing-
ton, DC).

Jaggers, Keith, and Ted Robert Gurr, 1996, Polity III: Regime change and political authority,
1800-1994 (Inter-university Consortium for Political and Social Research, Ann Arbor, MI)
http://data.fas.harvard.edu/hdc.

King, Robert, and Ross Levine, 1993, Finance and growth: Schumpeter might be right, Quar-
terly Journal of Economics 108, 717-738.

Knack, Stephen, and Philip Keefer, 1995, Institutions and economic performance: Cross-country
tests using alternative institutional measures, Economics and Politics 7, 207-227.

Kornai, Janos, 1979, Resource-constrained versus demand-constrained systems, Econometrica
47, 801-819.

This content downloaded from
149.10.125.20 on Fri, 28 Jan 2022 18:09:12 UTC
All use subject to https://about.jstor.org/terms



Government Ownership of Banks 301

La Porta, Rafael, and Florencio Lopez-de-Silanes, 1999, The benefits of privatization: Evidence
from Mexico, Quarterly Journal of Economics 114, 1193-1242.

La Porta, Rafael, Florencio Lopez-de-Silanes, Andrei Shleifer, 1999, Corporate ownership around
the world, Journal of Finance 54, 471-5117.

La Porta, Rafael, Florencio Lopez-de-Silanes, Andrei Shleifer, and Robert W. Vishny, 1997, Le-
gal determinants of external finance, Journal of Finance 52, 1131-1150.

La Porta, Rafael, Florencio Lopez-de-Silanes, Andrei Shleifer, and Robert W. Vishny, 1998, Law
and finance, Journal of Political Economy 106, 1113-1155.

La Porta, Rafael, Florencio Lopez-de-Silanes, Andrei Shleifer, and Robert W. Vishny, 1999, The
quality of government, Journal of Law, Economics and Organization 15, 222-279.

La Porta, Rafael, Florencio Lopez-de-Silanes, Andrei Shleifer, and Robert W. Vishny, 2000, In-
vestor protection and corporate governance, Journal of Financial Economics 58, 3—-28.
Levine, Ross, 1999, Law, finance, and economic growth, Journal of Financial Intermediation 8,

113-136.

Levine, Ross, 2000, Bank-based or market-based financial systems: Which is better? Mimeo,
University of Minnesota.

Levine, Ross, and Sara Zervos, 1998, Stock markets, banks, and economic growth, American
Economic Review 88, 537-558.

Lewis, W. Arthur, 1950, The Principles of Economic Planning (G. Allen & Unwin, London).

Lopez-de-Silanes, Florencio, Andrei Shleifer, and Robert Vishny, 1997, Privatization in the United
States, RAND Journal of Economics 28, 447-471.

Mankiw, Gregory, 1995, The growth of nations, Brookings Papers on Economic Activity, 275-326.

Megginson, William L., Robert C. Nash, and Mathias van Randenborgh, 1994, The financial
and operating performance of newly privatized firms: An international empirical analysis,
Journal of Finance 49, 403-452.

Mincer, Jacob, 1974, Schooling, Experience, and Earnings (Columbia University Press, New York).

Mpyrdal, Gunnar, 1968, Asian Drama (Pantheon, New York).

Polk’s World Bank Directory: International Section, 1973, (R.L. Polk & Co., Nashville, TN).

Polk’s World Banking Profiles, 1997, (Thomson Financial Publishing, Skokie, IL).

Rajan, Raghuram, and Luigi Zingales, 1998, Financial dependence and growth, American Eco-
nomic Review 88, 559-586.

Sapienza, Paola, 1999, What do state-owned firms maximize? Evidence from the Italian banks,
Mimeo, Northwestern University.

Schiavio-Campo, Salvatore, Giulio de Tommaso, and Amitabha Mukherjee, 1997, An inter-
national statistical survey of government employment and wages, The World Bank Policy
Research Working Paper 1806.

Schwab, Klaus, Michael E. Porter, Jeffrey D. Sachs, Andrew M. Warner, Claude Smadja, Lance
Krobel, Barbara Erskine, and Marcha Levinson, eds., World Economic Forum, 1999, The
Global Competitiveness Report 1999 (Oxford University Press, New York).

Shleifer, Andrei, 1998, State versus private ownership, Journal of Economic Perspectives 12,
133-150.

Shleifer, Andrei, and Robert Vishny, 1994, Politicians and firms, Quarterly Journal of Econom-
ics 109, 995-1025.

Thomson Bank Directory 1996, 1996 (Thomson Financial Publishing, Skokie, IL).

World Bank, 1995a, Bureaucrats in Business: The Economics and Politics of Government Own-
ership (Oxford University Press, Washington, DC).

World Bank, 1995b, World Development Report (Oxford University Press, Washington, DC).

World Bank, 1995¢, World Tables (Johns Hopkins University Press, Baltimore, MD).

World Bank, 1997, World Development Indicators (The World Bank, Washington, DC).

World Banking 1971-1972, 1973, (Investors Chronicle and Stock Exchange Gazette, London).

WorldScope Global, 1996, (Disclosure, Inc., Bethesda, MD).

Wurgler, Jeffrey, 2000, Financial markets and the allocation of capital, Journal of Financial
Economics 58, 187-214.

Young, Alwyn, 1995, The tyranny of numbers: Confronting the statistical realities of East Asian
growth experience, Quarterly Journal of Economics 110, 641-680.

This content downloaded from
149.10.125.20 on Fri, 28 Jan 2022 18:09:12 UTC
All use subject to https://about.jstor.org/terms



