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Office of the Comptroller of the Currency
Apanard (Penny) Prabha
Milken Institute
ABSTRACT

After two decades of extreme turbulence in banking and financial markets
around the world, it is reasonable to ask about the current status of banking regulation
and supervision. Our unique starting point for answering that question comes from the
fact that we make use of the first, and therefore the oldest, detailed, multi-country
database on banking regulation and supervision, developed by us twenty years ago. We
compare that 1993 data for nineteen developed market economies to similar data from
the most recent (2011-2012) World Bank survey data on banking supervision and
regulation. Key observations emerging from our intertemporal cross-country analysis
include the following: (1) the very largest banks retain the same kind of dominance in
2011 as they did twenty years ago (before the continued occurrence of evermore serious
financial crises); (2) in the case of some basic banking activities, including in particular
funding practices, the nature of systemic risks seems to have remained the same, if not
worsened, over time; (3) in at least one respect—scope of coverage—deposit insurance
schemes have changed in a way that encourages moral hazard behavior. These
observations suggest that there is much more work to be done to address banking risks
and more data to collect and analyze to help us understand how well banking policies
and practices are succeeding around the world.

*The opinions expressed in this paper are the authors’ alone and should not be
interpreted as representing those of the Office of the Comptroller of the Currency or the
Treasury Department of the United States.
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INTRODUCTION

The global financial crisis of 2008-2009 generated a flurry of policy responses,
at both the national and international levels, to reform financial markets. To date, the
greatest focus has been on reforming the operations of the banking industry, including,
in particular, strengthening regulation and supervision. In contrast to the somewhat
uneven progress on policy measures targeting nonbank financial institutions and
markets, many banking system reforms have been fully implemented, or are in the
process of being implemented. Under those circumstances, and considering that we are
five years and counting since the full eruption of the global financial crisis in fall 2008,
it is reasonable to ask, “What is the status of banking regulatory and supervisory
policies around the world now?” A corollary question immediately arises: “Current
status, as compared to what?”

The purpose of this article is to answer those two questions, exploiting a
unique vantage point we possess. Two decades ago, two of us (along with a third
coauthor) constructed the first detailed and wide-ranging cross-country data set on
banking structure, regulation, and supervision, and established what can be fairly called
the “prototype” pattern for analyzing such data.! Since that time, subsequent data
collection efforts in this vein have appeared, the most substantial of which are the four
surveys of banking supervisory authorities in roughly 180 countries undertaken and
published by the World Bank.” Studies using the World Bank’s Bank Supervision and
Regulation Survey (“World Bank survey”) data continue to proliferate, and we follow in
their footsteps in the sense that, in this paper, we use the most recent survey data
(centering mostly on 2011) in combination with other relevant data from 2013, to paint
a fairly contemporary “now” landscape. However, because our original data set covered
1993 (with, as noted below, a few exceptions), we are able to span an approximately
twenty-year “then vs. now” time period, which is at least a half a decade longer than
any other comparable study can cover. Our greater span of time is conceptually
meaningful in that our starting point, 1993, is representative of the last broadly stable
period—the early-1990s—in financial markets. Indeed, one could argue that the two
decades directly thereafter constitute the two most turbulent decades in financial
markets history.’

' We originally published the results of those efforts in an Economics Working Paper for the U.S. Office of the
Comptroller of the Currency. See James R. Barth, Daniel E. Nolle & Tara N. Rice, Commercial Banking
Structure, Regulation, and Performance: An International Comparison (Office of the Comptroller of the
Currency, Economics Working Paper No. 97-6, 1997), available at
http://www.oce.gov/publications/publications-by-type/economics-working-papers/1999-1993/97-6txt.pdf
[hereinafter Barth et al., I]. A shorter version of that paper was published in Managerial Finance. See James R.
Barth, Daniel E. Nolle & Tara N. Rice, Commercial Banking Structure, Regulation, and Performance: An
International Comparison, 23 MANAGERIAL FIN., no. 11, 1997, at 1 [hereinafter Barth et al., II].

? Section LB of the current paper summarizes the nature of, and includes a link to, the World Bank’s Bank
Regulation and Supervision Survey. See infra Section I.B and notes 7-8. Especially for the earlier surveys,
much of the work was directly undertaken or heavily influenced by one of this article’s authors, James R.
Barth, in cooperation with Gerard Caprio, Jr. and Ross Levine.

* Beginning in the mid-1990s and carrying on to the present, large-scale and, in a number of cases, global
financial crises succeeded each other in rapid succession (including the East Asian crisis, the Dot-Com bubble
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The article is organized as follows. Section I describes the nature of our data
set, focusing on key facets of its two major components. Our “then” component is the
1993 data drawn from our original Barth, Nolle, Rice study (“BNR”) of banking
structure, regulation, and supervision in nineteen developed market economies. Our
“now” data set centers on 2011-2013 and is primarily drawn from the most recent World
Bank survey. Section II briefly highlights several basic changes in banking system
structure revealed by comparing the 1993 and 2011-2013 data. Section III presents
information on banking regulation across countries and over time, focusing on three
broad areas: (1) “banking powers,” by which we mean the degree to which regulations
(and other laws) allow banks to engage in activities beyond their “traditional” deposit-
taking and lending; (2) capital requirements; and (3) deposit insurance schemes.
Section 1V considers several key supervisory practices, including the nature of bank
examinations, consumer protection measures, and reliance on market discipline in the
form of external auditing. The last section summarizes and concludes.

I. INTERTEMPORAL CROSS-COUNTRY DATA SET

When we undertook our original research in the mid-1990s, cross-country
comparisons of any aspect of banking were relatively rare, and those that existed were
limited in scope in two basic ways. First, with the exception of the United States and a
few other countries, publicly available data on a national basis describing not only
banking regulation and supervision, but even basic banking structure such as the
number of banks, measures of bank size, and concentration in the banking industry was
difficult and expensive to come by. Second, as a consequence of this, the international
comparisons that appeared from time to time covered a small number of countries—
typically, six or fewer.* This section begins by briefly summarizing how we (i.e., Barth
and Nolle, for the BNR work) responded to this situation, in a manner well beyond what
had been attempted by anyone else, by constructing the first “modern” cross-country
data set on banking structure, regulation, and supervision across a wide range of
countries. It is that original data that we draw upon for the “then” (mostly 1993)
component of the data set used in the current article. Subsection B summarizes the
nature of the “now” (2011-2013) component of the data set for this article, briefly
explaining its direct connection to our original 1993 work.

A. Our “Then” (1993) Data: Genesis, Construction, Contents

Facing the paucity of readily usable data outlined above, we took action on two
fronts, ultimately combining the resultant data into what at the time was by far the
largest such integrated cross-country data set. We explored the contents and mastered
the use of the BankScope database, which provides private sector data covering basic
structure, balance sheet, and income statement data on a bank-specific basis for (most)

and bust, the global mortgage market bubble and bust, which generated the 2008-2009 global financial market
crisis, and the Furopean sovereign debt crisis).
* See Barth et al., I, supra note 1, for a discussion of and citations to the representative literature at that time.
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publicly traded banks in a wide range of countries. Up to that point, this BankScope
data had been used almost exclusively to construct analyses of peer groups of
competing banking companies for purposes of furthering the business interests and
market share, among other reasons, of clients subscribing to the company’s database.’
We realized that, subject to careful filtering and other measures, we could build a
country-by-country bank-specific data set useful to describe in a systematic and
comparable way the banking system “landscape” for selected countries.

We also needed country-specific data on regulatory and supervisory practices.
No such database existed, nor could a wide-ranging one be built by scouring country-
specific sources. Under these circumstances we obtained the permission of the relevant
authorities at the U.S. Office of the Comptroller of the Currency (OCC), where two of
the authors of the current paper, Barth and Nolle, were at that time employed (as indeed
was the third coauthor, Rice), to ask bank regulatory authorities in selected countries for
relevant bank structure, regulatory, and supervisory information.® To do so necessitated
the construction of a carefully designed survey instrument, and the composition of the
appropriate official letters of inquiry. It also required what to this day we remain most
grateful for: expert, cooperative responses to the survey from supervisory authorities in
eighteen foreign countries. (The U.S. data we were able to provide ourselves.)

The regulatory and supervisory information for 1993 (and, in some cases,
1995) presented in the remainder of this article is from the original BNR data set which,
it should be noted, covered more dimensions of regulation and supervision than are
addressed in the current article. Our “then” component also includes country-specific
data on the macroeconomy and size and composition of the financial services industry.

B. Our “Now” (2011-2013) Data, and the Comparability of Our “Then” and “Now”
Data Components

The World Bank has collected detailed information on the banking systems by
administering, to date, four surveys filled out by supervisory authorities in roughly 180
countries.” Each succeeding survey has refined the existing material in an effort to elicit
standardized, closely comparable information from respondents and enhance the
analytic utility of the data collected, and each has added questions to the preceding
survey.8 Our “now” (2011-2013) component draws on selected aspects of World Bank

* BankScope is owned and maintained by Bureau van Dijk, IBCA. See Our Products, BankScope, BUREAU
VAN DUK, http://www.bvdinfo.com/en-us/products/company-information/international/bankscope (last visited
May 16, 2014).

® When the Barth, Nolle, and Rice (Barth et al., I) paper was produced, James R. Barth was a Visiting Scholar
at the OCC; Daniel E. Nolle was (and remains) a Senior Financial Economist at the OCC; and, at that time,
Tara N. Rice was a Research Assistant in the Economics Department of the OCC.

7 James R. Barth, Gerard Caprio, Ir. & Ross Levine, Bank Regulation and Supervision in 180 Countries from
1999 to 2011, 5 J. FIN. ECON. PoL’Y 111, 111-12 (2013) [hereinafter Bank Regulation and Supervision in 180
Countries |; see also Bank Regulation and Supervision Survey, WORLD BANK,
http://econ.worldbank.org/WBSITE/EXTERNAL/EXTDEC/EXTGLOBALFINREPORT/O, print: Y~isCURL:
Y~contentMDK:23267421~pagePK:64168182~piPK:64168060~theSitePK:8816097,00.html (last visited Mar.
18, 2013).

§ The first World Bank’s Bank Regulation and Supervision Survey, covering the 1998-2000 period, included
175 questions and was completed by 107 countries; the second survey, covering 2003, expanded coverage in
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survey IV, adding to that recent macroeconomic and financial system size and
composition data from other sources.’

For the combined data set, several observations warrant special attention. It is
important to note that there are direct, significant links between the World Bank surveys
and the original BNR work. The most important of those links is personal, in the
following sense: not long after completing his term as a Visiting Scholar at the OCC,
Barth accepted a visiting position at the World Bank. While there, Barth, along with
Gerard Caprio (who at the time was employed at the World Bank), and Ross Levine
(who at the time was a Visiting Scholar at the World Bank), became one of the three
main architects of the first World Bank survey, and continued to contribute to the
construction of subsequent surveys. Those three were also instrumental in creating and
systematizing empirical methods for interpreting and analyzing survey results. In
addition, Barth was able to use data he and Nolle collected by re-surveying their
original set of countries in 1997 and 1998 to augment and filter data collected in the
first World Bank survey.

The above discussion shows the strong conceptual and empirical connection
between the two parts of the data set used in the current study. Nevertheless, it is
important to point out that in some cases it is not possible to make direct comparisons
between the 1993 and 2013 components of our current data set. Although conceptually
the two components cover the same topics, in selected cases the underlying definitions
are different and/or the level of detail is different. Difficulties with data comparability
across time are noted in the discussion of several topics covered in Sections II, III, and
V.

C. Country Coverage

A third feature of our combined data sets—our country sample—is also worth
special consideration. The World Bank surveys cover roughly 180 countries, while the
BNR data covers a much smaller group of nineteen countries, which define the “cross-
country” dimension of our current study.lo Table 1 lists the specific countries.''

It is worthwhile to consider the factors motivating BNR’s selection of
countries. Each country in the original study was included because its national banking
system was large, and/or because it was a member of at least one of the international
groups regarded at the time as being particularly influential, namely, the G-10 or/and
the European Union. Those nineteen developed market economies (“DMEs”) include
G-10 (only) members Canada, Japan, Switzerland, and the United States; E.U. members
which were also G-10 members (Belgium, France, Germany, Italy, the Netherlands,
Sweden, and the United Kingdom); and the then-remaining E.U. members not part of

two dimensions by asking 275 questions which were completed by 152 countries; Survey III, covering 2006,
completed by 142 countries, contained more than 300 questions; and Survey IV surveyed 180 countries and
was fully completed by 2012 by more than 125 countries. The current article draws on Survey IV. For full
details of the surveys, see Bank Regulation and Supervision in 180 Countries, supra note 7, at 112-13, and
Bank Regulation and Supervision Survey, supra note 7.

° For a list of these sources, see citations in Tables 1-3.

'© See infra Table 1.

"' See infra Table 1.
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the G-10 (Austria, Denmark, Finland, Greece, Ireland, Luxembourg, Portugal, and
Spain).

BNR’s criteria for selecting countries are outdated now. One obvious change
is that the European Union includes many more member countries currently (twenty-
eight total in 2014)." In addition, the G-10 has faded in significance as an important
multilateral group. One now speaks of the G-7 countries and, perhaps more
importantly, the G-20, as Nolle argues in a forthcoming publication.”® As indicated in
Table 1, our nineteen DMEs as a group accounted in 1993 for very large shares of world
GDP (77%), banking assets (86%), stock market capitalization (83%), and bond market
activity (76%).'* By 2013, while still substantial, group world shares had declined in
every category.15 The main reason for that trend is well known: a number of emerging
market economies (“EMEs”) had become big players. Table 2 focuses on the three most
important EMEs over time in this respect: China, India, and Brazil. The table shows
that all three rose among the ranks of the top ten economies over the past two-plus
decades, and that their combined share of world economic activity more than doubled
over that time."

II. KEY CHARACTERISTICS OF BANKING INDUSTRY STRUCTURE:
CHANGES OVER TWO DECADES

Following the structure of the discussion in BNR, in this section we present
and discuss cross-country data on several basic characteristics of banking industry
structure in 1993 and in 2013. Table 3 focuses on various gauges of banking industry
size and concentration.'” It is important to note at the outset that the two data
components use different definitions of the term “bank.” The respective underlying
data sets (i.e., BNR and World Bank survey) can be consulted for complete details, but
what we highlight here is that the BNR definition is narrower, for most countries, than
that used by the World Bank surveys.18 The first left-hand column heading in Table 3
makes this clear. Banks, as narrowly defined for the 1993-based data collected by
BNR, accounted in many countries for less than 100% of bank-like depository
institutions; while in the 2011 World Bank data, banks comprised most, or all, of what
the World Bank survey terms bank-like “credit institutions.”"’ Interestingly, even with

12 See EU member countries, EUROPA.EU, http://europa.eu/about-eu/countries/member-countries/index_en.htm
(last visited Mar. 30, 2014).

" See infra Table A.1 for a list of the G-20 members, as well as a clear indication of the relative economic and
financial market “heft” of that group. For a detailed explanation of the G-20’s rise to prominence after the
2008-2009 global financial crisis, see Daniel E. Nolle, Who’s in Charge of Fixing the World’s Financial
System? The Under-Appreciated Lead Role of the G20 and the FSB, FIN. MARKETS, INST. INSTRUMENTS
(forthcoming), available at http://papers.ssrn.com/sol3/papers.cfm?abstract id=2354395,

' See infra Table 1.

'3 See infra Table 1.

'8 See infra Table 2.

'7 See infra Table 3.

Compare Barth et al., I, supra note 1, with Bank Regulation and Supervision Survey, supra note 7.

' See infra Table 3. Basically, BNR asked countries to respond about depository institutions equivalent to the
U.S. concept of “commercial banks.”
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a somewhat wider definition of what constitutes the banking industry in the 2013 data,
in one country, Austria, banks made up a smaller portion of all credit institutions in
2013 than in 1993.%

The banking-assets-to-GDP columns in Table 3 provide a measure of the
relative economic importance of countries’ banking industries.”’ This standard metric
compares a stock concept, bank assets, to a flow, GDP, but even so the intuition behind
the measure is useful, especially when one compares the figures across countries.
Focusing first on comparisons for a single time period, one can say, for example, that in
1993 the banking system of the France, whose assets totaled about 104% of GDP, was—
relative to that country’s economy—about twice as big as the banking industry in the
United States, which accounted for about 56% of U.S. GDP.2?

Even though the two time periods differ in their definitions of what constitutes
a bank, looking across the two time periods yields insight. Several points stand out
when one ranks the countries in each time period from biggest to smallest in terms of
the size of their banking systems relative to GDP (ranking not shown in the table).
Country rankings vary considerably between the two time periods, with some countries
moving up, and some moving down in 2011 compared to their rank in 1993. However,
about half (eight) of the countries for which there is data in both time periods show
roughly the same assets-to-GDP size in both time periods, an indication that banking
industry growth was roughly in line with growth of the economy.” Five countries show
about a doubling in the banking-assets-to-GDP ratio in 2011 compared to 1993, and for
these it is not possible on the basis of this information alone to say how much of the
difference in ratios was due to definitional differences between the periods, and how
much due to differences in the growth of the banking industry compared to economic
growth overall.* Only two countries, Switzerland and Ireland, show a ratio in 2011
multiple times that in 1993;% the factors at work in those cases bear additional
investigation, but that is beyond the scope of the current article.

Table 3 shows data for both time periods on the ratio of bank deposits to bank
assets.” The relevant columns in Table 3 are labeled as “Bank Funding” due to the fact
that deposits, on the liabilities side of the bank balance sheet, in effect are an important
source of funding for banks’ assets-side activities, including, in particular, credit
extension. Indeed, deposits are commonly the biggest single source of funding for
banks’ assets-side activities. Although types of deposits vary in volatility and
riskiness—demand deposits are very stable, while deposits made by institutional
investors are less so—overall deposits are a more stable source of bank funding than
other sources such as short-term funds borrowed from other financial institutions. At
both the national and international levels, policy makers’ emphasis, post-2008-2009
financial crisis, on the nature and volatility of funding continues to increase, and it is

2 See infra Table 3.
! See infra Table 3.
2 See infra Table 3.
B See infra Table 3.
* See infra Table 3.
» See infra Table 3.
% See infra Table 3.
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fair to say that official concerns in this regard are on a par with the attention given to
stronger capital requirements.

In that context, several observations about the data in Table 3 bear
consideration. First, as the table shows, in five of the nineteen countries in 1993 (the
United States, Japan, Canada, Greece, and the United Kingdom), deposits funded two-
thirds or more of banking assets, while, in the rest, the deposits-to-assets ratio was
below that, in some cases substantially so.”” By 2011, for five of the seventeen
countries for which we have the relevant data, deposits-to-assets ratios were at or above
the two-thirds of assets level, and, of those, only the United States and Canada crossed
that threshold in both time periods.28 Second, in 2011, nine countries out of the
seventeen for which we have data saw their bank deposits-to-assets funding ratios
drop.” Finally, in 1993, when far less attention was devoted to funding issues, thirteen
of the nineteen countries (68%) relied on deposits for a little over half, or less, of
banking industry funding.*® But, by 2011, despite the sea change in the emphasis that
supervisors and policy makers worldwide place on bank funding volatility and stability,
nearly the same proportion of countries—65%—evinced this funding pattern.31

The far right-hand columns in Table 3 add a final perspective on banking
industry structure. Specifically, the three-firm concentration ratio shows the percent of
all banking system assets accounted for by the biggest three banks in a country.*® For
the majority of countries, in both time periods, the three-firm concentration ratio is
above 50%, generally substantially so.”* Furthermore, broadly speaking, the change in
that ratio, for a given country, is not particularly large for the more narrowly focused
definition of “banking” in 1993 compared to 2011. The larger point is this: in most
countries, including the clear majority of the nineteen where the banking industry has a
large role in the overall economy, the very largest banks dominated the banking
industry twenty years ago, and continue to do so now.* Under those circumstances, the
post-2008-2009 financial crisis emphasis, at both the national and international levels,
placed on policy measures to mitigate risks posed by systemically important banks
(“SIBs™) seems well-justified.*

7 See infra Table 3.

% See infra Table 3.

¥ See infra Table 3.

* See infra Table 3.

' See infra Table 3.

2 See infra Table 3.

3 See infra Table 3.

¥ See infra Table 3.

For a detailed discussion of global policies to address SIBs, see James R. Barth, Chris Brummer, Tong Li &
Daniel E. Nolle, Systemically Important Banks (SIBs) in the Post-Crisis Era: ‘The’ Global Response, and
Responses Around the Globe for 135 Countries, in THE OXFORD HANDBOOK OF BANKING (revised ed.
forthcoming 2014), available at http://papers.ssrn.com/sol3/papers.cfm?abstract id=2294641. For a
comprehensive discussion of the role of the Basel Committee on Banking Supervision, the G20, and Financial
Stability Board on this issue, see Nolle, supra note 12.For a comprehensive discussion of the role of the Basel
Committee on Banking Supervision, the G20, and Financial Stability Board on this issue, see Nolle, supra note
13.
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III. CHANGES IN BANKING REGULATION OVER TWO TURBULENT
DECADES

There are many dimensions to bank regulation. As the development of
succeeding generations of the World Bank’s survey illustrate, it is a challenging task to
comprehensively identify all relevant dimensions of regulation and supervision, much
less figure out precisely how to measure them.*® That challenge is magnified, of course,
by another challenge: constructing and administering a survey mechanism that faithfully
reflects concepts and metrics. With that in mind, we note that our original data
collection and research efforts were animated by the thought that more information,
even if less than comprehensive, is better than less information. The result, in concrete
terms, was our selection at that time of what we judged to be a useful start, wherein we
focused on three major dimensions of regulation: (1) “banking powers,” i.e., the nature
and degree of limitations or restrictions on banks in engaging in non-traditional
activities and ownership opportunities considered to be ‘“non-traditional” for
commercial banks; (2) capital requirements; and (3) deposit insurance schemes. The
current article follows our original research in focusing on these three important aspects
of regulation.

A. Banking Regulation: Banking Powers

Our original BNR research explains that an important indicator of the nature of
the regulatory regime in a country is the degree to which banks are allowed to engage in
financial activities beyond the “traditional” banking functions of taking deposits and
making loans.” Table 4 presents a summary of the detailed information they collected
from national regulatory and supervisory authorities (as of 1995) on “banking
powers.”38 Specifically, that term covers banks’ powers to offer securities (stock
market) services (including sales and underwriting), insurance services, and real estate
services to their customers; and the degree to which the integration of banking and
commerce was permitted in the nineteen DMEs.

Our first-ever data collection and analysis efforts in this respect guided
important parts of the construction and interpretation of World Bank survey work, and,
as a result, there is strong commonality, conceptually, between the original BNR work
and subsequent World Bank work. It is important to note here, however, that there are
substantial differences between the two data sources. Broadly speaking, our original
survey was at the time viewed by us, and respondents at regulatory and supervisory
agencies in the nineteen countries, as a “one-time” exercise. In consequence, we felt
justified in asking for a degree of narrative detail that would be inappropriately
burdensome to ask for in a regularly repeated survey such as the World Bank’s.
However, the World Bank’s data covers an increasingly wide range of information
because the World Bank continually refines the nature and number of precisely targeted
questions on regulation and supervision asked in its survey. In the end, because the two

% See Bank Regulation and Supervision, supra note 7.
7 See Barth et al., I, supra note 1 (manuscript at 12).
*® See infra Table 4.
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data sets differ substantially in the structure and qualitative nature of the data they
collect on banking powers, we have chosen, as the construction of Table 4 reveals, to
deviate from the kind of straightforward now-and-then presentation used in many of the
other tables in this article. Table 4 includes, for each of the nineteen DMEs, “mini-
narratives” summarizing the information BNR collected from national authorities for
each of the five “banking powers.™ And, although it was not possible to configure
relevant World Bank survey data similarly, we include in the far right-hand column an
overall assessment of how the World Bank survey IV data compares to the detailed data
for 1995.%

As BNR originally observed, the degree of variation across countries in
permissible banking activities and ownership options is wide enough to make
generalizations about what constitutes “standard practice” difficult, with the one (rough)
exception that no country had a “split personality” with respect to banking powers.
That is, it was never the case that any country was very restrictive on some powers and
at the same time very liberal on the remaining powers. Rather, a country that was fairly
restrictive in the case of a given power was also at least somewhat restrictive toward the
others, while countries that were the least restrictive on several powers were also no
more than moderately restrictive (if that) toward the others. As a consequence, BNR
explain their method for categorizing countries into several different groups, based on
the at least rough similarity among group members in the degree of restrictiveness they
impose on banks engaging in the five non-traditional “powers.”

For the purposes of the current article, the following discussion consolidates
BNR’s groupings into two basic categories, based on the BNR groupings and the
existence of relevant data for 2011. The two groupings for this article, for the sixteen
countries for which we have 2011 data are (1) countries with, overall, somewhat
narrower powers (Italy, Belgium, Canada, Greece, and the United States), and (2)
countries with, overall, somewhat wider (or at least less restrictive) powers (the
remaining eleven countries).*’ The remainder of this section focuses on how countries
were evaluated on the overall nature of the change between their 1995 “powers” status
and our assessment of their 2011 status, as summarized in the far right-hand column of
Table 4.%

It is difficult to justify a firm a priori expectation for any given country, or for
all nineteen DMEs as a group, with respect to the nature of the change in banking
powers regulation between 1995 and 2011. On the one hand, astounding advancements
in information technology and financial engineering, combined with increasing
emphasis, pre-2008-2009 financial crisis, on the benefits of less restrictive banking and
financial markets argue for an overall trend of greater banking powers liberalization,
regardless of a given country’s banking powers status twenty years ago. On the other
hand, by 2011, policy makers had begun to implement measures aimed at mitigating
systemic risk. Hence, one could expect to see, overall, a tightening up on the range of

% See infra Table 4.
* See infra Table 4.
* See infra Table 4.
* See infra Table 4.
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activities and ownership opportunities in which banks can engage, relative to an earlier
era.

In that event, the information in Table 4 justifies neither presumption. Among
the eleven countries with relatively wide banking powers in 1995, nine (Austria,
Switzerland, United Kingdom, France, Netherlands, Finland, Ireland, Portugal, and
Spain) retained a similar degree of “wide-ish” banking powers in 2011, while only two
(Denmark and Luxembourg) decreased banking powers somewhat.” Under those
circumstances it is hard to conclude that the trend in banking powers was either toward
greater liberalization or more restrictiveness.

The conclusion for the five countries with rather narrow or more restrictive
banking powers in 1995 is, if anything, even less clear. Two countries in the formerly
“narrower powers” group, Belgium and the United States, increased banking powers by
2011 compared to 1995.* In the case of the United States, and despite recent measures
implemented under the post-crisis enactment of the Dodd-Frank Act,* that posture
derived, in part, from two factors: (1) the enactment of the Gramm-Leach-Bliley Act of
1999 allowing for greater integration of banking and commerce; and (2) the decades-
long movement toward wider powers at the bank holding company level as compared to
the individual bank level.¥’ Even so, this evidence partially supporting the a priori
expectation that, at least for the formerly more restrictive countries, the trend will be
toward wider banking powers, is contradicted by the fact that two of the narrower
powers countries, Italy and Greece, decreased banking powers by 2011.*

B. Banking Regulation: Capital Requirements

Capital regulations have long been important in the banking industry so as to
limit the extent to which individual banks are able to leverage. Higher capital
requirements lead to lower leverage, so that it takes larger losses to wipe out the equity
of a bank. Setting minimum capital requirements is therefore a way to provide a
cushion to lessen the likelihood of insolvency of a bank due to losses. The Basel
Committee on Banking Supervision (BCBS) in 1988 issued guidelines calling for a
minimum capital requirement of 8% of risk-weighted assets, known as Basel 1.* Most
countries adopted this proposed requirement for banks.

B See infra Table 4.

* See infra Table 4.

* Dodd-Frank Wall Street Reform and Consumer Protection Act, Pub. L. No. 111-203, 124 Stat. 1376 (2010)
(codified as amended in scattered sections of the U.S.C.).

% Gramm-Leach-Bliley Act, Pub. L. No. 106-102, 113 Stat. 1338 (1999) (codified as amended in scattered
sections of the U.S.C.).

4 See, ERNST & YOUNG, CHALLENGES FOR CENTRAL BANKS: WIDER POWERS, GREATER RESTRAINTS (2012),
http://www.ey.com/Publication/vwLUAssets/Challenges for central banks wider powers greater restraints/$
FILE/Challenges for central banks wider powers greater restraints.pdf.

* See infra Table 4.

4 BASEL COMM. ON BANKING SUPERVISION, THE NEW BASEL CAPITAL ACCORD: AN EXPLANATORY NOTE 3
(2001), available at
http://www.bundesbank.de/Redaktion/EN/Downloads/Tasks/Banking supervision/the new basel capital acco
rd an_explanatory note.pdf? blob=publicationFile.

241

Published by Scholarly Commons at Hofstra Law, 2014



Journal of International Business and Law, Vol. 13, Iss. 2 [2014], Art. 2
THE JOURNAL OF INTERNATIONAL BUSINESS & LAW

However, the composition of capital satisfying this requirement varied among
countries. This is clear from the information for the nineteen DMEs in Table 5a.”° All
the countries allowed subordinated term debt to be included as a component of
regulatory capital in 1995, while at the same time only three countries allowed for the
inclusion of investment in the capital of other banks and financial institutions.”" In the
case of the other ten potential components of capital, there was substantial variation
among the nineteen countries as to which of them were allowable.*® This means that,
although all the countries may have reported that banks met the minimum capital
requirement, the degree of leverage allowed still could have differed fairly widely due
to the variation in the items that were allowed to satisfy this requirement.

In 2004, the BCBS issued Basel II as an improvement upon Basel 1.** Most
countries had implemented Basel II by 2011, although the United States had not due to
the global financial crisis that fully emerged in September 2008.>* Then, as a result of
the crisis, Basel III was proposed in 2010-2011 to be implemented in phases over the
period 2013-2018.7 We can therefore still compare differences in the allowable
components of regulatory capital under Basel 1 and Basel II. This is done using the
information in Table 5a for 1995 and Table 5b for 2011.°° Based on available
information, one finds that, in contrast to some variation among countries as to whether
goodwill and other intangibles are allowable components of regulatory capital in 1995,
all of the countries exclude these items in 2011.>" With regard as to whether the other
items are allowable components of capital, the degree of variation among the countries
has remained roughly constant over the fifteen-year period.

C. Banking Regulation: Deposit Insurance Schemes

To reduce the likelihood, if not completely eliminate, widespread runs on
banks, many countries have established deposit insurance schemes over time. The
United States was the first such country to do so in 1933 Of course, a deposit
insurance scheme creates more hazard problems. Depositors who are protected from
losses in case a bank suffers losses have no incentive to monitor the risk-taking
behavior of that bank. This may provide an incentive to the bank to engage in
excessively risky activity. Countries may design a deposit insurance scheme with

0 See infra Table 5a.

5! See infra Table 5a.

32 See infra Table 5a.

3 BASEL COMM. ON BANKING SUPERVISION, INTERNATIONAL CONVERGENCE OF CAPITAL MEASUREMENTS
AND CAPITAL STANDARDS (2004), available at http://www .bis.org/publ/bcbs107.pdf.

* Comm. on Econ. & Monetary Affairs, Eur. Parliament, U.S. Implementation of Basel II: Final Rules Issued,
But No Supervisory Approvals To Date, at 10-13 (Oct. 2011) (by John C. Dugan & Jennifer Xi), available at
http://www.europarl.europa.ew/RegData/etudes/note/join/2011/464451/TPOL.-

ECON_NT(2011)464451 EN.pdf.

%5 See BASEL COMM. ON BANKING SUPERVISION, BASEL III: A GLOBAL REGULATORY FRAMEWORK FOR MORE
RESILIENT BANKS AND BANKING SYSTEMS (2010), available at http://www.bis.org/publ/becbs189 dec2010.pdf.
% Compare infra Table 5a, with Table 5b.

57 See infra Table 5a, Table 5b.

% Barth et al., I, supra note 1 (manuscript at 23).
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features so as to limit its generosity, and thereby more hazard. We have rich data on
three main dimensions of deposit insurance schemes: administration of scheme,
coverage, and funding.

Table 6 provides information on the administration and membership of the
deposit insurance schemes for the nineteen DMEs for 1995 and 20117 All of the
schemes were established during the past eight decades and about two-thirds of the
schemes were administered by the government or jointly by the government and
industry in 1995.“ 1In all but three of the countries, membership in the scheme was
compulsory in that same year.®’ In contrast, there was a slight increase in the
administration of the system by the private sector and membership was compulsory for
all domestic banks and foreign bank subsidiaries in 2011.* Information on membership
by foreign bank branches was also available in 2011 but not in 1995.% In this case,
membership was nearly equally divided between compulsory and voluntary for these
branches among the deposit insurance schemes.*

Information on the coverage protection of the deposit insurance schemes is
provided in Table 7.% There was substantial variation in the extent or the amount of
coverage in 1995 as compared to 2011.% The reason for many more countries providing
the same amount of coverage in the later year is due to the formation of the European
Union. The member countries eventually agreed to provide the same level of
coverage.”” In 1995, moreover, every country but one excluded interbank deposits from
coverage, whereas in 2011 these deposits were offered protection in all but five
countries.” Another major difference between the two years is that all but two countries
provided coverage protection for foreign-currency denominated deposits in 1995.%
However, in 2011, only four countries offered such protection for these deposits.70
Information available in 2011 but not in 1995 also indicates that more than 80% of the
countries provide coverage protection for the deposits of foreign subsidiaries.”" Clearly,
not all countries provide the same amount or scope of coverage protection in their
deposit schemes.

The third dimension of deposit insurance schemes is funding. The schemes
may be funded ex-ante and ex-post. For both 1995 and 2011, the number of scheme
funded either ex-ante or ex-post was about the same, with roughly two-thirds funded ex-

¥ See infra Table 6.

8 See infra Table 6.

6 See infra Table 6.

62 See infra Table 6.

8 See infra Table 6.

 See infra Table 6.

% See infra Table 7.

6 See infra Table 7.

67 See Int’l Monetary Fund, Deposit Insurance Technical Note, IMF Country Report No. 13/66 (Mar. 2013),
available at http://www.imf.org/external/pubs/ft/scr/2013/cr1366.pdf.
& See infra Table 7.

¥ See infra Table 7.

™ See infra Table 7.

" See infra Table 7.
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ante.” There were differences among the deposit insurance schemes with respect to the
base on which premiums were levied, typically being either insured deposits or total
deposits for both years.” Interestingly enough, the percentage of schemes with risk-
based premiums in 1995 doubled by 2011.7* Yet, in the latter year, only about half of
the schemes included risk-based premium.”

IV. BANKING SUPERVISION

The two data sets (especially the World Bank survey data) from which our
current data is drawn cover more dimensions of banking supervision than our current
combined data set does. This is because of a substantial degree of incomparability
between the underlying data sets on this topic. Nevertheless, there are two key
dimensions of banking supervision where we can make some headway, including
consumer protection regulations and emphasis on market discipline via external
auditing.

Table 9 shows that roughly two-thirds of the countries providing information
indicating that there were consumer protection laws in existence or the bank regulatory
agency had powers relating to consumer protection laws in both 1993 and 2011.7¢
Interestingly enough, some countries answered “Yes” in one year but then answered
“No” in the other year, including Belgium, Canada, Greece, Netherlands, Switzerland
and United Kingdom.” However, the questions for the two years are worded
differently, which may have led to answers that are not directly cornparable.78 For
example, France indicates that consumer protection laws exist, but not specifically for
banks.” It may therefore be the case that consumer protection laws exist even in those
countries indicating the lack of bank regulatory agency to take actions based on such
laws.

External audits are deemed to be quite important for banks as indicated in the
information in Table 9.% All of the countries providing information required external
audits in 1993.%' However, Italy only required them in the case of banks quoted on the
stock exchange, and the United States excluded audits for banks with less than $500
million in assets.® In 2011, all of the countries providing information also required
external audits, but without any country indicating any qualifications.83

™ See infra Table 8.
" See infra Table 8.
™ See infra Table 8.
™ See infra Table 8.
® See infra Table 9.
" See infra Table 9.
™ See infra Table 9.
™ See infra Table 9.
% See infra Table 9.
8 See infra Table 9.
8 See infra Table 9.
8 See infra Table 9.

3

244

http://scholarlycommons.law.hofstra.edu/jibl/vol13/iss2/2



Barth et al.: Banking, Structure, Regulation, and Supervision in 1993 and 2013:
BANKING STRUCTURE, REGULATION, AND SUPERVISION IN 1993 AND 2013

Much more information regarding audits was available in 2011 as compared to
1993.% One important piece of information is whether the audit is conducted in
accordance with International Standards on Auditing (ISA). In two-thirds of the
countries, this is the case.®® However, the United States does not require auditors to
comply with ISA.* The importance of this type of difference means that the balance
sheets of banks in countries using different standards of auditing are not directly
comparable. The other three important pieces of information regarding audits relate to
whether auditors are required to report information regarding the nature of their
opinions, the safety and soundness of a bank, and illegalities of officers or directors to
the supervisory agency. In more than 80% of the countries in each of these areas, such
information was required to be reported.87 The United States, however, does not require
auditors to inform bank supervisors when they intend to issue qualified opinions on the
accounts of a bank.*

V. SUMMARY AND CONCLUSIONS

We began this article by observing that it is reasonable to ask, after two
decades of extreme turbulence in banking and financial markets around the world, what
the status of banking regulation and supervision is. As we explained Section I, our
unique starting point for answering that question comes from the fact that two of us
developed and analyzed the first, and therefore the oldest, detailed, multi-country
database on banking regulation and supervision. We explain the nature of the
approximately twenty-year (1993-2013) perspective that data gives us, combined with
the most recent World Bank survey data, in a series of tables highlighting major aspects
of banking regulation and supervision across the nineteen developed market economies
originally examined by Barth, Nolle, and Rice in 1997. We showed that, although the
ascendance of several emerging market economies—including, in particular, China—
over the past twenty years diminished the share of world banking “heft” accounted for
by those nineteen DMEs, they nevertheless still account, as a group, for the majority of
world banking and financial activity.

Our review of key aspects of banking market structure yielded the “big picture”
conclusion that the business of banking has gotten riskier in at least two systemic ways,
amid a continuing sequence of regional and banking crises, and despite the inevitable
flurry of policy responses to the perceived causes of those crises. First, our data on
banking concentration ratios show that the very largest banks continue to dominate the
industry in almost all of the nineteen countries; further, that data, combined with our
data on the huge size of the banking industry relative to overall economic activity, show
the particularly crucial role played by a handful of the very largest banks in most of the
countries.

8 See infra Table 9.
% See infra Table 9.
% See infra Table 9.
8 See infra Table 9.
8 See infra Table 9.
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Our examination of data on banking industry structure over the two time
periods points to a second way in which banking has grown riskier. Despite repeated
policy initiatives to address negative systemic impacts from banking activities gone
awry, our data on banking industry deposits-to-assets ratios indicate that, in most of the
nineteen DMEs, the stability of bank funding practices in 2011 remains much as it was
two decades ago.

Whether improvements in regulation and supervision can offset these and other
factors remains to be seen. Sections III and IV contribute to taking the necessary first
step in addressing that question by describing key aspects of the bank regulation and
supervision “landscape.” Section III focuses on three dimensions of bank regulation:
banking powers, capital requirements, and deposit insurance schemes. The first part of
Section III looked at data from both 1995 and 2011 on “banking powers,” i.e., the
degree to which the nineteen DMEs restrict the extent to which banks can engage in
securities, insurance, and real estate services, as well as the extent to which the
integration of banking and commerce is restricted by ownership options. We found no
clear-cut trend across the nineteen DMEs over time of either increased liberalization or
increased restrictiveness of banking powers. That finding strikes us as a bit of a
surprise, given the substantial energy policy making authorities at the national and
international levels have devoted to mitigating systemic risk, especially in the wake of
the global financial crisis of 2008-2009.

Our brief review of the nature of capital requirements across countries and over
time in Section I1I did not yield the same kind of surprise, but offers food for thought.
It is clear that all nineteen of the DMEs agree that upgrades in capital requirements, as
embodied in Basel II (and, by inference, Basel III) are crucially important. However,
the key take-away from the data in Tables 5a and 5b is that countries vary widely—
perhaps too widely—in how, exactly, they have chosen to implement higher capital
requirements. Section III ends by considering a wealth of details on deposit insurance
schemes in 1995 and 2011. A basic finding from the discussion is that there has been a
broad trend to increase the scope of these schemes. Section IV highlights several
elements of banking supervision across the nineteen DMEs. Perhaps, most importantly,
the data show that, at least via the channel of external audit requirements, most
countries have beefed up their commitment to market discipline.

Our data allow us to paint a useful, even if not comprehensive, landscape of
banking around the world. Furthermore, our two-decade timeframe provides a context
for reflecting on what can be said about long-run trends. One possible train of thought
in that vein starts with the well-known fact, as revealed in our analysis, that there are
substantial differences across countries in the composition of the elements of
internationally agreed capital requirements. Move on then to our conclusion that the
very largest banks retain the same kind of dominance in 2011 as they did twenty years
ago (before the continued occurrence of evermore serious financial crises), and that at
least in the case of some basic banking activities, including in particular funding
practices, the nature of systemic risks seems to have remained the same, if not
worsened, over time. One could then mix in the fact that in at least one respect—scope
of coverage—deposit insurance schemes have changed in a way that encourages moral
hazard behavior. The final observation, that there is some evidence, in looking at trends
in external auditing requirements, that countries are placing more emphasis on market
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discipline. Taken as a whole, these observations suggest that there is much, much more
work to be done to address banking risks, and to collect and analyze additional data to
help us understand how well banking policies and practices are succeeding around the
world.
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Table 2, Top 10 Countries, Ranked by GDP hased on Purchasing-Power-Parity

1950 2000 2013
1. United States United States United States
2. Japan Japan China
3 Germany Lhina India
& France Germany japan
5: italy India Germany
6. United Kingdom France Russia
7 China United Kingdom Brazil
8, Brazil Italy. United Kingdom.
8, India frazil France
18, Mexica Russia Mexico
Share of World GDP{%)
United States 251 240 18.3
European 15% 479 408 29.0
Brazil, Chiba, India 104 136 238

Source: janat Fund’s World

* Earopean 15 refers torthe list of Earopean. catintries isted in Tabla 1.
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Table 3. Banking Structure in the 19 DMEs {1993 and 2011)

ok share.of. Banking Assets Bank Funding: 3irm
A Créckit instimutions to GDP Deposits to Assets Con;amraﬁou Ratio
[ () )

1843 2011 1993 2018 1993 2011 1993 w1
United States 71y 500 557 655 3 s 133 36
Switzerkind 981 99.7 538 3784 563 5.5 79.8 857
Japan . i 2364 1781 632 . 283 .z
Canada 80.3 A, g8 CER 783 6.3 552 55i8
Austiia 285 29 1207 1358 578 0 614 577
Selgiurn 1000 1006 1488 11532 0.5 652 244 5.3
Denmark na, 160:0 265 na. 536 250 837 817
Firtland 734 100,0 87.2 98z 258 270 938 94.8
Fisnte 514 000 1038 150.2 03 452 436 538
Germany. 2746 a8, g2 1286 48 60.9 895 774
Greece 739 918 8.7 1289 B4 545 2,3 56.0
frefand 814 160.0 523 284.4 378 3 936 B7.0
italy T4 1600 833 yisE 5.5 T 5.9 6L
Luxembourg 9%8 60,0 e 1888 a2 3 17.2 354
Netherlands 1000 100.0 032 217.7 521 852 580 72
Portugal 8 488 860 2011 80.2 434 381 854
Spali €73 1004 1021 2327 448 2.9 501 728
Sweden 85 na; 1666 na B nE 866 93:4
United Kingdom fia, 1000 106.7 2023 72 500 291 56.0
Sources: The datafor Bankirig Assets fd GOP (%) sre from the Financial and Structul piled by Citid glic-Kunt,
Feyen, and Leving {2012) For Bank Share of Total Assets of Al Credit Institutions, Bank Fundmg, and Firm Doncenmtlon Ratio, the 1993 data
aré-from James R Barch, Danied £, Notie & Tara N, Rice, il Barniking Structure; An
{Office.of the Camptrolier of the Currency; ies Working Paper No. 97-5, 1997), available ot blicat angumncangng—by»

g/ etonomics working-Dapsrs 1999199 3/97- 61 'v swhile the 2011 data ate fror James . Barth, Gerard Capro, Jr, & Ross Leuine, Bank
Regufotion and Supervision in 180 Countries from 1999 fo 2013, 5 J. Fin Econ. PO 114 {2033}, using World Bank Survey W
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Cuerall Mature
Bank in ™ of Change i
Lountry Securities {nsurance Reat Estate Non-nanclal Firms I Commercial Banks Banking Powers
[EL AN
T988F™
Belgiam: Permitted; conducted either directly in Parmittet: conducted dirertly Inthe | Restricted; § fimited to Restrictedt;'si ‘holding miay the £C
‘bank o7 thitigh subsidiaries. No biank Far those achivities licensed iy | Tealestats used i the exerdise of niot exciesd 10% of bank's owri funds. | Seceid Banking Dirctive. However,
Festrictions on bionds, However,s bank. hie Insurance Supemisory Authority, | the 's activities. May and siuch il an the Banking and Finance Commission
iy not Underwiite stock iSsies. No REGUGH insuraiice: i anagent ceatestale | aggregate basis may not i e IRCREASE
fisgwalls mandaped. {subgidiaties), in-which banks can for clients a wiell in real of s ictive thiar
thi ing of mingnity 3 i the EC Second Banking Directive fuolding ak Jedst 5% o the bank’s
‘particigiating nterests, if ¢orain during 3 transition peridd. capltal:
framework conditions e fulfifled.
Denmark Unrestricted; conducted either Permittet; conducted oniy through | Perniitted; banks are p 2 i with the £C Unrestricted; complies with the £C
hanik of through subsidiades. Firewalls are subsidiaries. hald read estate 1.2 buek value not Secomd Banking Directive. However, | Second Banking Directive.
mantated: excerding 209 of the bank's own a bank may-not hold a permanent Howiever, & bank may not without
funds, Real estate n which the bask. - | decisive participation in nonfinancial | supervisory authority have DECREASE
perfoirms banking atkivities arenat firmg. engagenient with a firm that through
intluded in this 20% ation. itxownership of shares of otherwise
Partgage-tredit activity is arly direcly oF indirectly Fas a decisive
perined through s aries. infiugnce an the bank.
Fintand anducted either directly in. Restricted; only seliing of insurance Permitted; may hold real estate and Unrestricted; complies with the £C
‘nank of thiravgh subsidiaries. No firewalls shates In real estate firms tp o 13% Second Banking Dice: Inthe
mandated. of the bank's total assets, either this ficitation, 2 bank may own case of comimercial banks, a is SIVMILAR
disectly in bank or through 100% of the equity in any ot afiowed to vote at the annua!
nanfinancial firr. raeeting with iore than 5% of the
tiota] voting rights presanted at the
mieeting,
Franee. Unrestricted; conduicted eithar dirgcthy in Peroited;. sale of insurance Permitted; eithat condusted directy lies with EC i A
anicor through sibsidiaries. No firewaills ducted | ‘i bankor byt | Setond Banking Divective, Sublectte | Second Banking Directive
Tiandated. dieectly in bank, but underwriting Fimnited t0 109 of The bark's net this limitation & baink may own 100%- SINHLAR
st e done through subsidiaries. income: ok the exquity in-any norfinéncial
firm.
Germany Unrestricted; cohducted directly in bank, ucted a5 principal Permitted s in equity and with EC L
o firewalis mandated. i raaf estate, caloufated sthook value, | Second Banding Directive. Subjectto | Second Banking Dirsctive.
whith are Suppervised by the ey feot eniceed a bank's Hable this ifnitations 3 bank sriay i 100%
Irisurance Soperisohy Office. Capltal, but unlliiited throigh of the ety in any norifinanctal na.
insurance regufation does not aflow subsidiaries. fiem.
any bysiness other than insurance
Dissiness beibg cartiof olit by an
insurance firm; However,  bank
imiay conduct insurance activities ds
agent without réstiictions,
Greete Permittéd; undepuriting mad be Rusticted; sefling of Hmited irect i it i tedl e rglies with EC i enopiles with the BU
condiscted directly in bank, whoreas wombined Bankfinsirande products | “estate Is imited to'S0% of own funds. | Second Sanking Directive, Subjsctio: | Serdnd Banking Directive.
dealing and brokerage mustbe conducted By banks is permitted, but seliing of for Hanking this lim 2 bank may own
theough subsidiaries. Hawever, the sefiing separate insurance: products by activities. Reaf etate investment for | 1003 of the equity inany
of mestual funidls prodicts directly by banks | banks s rot. Thie latter is aliwed Sommercial purposes i ot afifneal firm, DBECREASE

is permitted: Some firewalls ae mandated,
For sxample, persons respansible for the
management of a bank cannot hold similar
positians in a sequrities firm.

‘theckigh hank subsidiaties,

permitted. The setling up of 3
subsichany engaging in reaf estate
managemant reguires:Bank of
Greece permission. Subsidiarias
engaging i real estate development
are considered nonfinancial firms
and are negulated accarding to the
Ef Second Banking Dirgetive,
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Onearall Wature
Bank in i o Change in
Lountry Securities {nsurance Reat Estate Non-nancial Firms In Commercial Banks Bariking Powes
12T v,
L
Spaln i et directhy i bankor | P ; sale of insurance Restricted; generally imited to bank - | Unrestrittéd; complies with the EC Permitted; complies with the £€
theough subsidi t hanbs 60 A6t produicts/services maybe condixted | premises, Real estate and other | Sacond Banking Directive, Subjectto. | Secsid Bankifig Diréctive: Howsier,
‘have direct arcess Yo-afficial stock directly in bank, buit Lnderwriting immobitized . tangible. assets arg.| thislimitation, 2 bank may own 3 nonfinancial firm cannot hoid more
exchianges. No firéwatis mandated. it be dore thaugh subsidiartes. Honited 0 7085 of-own fusids. ‘Banks | 100% oF the equity inany that 20% bf the shares of a rew bank SIMILAR
may. alss hold such assets in | nonfinancial firm, during the first five years of its
payenent.of debis for up o3 years. existerice, | Specified shareholder
thireshalds reguire authotizstion by
the: Bark of Spsin hefore additional
Investment:
Swedan Unrestricted, canucted i sctly in bank oF | Permaitied; bank may aniy sEﬂz Restricted, generally imited to bank. | Restricted; on an Timited o
throuigh s self premises. spregsted basks sre Initetito.d0% - | S0% except under caftain
mandated; However, bath banks snd insurance of a'barik's own funds Ownershipin | circumstances whena bank i near
lowed to form “concern a firm i3 imited to 5% of this base insolvercy and there is a need for &3,
 {finangial groupstas {6, 1.5% in a firmi or group of firms. | evternal capital infection. Inthe
fong a5 the 1o actiiities s reldted to/mach atherl. Flurthermara, | latter case, greater ownershin may
condutked i different firms. Gwnership in  firm niust ot b d, based it bilety
5% of the tota) voting pawer inthe. of NEW OWiTeEs.
i eoneeired. These limifts da not
appiy whiera bank has to protect
isself against credit losses. in this.
case thirbank must sell. when market
conditions are appropiiate.
United Kingdom Unrestricted; conducted sither directly ini Insurance ducted sith lies with the EC ipli ith the EC.
‘bankor through subsidiaries. However, producty/seniites may be conductsd a.an% in bank or through: seeond mw:x.amu_an@n Subjectte | Second mn._xsm Directive, -However,
gilt-zdged mirket making must bé ety in bank, But urterwriting stibsickaries.
cofgurted Urough ¥ subsidiary, Ne only through subsidiaries, However, 100% of the equity i any dpplication 1o the ok of. England to SIRRLAR
firewalls mandated: the bank's investment in the nanfinanciat firm. However,; an become a shareholder eontroller and
subsidiary must be deducted fram ownership share of more than 208 receive the Bank's non-cbjaction,
he bank's capital when calculsting requires that the investment be
it capital adequacy if the bank geducted from the bank's capital
ownershi share in'the subsidiary whef caleulating s capital adequacy
exceeds 2006, of a risk basis.. Otherwise, the:
ifwestonent is treated as a
cofnme! {aan for the risk-hased
calcutation.
Sources; 1995 S?-EBB: o James Ry mma_vr Daniet m Notle & Tasa N, Rice, Commerciol Banking Stricture, 4 O aper WO, 976,

Owerall Nature hatge in Banking vgm;mwuammos the sutiars’ judgment, using infarmation in

ial firem and 1 nics more thin 500 for GggEregate investmentsin :33

1597, Kt i i /1999.31553/97 Sl gl * The
tarmves R, Barth, »wnwdqn Caprlo, e, 8 Rass Levin k i I 180K 1899 10 2001, 51 Fin, ECON, PoLy 113 {2003) and World Sank Survey .
Nates:
{3} Seruritios ctivitigs sucnm . deli i f aspects of th B
Irsutance i and seliing fnsuran incipal andl as dgent.
t activil
{8} The EC Sacond mz._nsm Directve {Articie:12} imits “qualifying Imvescments” to 1o morethan 15% of  Banics own fuds for ina singl
¥ be eded, bist the which the irmits. d by a bank’ these own funds may rot be inciuded in the solvency
definéd asa direct or indirect holding in-an least 10% of fr it the exercise of sigrificant infl s
{5}, The EC Second Banking Directive {Asticle 1% subj ity toregulatany ‘hased only onthe suitabifity
16} Howsver, 3 bank: ehgagein fvities,
{7 The Lt members are 1,195, Belgi Dienrsirk [ 1, 1973}, Fintand {January 1, T985), £ { member), G
ginbit}, {origival wémber), the ). Portugal (anuary 1, 1986) Spald {lanuary 1, 1986}, mimum: {haniuary 1, 1995), 3_ 1hé United Kingdora {lanuary 1, 1973},
f range uf schiyiti g direttlyin the barik.

A
d- A full tange of

; butal orsome st be conduited in subsidiaries,

{e) Restricted-Less than a ful ranga

The:

{d}

ber), Greece dniary 1, 1981, ireland (lamusry 1, 1973}, Itaty
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Hybrid-capital Investsent,
Noncurmulativ Current Instruments iimited ife | Fixedasser | Lateny, or in the capitat
ear profits Hitangibie {including " - * General loan
e perpetual Goodwill Ursdisclosed: / hidden, of othér
‘atded {or asgets other cumivlative loss. reserves
preferred {1y reserves (2} term debt (4} preference FESErVes revaliation banks and
{oss than goodwill perpetual &) - :
stock. shares (5) 1(3) reserves. (7} finsricial
deducted) preferred stack} gy
institiitions
8}
United Kengdom es. Yes (2] Fio Nol appiicable | Yes, but fmits, Yes, but Gmits Yes Ves,with | Notapphcable. | Yes, but Gmits | Mo
CHUNON
Mano:
4 Ve _ 89% B9% 3% 21% ) 5% 0% 5% 8% % 9% 15%
Soutce: Jamies R: Barth, Daniel E. - Nolle & Tara N, Ri {Office of thix C thie Currency, Economics Working Paper Mo,
97, 1997}, aiailable. ot e i
Notes:
{1} Goodwillis-an intangible asset.
Undi f 7 £ after-tax retained earnings ot i it n-th bl I’ o disciosed, except ta banking supervisors.
{3) Wybrid-capital i including i stock are instrur ofequity.capital and of debt; 3nd should meet the foliowing requirements’ unsecured, subordinated,
d-4p; ot Tad: at the of the holdar or without prigr consent of ilable to parti Wi the ing ohifged ing {unlike:
debit]; and all service obligations to be deferred whire thé profitability of the bink not support payment.
& i rerm debt i ¥ available-to participate n fosses of a’bank that cantinues operating {Included in capital only if miai riginal maturity of five vears):
{5) Limited life redeemabie preference shares dre the same as imimediately abiove,
(6] Fixed-as: o resany = farmal carried the halance shieet, of 2 bank's own premises,
{?) Latent, or hidden, ton feserves are the differ hety value anid histori hook value of long: holdings of irf
General loan i are are held agai p h ified losses and are freely available to meet losses that may subssgusntly materialize.
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Table 6. Deposit Insurance Schemes for 19 DMES {1995 and 2011}: Administration of and Membership in the Systermn
1995 2011
i fi A .
Country Name of Guarantee/insurance Year . rst Agency n:nq!”, of System: .«.Ma.:»m..i. Syston: Y or < 4
System Government neh: o Government or fndustry e Foreign Foreign
or industry pulsory Damest hank bank
subsidiaries. | _branches
United States Bank insurance Fund 1933 Federal Deposit nsuraice Bovernment Compulspry Public sectar Compulsery | Compuisory | ¥oluntary
Corporation
Switzeriand Depasit Guarames Schamme 1982 Swiss Bankar's Association Industry Voluntary Private seetor Compulsory | Compuisory | Compuisary
Tapan Depasit insurance Lorporation 1971 Deposit Insurance Corporatian Guvernmert] Compulsary na. nia, . na
Industry - joirit
Canada Canada Depasit Insirznge System 1967 £anads Deposit insurance [ P Compulsory | Compulsory Woluritary
Corperation {Crown
Corporation)
Austria ‘Deposit Guarantes System 1979 Sactoral Assocations Endustry Compuisary Private sector Compulsory Compuisory Woluntary
Belgium ‘Guarantee Scheme for Deposits 1574 Herdiscontering#n Goverament] Compuisery Jointly by private/public otficials ‘Compulsory | Compilsory | Voluntary
with Creditinstititicns. st e Erdustry - o
Resscompis 6t de Barantié
Denmark Deposit Insurance Fund 1987 Beposit tnsurance Fung Government Compulsary Iointly by private/public officials Compulsary | Compulsory | oluntary
Finfand 1 Guarantee Fund of Commercial 1965 ‘Giarantes Prund of Commercial ‘industy Compulsery Private sectar Compulsery | Compuisory | volntary
Banks and Postigankki Lid, Batsks aind Postipatiil L1d,
France ‘Deposit Guarantee Fond 1980 French Bankers” fssociztion industry Computsory Private sector Compulsary | Compulsory | Compulsary
Germany Bepasit Protection Fund of the 1966 Federal Assotiation of German industey Volisntary Private sector Compulsary | Compulsory | Compuisary
Federal Association of German Barks.
Hanks
Greece ‘Deposit Guarantes Fund 19852 Fund Compuisary Taintly by private]pobiic otficals Tompulsary | Compuisory | -Compisisory
industry - joint
iredand Depasit Protection Arcount 1oas. Cemtral Bank of refand Gavernment Compulsory Public sector Compulsery Compuisory Compulsory:
{Central Bank)
Teaty Fonds Intesbereano D Tutels Dei | 1987 Yrdependently Administered Industry Vohurary Private sector Compulsory | Compuisory | Compuisory.
Depositi
Luxesbourg Assiciation pour Ja Garartie des 1389 AGDL Industry Carmipuisory Privte sectar Compuisan Comptlsory Voluntary
Bepoks; Lixembourg (AGDL)
Lol System 1579 [ i NV, Compuisary Public sector Compulsary | Compulsory | voluntary
industey - joing
Partigal Depasit Guarantee fund 1982 Beposit Guarsntee Fund Gaernment Compulsory Jointly by private/putblie officisls Compulsory | Compulsary | Compofsary
Spain ‘Depot Guarantee Fund 1977 Fonda de Garartie: de Depositos. Government/ Compuisary. Tointly by privete/public officials Compul Comput
Inidustey - joint
Sweden Swedish Deposit-Guarantee 1974 TheBank Support Authority: Government Compilsory LER na, . na.
Scheme:
United Kingdom Degosit Protection Fund 1882 Deposit Frotection Board Gaversiment Camputsary Private sectar Compuisary | -Comguisory | Voluntary
Mero:
% Compulsory 84 1005 100% %
Sources: The 1935 data from James R. Barth, Daniel £. Nolle & Tara M. Rice, Commercia! Banking Structure, d An {Oftfice of the of the Currency,
Eeonomics Working PaperNo. 97-6, 1997 at hity iohs/oubl by et ki '$999-1993/97-6tet pof. The 201 deta are from James R, Barth,

Gerard Caprio, ir. & Ross Levine, Bank Regulation ond Supervision in 180 Countries from 1996 to 2001, 5 I ¥, Econ. Bor'y 111(2013) and the World Bank Sarvey IV,
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Table 8. Deposit Insurance Schemes for 19 DMEs (1995 and 2011): Funding

1995 2091
Istherean ex 15 the premi - Do depasit
ante ziﬁﬂqm sarticipating bank's . . 7 faes/premims
Country RiskBased | 2 cover deposit charged Yo
Ex Ante or £ Post Funding Base for Pramium 1 Banviry
NM.M..».”M:MM fnsured Tatal Total | based onsame
merber bank? deposits deposits. assets asiessement of
risk?
United States Exante Darmestic Deposits Yes Ex asite o Ko No Yes
Switzerland Expost T Commponents: Fiked fea in relation to gross profit; Vatiable . £x ante No No No Mo
# ditg totat depasits of an
individualhark.
Tapan Exante Insiired Deposig No A na; n.a; EEY P
Canada Exante Insured Depasits ¥o Ex ante Yes Ng Ne Yes
Austria Expast, system arganized as an : ; o shal . na: Fx post. o No Na Mo
Incident:refated puarantes faciiy i, i case of paying-sut of daposits, topay
i proata iputed
AtCorifeg 1o the share of the remaliing miember institetioat
the proceding balance sheet date as tormpared b the sur of-
such giigranteed deposity of the déposit guaraiites system,
Belgium Exante, but in ease of nsufficlent Total amouint of ustomers” deposits which qualify for He Exane Yes No Na Mo
reserves, banks may beasked to pay, i and which d pither i BEF, £0U or
each year if necessary, an exceptional anather EU curréacy.
additional contribution up to (.04
percent
Denmiark Exante Deposits Mo Ex ante Ne No Na o
Fintand Exante TFatal Assefs. Ho Ex ante He Ko Nao Yes
France Ex post Fhe cont ribution consists of two parts; 1. Afed par; P Exante Ves No No Yes
trrespettive of the sie of the bk, eguat ta 0:1% of any.claim
settled and with a FER 200,000 & :
2; A prdportional part, var s 5
velative, izeof the bank , basad on deposlts
and one-third credits.
Geemany Exante; however, additional Balarics shest item “Lishilities to Customens.” Ne. Exante Ho Mo Na Yes
assessiments may be made it necessary
1o sischarge the fund's responsibiitics.
Thesa contributions are limited ta twice
hie annual cantribiution
Greece Exante Total Deposits Wo Ex ante No Mo Na Yes
irefand Exants Total Deposits excluding interbank Deposits and Deposits ho Ex ante No Vs Na No.
Negotishie Centificates of Deposit
Yaly Ex post; banks Gommit ex ante; however | -Wax, imit Tor funding the while system: 3,000 Billion Lire. na. Expost Yes o No Yes
contrilsitions are ex past. i istril g i the basis of:
{Daiposits +Loans - O, Frids) with 3 Torrection mischanism
liniked: i ith.
Luxembourg Expost Banks” premivmsbased on percentage of Joss to be met, LER £x post Yes No o Mo
Netherlands Expost Armiount repald in i E o5 Ao mong. | .2, B ppst Mo No N Mo
i i it ot sy e
yéar shall not exceed 54 pef dn institution's own fusds and per
aft institiitions” own funds.
Partugal Exante, However, thepaymentofthe | Guatanteed Deposits Yes x ante es N No Yeu

annual contributions may be partly
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Table 9. Banking Supervision in 19 DMEs: Selected Aspects (1995 and 2011)

External Audits Consumer Pratection Laws
1993 2011 1993 2011
2 At Diacs your agency
o i have the.
Is anaudit by a . ) Ate auditors Fequitad 1o inform bariking directly to the respanibility 1o
feguin when B ¥ Jgeicy iriplement, ovaises
Required extarnal iy auditors to tohduct their ar they identify any presumead Consumer
suditor requiredfor ® B , . sridfoe enforce any
audits 2 commercial banks internationat information that inelvernent of bank: | protection laws erist aspect of financial
" gy Standards on Audiing {SAR cobid affect the Hrectors or serior R o
in your jurisdiction? accnunis? safetyand consumer protection
w L and regulations
souridnedsof & ; frasid o Atist sl e banks?
bank? insicer abuse? oo
United States. Yes, forbanks with Yes e No Yes Yes Yes: Yes
asuets exceeding
$500 miliph
Switzeriand Yes, sificial part of Yes: fes. Vs Yes Yeu Na Yes
supervisisry systém
Japan na. na. na. Aa. e, . na. na.
Canada Yes Ves o Yes Yes Yes Yes Na.
Austria Yes Yes Mo Ng Yes Ho Yes T
Belgium: Yes Yes. Yes Yes Yes Yes Ye: Na
Denmirk Ves. Yes Yes Yes Yes Yes ‘o, not specificatly Yes
for banks
Fintaod Yes Yes: HNo Yes es s Yes. Yes
France Yes Yas Yes Yes Yes Yes na. Yes
Germany Yes. Yes. Ho Yes Yes Ves Yes na
Greece Yes Yes: Yes No Yes Yes Yas No
fraland Ve Yes Yes Yes Yes Yes Yex Yes
taly Yes, fot banks Yeu Ve Yes Yes Ves Ves. Ves
quoted an the stock
sichangs
tuxembourg Yes. Yes Yes Yes Yey Yes ez ey
Netheriands Yes. Yes. Yes. Yes Yes Yes Yes. No.
Portugal Yes Yes Yes Yés Yes Yes Yes Yes
Speiny Yey Yég Heo Yas Yes Yes Yes Yes
Samden Yes ., na. fa. N . Yas.
United Kingdom Yes Yas Yes Yoz Yes Yes Na Yes
Memo:
% Yoz 100% Pl 5% 82%. w00 M 94% 8% 9%
Sources: The 1393 data from. James R.Barth; Dariet E: Nolle & Tara W. Rice, Commuercial Banking Structire; i d A < i {Office of the (s of the Currency,
Working Paper. No, 57-6, 1397), available:at hiip; OEE icati working-papers/1998:1993/97 Hixt.pot The 2011 deta are frorm James R, Barth, Gerard Cagrio, Jr. & Ross
Léving, Bank iof and isigi in from: 1999 to 2012, 5}, fm Eeon. POy 131:{2013 ) and the Warld Bank Survey IV.
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Table 4.2, G20 4 fos in ghobat ie and financial systems [2012)
Ref Enieoemy Finsenaiod Systent
Stak tnackel Finarial haskst
B Wepmbser s Banh st capiafivation ombarket’ e satsbanks
L2 * % * *
SU5. 3ug Sk SU% S5
. Tatat Totad owt Tosat oy Totad
Trittine, Tritfpn Ttion Tt Trition: S
Argunting aA7 % 20 &3 (e [ 06 L fI5 *1
Busteslia 158 p81 EX 33 ¥ 3 15 04 pE:1 12 8
Beah Fa0 Ex 178 1 12 12 £ Lt s3r 15
£anads 1 % 388 38 187 24 ax EH 953 34
hina &2 us | nBer oy 2.9% 54 a8z i1 FLE 23
France 2851 3% 788 19 186 30 £16 a4 1560 54
Germany 34 iz EL 40 185 2% %] a3 1w 18
i 18 25 140 14 118 21 068 [T 1 41
donesia 028 iz LE L33 uA¥ a% o17 31 L] L5
Hay 2 & 343 2% 258 Lt am A% & in
Tupan 196 53 361 ok 188 0 w8 Ho az6k e
Masics 138 1 ais a2 L1 10 (] 65 142 (14
Bisnkia 23 28 109 b3 83 1% &7 L5 3 g 43
Sasdi Arates 073 e .37 &3 837 &7 P L2 DA 42
South Arics 3 o5 o8 o8 (2] (1] 035 o 134 o5
South Kprea 138 % 108 £ 107 1] 144 1 180 12
turkey o7 13 L) L4 o3 o6 LT o4 182 [
W 14 34 930 a5 358 %4 %30 &5 Er1d 75
EY ssee e | st wma Wi 328 M s 080 2y
£ fpova War e | IO W7 I R4 w5 4 E ] ni
[
s 3 g
ot G0 598 L] EEAT R 2 23 5 W 17 st s
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Table A.2. The World's 50 Biggest Banks

(). 1990
§ Total assets
Bank Country {Smilliors)

1. Dai-ichi Kangyo Bank Japan 426,855

2 Mitsubishi Bank Japan 412,783

3 Sumitomio Bank Japan 407,507

4 Mitsui Taivo Kobe Bank Japan 407,502

5 Sanwa Bank Japan 401,465

6 FujiBank Jagan 398,321

7. Credit Agricole Japan 302,883

8 Bangue Nationale de Parls: France. 289,747

9 Industrial Bank-of Jzgpan Japan 283,175
10 Credit Lyorinais France 285,238
11 Deutsche Bank Germany 267,702
12 Barclays Bank Unitéd Kingdom 260,048
13 TokeaiBank Japan 248,986
14 Norinshukin Bank Japan 248,501
15  Natlonal Westminster Bank United Kingdom 233,468
16 ABN-AMRD Bank Netheriands 232,684
17 Bank of Tokyo Japan 222,501
18 Citicorp United States 214,821
19. Societe Generale France, 204,485
20 Long-Termy Credit Bank of Japan Japan 200,064
21 Dresdniér Bank Germany 189,500
22 Compagnie Financiere de Paribas France 184,232
23 Uniion Bank-of Switzeriand Switzerland 180,61F
24 Groupe des Caisses d'Epargne Ecureuil France 124,030
25 Bankof Chika China 164,515
26, Swiss Bank Corp Switzeriand 148,926
27 Hong Kong Bank Hong Kong 148,582
28 Commerzbank Germany 144,501
29 Bayerische Verginsbank, Germany 137,723
30 he- Land Germany 137,279
31, OGBank Germany 136,450
32 Istitute Bancario San Packo'di Toring haly 133,156
33 Banca Nazionale del Labvore Italy 132,322
34 Nippon Credit Bank Japan 130,961
35 Mitsubishi Trust & Banking Corporation Japan 130,764
36, Rabobank Néderland Nethigrlands: 119,469,
37 Daiwa Bank Japan 118,583
38 Bayefische Hypotheken & Wechsel-8ank Gerinany 116,772
39 Credit Suisse Switzeriand 115,535
4% Midiand Bank United States, 114,872
41 Sumitomo Trust & Banking Iagan 113,600
42 Kyowa Bank Japan 112,500
43 BankAmerica Corp United States 109,089
44 Lioyds Bank United Kingdom 106,424
45 Saitama Bank Japan 106,148
46 Bayerische Lardesbank Germany 103,720
47 NMB Postbank Group Nethertands 102,672
48 Shoko Chukin Bank. Japan 102,358
49 Caripio {Cassa di Risparmio delle P.lombarde) Italy 99,698
50 Pecpla’s Construction:Bank of China China 99,163

Source; The Banker, 1930,

http://scholarlycommons.law.hofstra.edu/jibl/vol13/iss2/2
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Tabie A.2. Continued.

(b) 2013
Totalassats
Bank Country (Srnilkins)

1 industrial & Commercial Bank of China China 2,789,083

2 HSBC Holdings Plc United Kingdom 2,692,538

3 Deutsche Bank AG Germany 2,655,138

4 BNP:Paribas France 2,518,548

5 (CréditAgricole S.A France 2,430,876

& JPMorgan Chase & Co Uriited States 2,415,682

7 Mitsubishl UF Financial Group Inc Japan 24067111

& Rarclays Pl Uriited Kingdom 2,351,777

9 China Construction Bank Corporation Chima ZILLBTT
10 Agricultural Bankof China Limited Ehina 2,105,753
11 Bankof America Corporation United States 2,102,273
12 The Royal Bark of Scatiand Group Plc United Kingdom 2,070,845
13 Bank of Ching Limited China 2,015,124
14 Citigroup ine United States 1,880,617
15 Mizuho Financial Group Japan 1,839,478
16 Bange Santander SA Spain 1,875,192
17 Société Générale France 1,650,212
18 Sumitomo Mitsui Financial Group, Ine Japan 1,572,041
19 ING Grosp NV Netherlands 1,541,934
20 Wells Fargo & Company United States 1,527,015
21 BPCE Group france 1,514,080
22 Uayds Banking Group Ple United Kingdom 1,458,974
23 UBSAG Switzerland 1,373,808
24 UniCredit SpA ftaly 1,222,889
25 -Credit Suisse Group AG Switzeriand 1,008,378
26 -Rabobank Nederland-Rabobiank Group Netherlands 992,756
27 Goldman Sachs Group, Inc United States 938,555
28 Nordea Bank AB (publ) Swedén 893,665
29 Intesd Sanpacio ialy 888,603
3¢ -Banco Bilbao Vizcaya Argentaria SA Spain 841,516
31 ‘Commerzhank AG Germany 833,000
32 Bankof Communications Co. Ltd China 838428
33 Toronto Dominion Bank Canada 824,516
34 Royal Bank of Canada RBC Canada 823,278
35 Maetlife; fnc. United States 799,625
36  Morgan Stanley United States 780,960
37 National Australia Bank Limited Australia 152,585
38 Bankof Nova Scatia Canada 711,350
39 Commionwealth Bank of Australia Australia 698,745
40 Fédération du Cridit Mutusl France 658,698
41 Australiz-and New Zealand Baniking Group Australia 654,432
42 Westpac Banking Corporation Australia 648,485
43 Standard Chartered Plc United Kingdom B3E518
44 Danske Bank Denmark 615,854
45  Banco do Brasi S.A. Bragi 561,675
46 China Merchants Bank Co Ltd China 541,882
47 Industrial Bank o lrd China 516,881
48 Bank of Montreal-Banque de Montreal Canada 513,867
49 China Minsheng Banking Corporation Chifg 510,684
50 Shanghai Pudong D Bank China 500,144

Seurce! BapkScope.
Nete: The dats are from the Tatest guarter aviilable Tn 2013 (sccedsed 1/27/2014).
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