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ABSTRACT 

 

The difference between a universal and a traditional banking operation regime is that 

commercial banks can operate in securities, insurance, and real estate.  Additionally 

these firms are permitted to hold or be held by non-financial firms and non-banking 

financial firms. The current paper examines the different regimes and their impact upon 

economic stability. This study seeks to empirically test the relationship between a 

country’s experience of an economic crisis and (a) the type of regime and (b) the degree 

of the banks’ involvement in key investment vehicles.  This paper employs a fixed effect 

model encompassing data from 137 countries with a priority focus on OECD countries 

from 1997 to 2012. The results indicate that OECD countries that allow banks to step into 

securities and insurance businesses or allow them to hold or to be held by non-financial 

firms or non-banking financial firms are more likely to experience a financial crisis. The 

current study finds that OECD countries that allow banks to conduct real estate 

operations are less likely to experience a financial crisis. Results from this study may be 

useful to inform regulatory organizations in developing policies for limiting the 

probability of future financial crises.   
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INTRODUCTION 

 

An increasing number of studies show that a stable financial system is key to both 

preventing financial crises as well as allocating capital to the most productive sectors of 

the economy. The global financial crisis caused the rapid loss of unprecedented 

amounts of money, and governments are seeking to understand, identify, and address 

the causes behind such events. From the Great Depression to more recent global 

financial crises, a functioning banking and monetary regime plays an important role in 

stabilizing an economy. Since the early 1980s, more than 130 countries have 

experienced a banking crisis, which has substantively slowed global economic growth. 

According to the study of Allen and Gale, the average loss from a banking crisis is 

roughly 27 percent of GDP.  Thus, the way to reduce the risk of a financial crisis has 

been a continuous and topical debate around the world. 

 

After four years of the Great Depression, the United States Congress passed the 

Glass-Steagall Act (PL 73-66) to change from a universal banking operation to a 

traditional operating regime. The change allowed commercial banks to take deposits 

and make loans but prohibited them from underwriting and selling securities due to 

conflicts of interest and increased risks to deposits. From 1933 to 1999, there were very 

few large bank failures and no financial panics comparable to the panic of 2008. 

However, in 1999, Democrats led by President Bill Clinton and Republicans led by 
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Sen. Phil Gramm, joined forces to repeal Glass-Steagall, which allowed commercial 

banks to deal with securities, real estate and insurance. Nine years after the passage of 

the Financial Services Modernization Act (PL 106-102), the global financial crisis 

occurred. Many suggest a possible positive link between expansions towards more 

universal banking operations and economic instability. Others, who favor universal 

banking operations, assert that loosened regulation affords banks greater opportunity 

for financial innovation, which in turn benefits the economy through better allocation 

of financial capital. More studies are needed to determine the extent and mechanism 

through which a switch to a universal banking operations potentially increases the risk 

of a financial crisis. 

 

The current study analyzes the relationship between universal banking operation 

regimes and the probability of financial crises by constructing a fixed effect model with 

data from 137 countries, with a priority focus on OECD countries from 1997 to 2012. 

The dependent variable is the probability of a financial crisis, which will be measured 

by two factors (1) the number of crises and (2) the duration of the crises. The key 

independent variable is the range of universal banking operation determined by four 

key indicators: whether current banking regime in a certain country allows banks to 

deal in securities, insurance, and real estate and whether they can own non-financial 

firms. Other key covariates include inflation, real interest rate, liquid to capital ratio, 

GDP growth, and a year dummy variable. 
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The Financial Services Modernization Act was intended to eliminate barriers to 

banking, securities, insurance and other industries to promote the development of 

financial innovation and liberalization. Given the possibility that decreased regulation 

contributed to non-prudent behavior on the part of financial institutions (CITE), the 

results of this paper may help inform debates about the effective supervision of 

universal banking operations.  
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BACKGROUND 

The nature and timing of reforms to baking regulations have differed around the world. 

The United Kingdom started its financial reform from traditional commercial banking 

operation to universal banking in the early 1980s and finished in 1986. The impetus 

behind the reform was to allow banks to carry out universal banking operations, while 

merging nine financial regulators into a new unified financial regulatory agency called 

the Financial Services Authority (FSA). 

 

Japan's reforms began in 1985 with Japan's Ministry of Finance issuing a "financial 

liberalization and internationalization of the yen" report in May of that year, and this 

was the official start of the Japanese financial liberalization reform. The United States 

Congress approved the Financial Services Modernization Act in 1999. The Financial 

Services Modernization Act repealed the rule that banks cannot be engaged in the 

insurance and security business and clearly stating the goal of promoting universal 

banking operation between the banking, securities and insurance companies. 

 

The Financial Services Modernization Act (PL 73-66), enacted by the US Congress in 

1999, was a landmark change in the international financial system development process. 

As the world's largest economy, the United States also has the largest financial market. 

Although before 1999, the world's most developed countries or regions have 

implemented universal banking operations to some degree, this move on the part of the 
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United States made this a global trend. Testing whether this trend increases or decreases 

the stability of banking system therefore is of critical importance. 

Most developed countries have started or finished their financial reform before 21
st
 

century. This reform that enables traditional banks to deal with insurance, securities and 

real estate business was a global trend in the 80s and 90s, led by these developed 

countries. However, scholars argue that it is because of this trend that huge financial 

crises happened in the 21
st
 century. 
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LITERATURE REVIEW 

The research on universal banking operations incorporates both empirical studies and 

theoretical justifications. Theoretically, a universal banking regime will increase 

efficiency and make banks more competitive. Universal banking operations also make 

banks more aggressively involved in financial innovation due to the lack of supervision. 

A traditional commercial banking operation creates a natural “Chinese Wall” among 

different financial behaviors and therefore decreases systemic risks and likelihood of a 

crisis. This topic has been discussed for a long time and researchers mainly focus on 

efficiency and systemic stability. 

 

Views from Banking Efficiency 

Based on bargaining cost and symmetric information theory, some economists believe 

that the expansion of the banking business will strengthen the information advantage of 

banks. Banking, security and insurance businesses provide similar services of 

information collection and risk management.  Banks with universal banking operation 

regimes, however, can repeatedly use the same information with similar capital 

investment as traditional commercial banking operations banks to increase their 

economies of scale. Lang and Welzel (1996) analyzed the universal banking regime in 

Germany and determined that scale economy does exist and they believe that the low 

operation cost of banks is due to the increasing development and sophistication of 

information technology. Allen and Rai (1996) demonstrated that a universal banking 
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operation has lower costs compared to traditional commercial banking due to the 

aforementioned economy of scale. Santos (1998) finds that with universal banking, 

banks can provide more products to their clients and communication costs are 

substantially reduced.  

 

Some economists however, do not believe this kind of scale economy exists because 

more competition among banks, securities and insurance companies will improve both 

service and efficiency. Some information may be prohibited from sharing within the 

same bank. Frankel and Montgomery (1991) point out that there is not specific 

empirical evidence to prove that scale economy exists. Analyzing the banking regime 

of Germany, UK, USA, and Japan; Laeven and Levine (2007) investigated the effect of 

multi-operation activities of 836 banks from 43 countries on market value. They 

showed that multiple discounting exists within financial groups. This finding is 

corroborated further by Sehmid and Walter (2008), using data from 4060 American 

financial institutions from 1985 to 2004. 

 

Views from Risk Spreading 

Some researchers believe that universal banking operation regimes will promote asset 

diversity thus decreasing the risk of bankruptcy. Jordi and Canals (1997) used Citibank 

as an example to demonstrate that competition and information technology expand the 

scope of financial services and decrease cash flow risks of commercial banks, even if it 

does not decrease overall risks. Kwan (1997) discovered that the earning correlation 
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between holding companies and security subsidiaries are very low, which also showed 

that universal banking operation regime could in fact lower banking risks.  

 

On the other hand, Pasiouras (2006) found that limitations of banks are correlated with 

credit, which demonstrated that some prudent limitations would decrease the risk of 

banks. Many scholars hold this same view. 

 

Views from Moral Hazard and Financial Stability 

Edwards (1979), Saunders (1985), and John and Sounders (1994) assert that when 

banks enter into securities, insurance and real estate, benefit conflicts will emerge. 

Furthermore, these benefit conflicts may lead to illegal operations, like large amounts 

of revenues being concealed in order to avoid personal earning taxes, or internal staff 

members being involved in security trading to earn profits. Boyd, Chang and Smith 

(1998) maintain that if banks are allowed to do much broader activities, riskier behavior 

and the risk of moral hazard will increase.  

 

At the same time, some contradictory evidence exists. Benston (1989), Ang and 

Richardson (1994), Kroszner and Rajan (1994), Puri (1996), and Ramirez (1999) hold 

that universal banking operation banks did not abuse their right before the 

Glass-Steagall act was implemented.  

 

Empirical studies using global data are mostly based on the database created by Barth, 
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Caprio and Levine (2001a, 2004, 2006). This team of investigators studied more than 

100 countries from 1980 and 2000 to examine whether limitations on universal banking 

regimes had any relationship to systemic banking crises. Using the same data, Xuping 

Huang (2006) selected 135 countries to investigate securities supervision and banking 

development and found that this supervision had a significant effect on systemic risk of 

banks. However Huang’s study did not consider many other effects, like political 

regime difference, culture difference on consumer behavior, etc., which may have 

biased his results. Using a fixed effect model would have mitigated that problem. 

 

Despite the existing body of evidence concerning the relationship between universal 

banking operations and financial instability, there is room for further study. First, there 

are important shortcomings in some of the empirical work. For example, Barth, Caprio 

and Levine (2001a, 2004, 2006) use an indicator for “whether systemic banking crisis 

existed before” as dependent variable in their examinations of the relationship between 

universal banking operation and banking crisis. The problem with that approach is that 

it fails to account for the fact that between 1980 and 2000 many countries experienced 

multiple financial crises. It may be that the duration of any given crisis may moderate 

the relationship between regime change and economic instability. Second, the majority 

of studies are outdated.  

 

The current study addresses these limitations. I use both a more nuanced and 

comprehensive approach to modeling the relationship between banking regimes and 
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financial crises as well as employ more current data (1997 to 2012). 
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DATA AND METHODS 

Dependent Variable 

My dependent variable is financial crisis, which is measured by two factors: number of 

crises and duration of crises. Using both measurement dimensions expands the focus of 

previous research, which only used number of crises as the dependent variable. I 

obtained this variable from data was collected by Luc Laeven and Fabian Valencia 

(2008).    

 

Although only one crisis occured in some countries it may have spanned few years (e.g., 

Japan). Unlike previous studies that measured only the “occurance of any crisis,” I 

incorporate the duration of a crisis.  

 

Key Independent Variables 

1. Separated Regulatory Restrictions 

My key independent variable is a measure of banking regime changes determined by 

four factors, including whether current banking regime in a certain country allows 

banks to set foot in securities, insurance, real estate and whether they can own 

non-financial firms.  

 

A. Securities: Restrictions on whether commercial banks can participate in securities 

underwriting, brokerage, stock and funds business. 
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B. Insurance: Restrictions on whether commercial banks can participate into 

insurance underwriting business. 

C. Real Estate: Restrictions on whether commercial banks can participate into real 

estate investment, development and management business.  

D. Ownership: Restrictions on whether commercial banks can hold shares from 

nonfinancial companies or nonbank financial companies or the other way around. 

This is a way of restructuring banks with other types of companies. 

 

Different countries have different degrees of latitude for banks to enter into these areas. 

Regulations are distinguished into four categories: prohibited, restricted, permitted, and 

unrestricted (coded 1, 2, 3, 4 respectively). Larger values mean more restrictions. 

“Prohibited” means traditional commercial banks are strictly separated from all those 

businesses or involve in those businesses in any other form. “Restricted” means banks 

cannot do those business but with some exceptions. Under the “permitted” category a 

bank can be involved in certain businesses, but can only do so with one of its 

subsidiaries. This is different from unrestricted.  

 

2. Composite Regulatory Restriction  

To see the overall relationship between the combination of the four types of regulatory 

restrictions and financial crisis, I use a composite variable, which is referred to as 

“rating” in this paper. I use regulatory restriction data for the years 1997, 2000, 2003, 

2007 and 2012 compiled by IMF Working Group. Given the lack of measures 
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available for all years in my observation period, I interpolated values for the 

missing years with the last available rating. 

 

Other Control Variables 

The risk of financial crisis is not entirely a function of banking regime changes, so I 

include additional country-level controls using data from the World Bank and the 

International Monetary Fund (IMF) databases as well as data from the OECD website 

database. 

 

These control variables include a year variable: a dummy variable ranging from 

1997 to 2012; an interest rate variable measuring interest rates for all 137 

countries in 17 years; a liquid to capital variable measuring the required liquid to 

capital ratio in each country; GDP growth and inflation variables. Among them, 

interest rate may affect insurance deposit, which may cause different level of 

financial risks leading to a financial crisis. A low liquid to capital ratio may cause a 

liquidity problem or even solvency problem, which may also lead to a financial 

crisis. 

 

Due to data limitations, I did not include inflation in the 137 countries. However, 

available evidence suggests that inflation does not change the associations under 

investigation here. 
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Study and Methods 

The main purpose of this study is to test whether universal banking operations put 

countries at greater risk of financial crisis than traditional commercial banking 

operations in OECD countries using a 137-country sample. Four different restrictions 

define the difference between universal banking operation and traditional commercial 

banking operation. This study uses three different equations to provide a clear 

comparison and understanding.  

 

The first equation is for OECD countries assessing the effects of four separated 

restrictions on financial crisis as below: 

 

Model 1 

Crisis=β1*Securities+β2*Insurance+β3*Real Estate+ β4*Ownership+β5*Inflation+ 

β6*Liquid to Capital +β7*Interest Rate+β8*GDP Growth+β9*Year+ εit 

 

The second equation is for OECD countries assessing the effect of one composite 

restriction on financial crisis as below: 

 

Model 2 

Crisis=β1*Composite Restriction+β2*Inflation+ β3*Liquid to Capital +β4*Interest 

Rate+β5*GDP Growth+β6*Year+ uit 

 

The third equation is for 137 countries countries assessing the effect of one composite 

restriction on financial crisis as below: 

 

Model 3 

Crisis=β1*Composite Restriction + β2*Liquid to Capital +β3*Interest Rate+β4*GDP 

Growth+β5*Year+ vit 

 



 
 

15 

In these models, variables εit , uit and vit represents error terms for each model 

respectively, which contain country-specific error, year-specific error and purely 

random error.  

 

Some factors remain unchanged over time in different countries, such as political 

regime, culture influence, etc. However to exclude these variables might lead to 

omitting variable bias. So fixed effects is used to account for these time invariant 

variables. Results form a Hausman test confirms that a fixed effect approach is a 

preferable way to treat my dataset. Finally, I use a probit model because my dependent 

variable is binary, which means variable “crisis” can only take two values, 1 or 0.  

 

Usually, there will be a several-year lag between determinants and financial crisis. 

Most financial crisis did not show up after several years of misconduct. Therefore, one 

to four years lag effects are added into each model. On Table 9, lag effects for Model 2 

and 3 are not shown because lag effects for this model are not statistically significant.    
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RESULTS 

Descriptive Results 

This graph shows financial crisis frequency in 137 countries and the OECD countries. 

Two peaks reflect the Southeast Asian financial crisis in 1998 and the 2008 global 

financial crisis, and also the European debt crisis. The nadir is between those 

significant economic crises. This study assumes that changes in financial regimes 

during those periods are one of the principal reasons why there was a second peak. This 

graph also indicates that most crises in the second peak originated in OECD countries 

and this is also why this study focuses on the OECD country model.  

 

Figure 1. Frequency of Financial Crisis in 137 Countries from 1997 to 2012 

 

 

 

Although only one crisis happened in some countries, this crisis may last for a few 
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years, as in the case of Japan. Consequently, the crisis variable not only measures 

frequency but also incorporates the duration of crisis. For crises that extend across 

several years, unlike previous studies, I code the country as being in financial crisis for 

each of the years in this period. 

 

Table 1. Summary of OECD Countries for Characteristics of Securities: 

 

Securities Frequency Percent Cumulative Percent 

1 277 57.71 57.71 

2 167 34.79 92.50 

3 36 7.50 100.00 

Total 480 100.00   

 

 

Many countries in many years are using very loose restrictions on commercial banks. 

Permitted and unrestricted countries in 17 years account 92.50% of total data.  

 

Table 2. Summary of OECD Countries for Characteristics of Insurance and Real 

Estate: 

 

Insurance Frequency Percent Cumulative Percent 

1 34 7.08 7.08 

2 225 46.88 53.96 

3 173 36.04 90.00 

4 48 10.00 100.00 

Total 480 100.00   

 

Real Estate Frequency Percent Cumulative Percent 

1 156 32.50 32.50 

2 108 22.50 55.00 

3 122 25.42 80.42 

4 94 19.58 100.00 

Total 480 100.00   
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Across roughly half of the 17 years of my data for the 30 countries, there were 

relatively strict rules or policies in place for regulating insurance and real estate 

operations. However, for insurance, only about 7 percent of the observations years were 

characterized by policies on banking regimes. Finally, unrestricted real estate policies 

were observed one third of the time. 

 

Table 3. Summary of OECD Countries for Characteristics of Ownership 

Insurance Frequency Percent Cumulative Percent 

1 87 18.20 18.20 

2 204 42.68 60.88 

3 165 34.52 95.40 

4 22 4.60 100.00 

Total 480 100.00   

 

 

For ownership, 60 percent of 17 years of observations indicates that most countries 

allow banks to own or to be owned nonfinancial firms or nonbanking financial firms.  

 

Table 4. Separated Regulatory Restrictions Statistical Characteristics 

Restrictions Observations Mean Std. Dev. Min Max 

Securities 480 1.50 0.63 1 3 

Insurance 480 2.49 0.77 1 4 

Real Estate 480 2.32 1.12 1 4 

Ownership 478 2.26 0.80 1 4 

 

From the summary above, we can see very loose limitations for banks into securities 

(mean for securities is only 1.50), but relatively strict limitations for banks concerning 

insurance, real estate, and ownership.  



 
 

19 

 

Table 5. OECD Countries Composite Regulatory Restriction Statistical 

Characteristics 

Variable Obs Mean Std. Dev. Min Max 

Composite 

Restriction 

480 8.545833 2.398239 2 13 

 

Table 6. 137 Countries Composite Regulatory Restriction Statistical 

Characteristics 

Variable Obs Mean Std. Dev. Min Max 

Composite 

Restriction 1929 9.90254 2.955029 0 16 

 

In Table 7 and Table 8 below we can see relatively lower interest rates, lower liquid 

to capital ratios, lower GDP growth and lower inflations in OECD countries.  

 

Table 7. OECD Countries Independent Variables Statistical Characteristics 

 

Variable Obs Mean Std. Dev. Min Max 

Year 480 2004.5 4.614582 1997 2012 

Interest Rate 458 4.343038 3.076048 -10.02594 22.4975 

Liquid to Capital 450 3.910225 7.910356 -4.479938 85.73324 

GDP Growth 480 2.470272 3.184802 -14.25787 11.73636 

Inflation 479 3.795038 7.650035 -4.479938 85.66936 

 

 

Table 8. 137 Countries Independent Variables Statistical Characteristics 

 

Variable Obs Mean Std. Dev. Min Max 

Year 2192 2004.5 4.610824 1997 2012 

Interest Rate 1436 7.366866 11.48565 -72.55505 93.91508 

Liquid to Capital 1733 8.260255 30.62213 -9.616154 1058.374 

GDP Growth 1823 4.2441 5.07278 -17.95499 71.18799 
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Table 9 presents probit fixed effects model result with comparison of OECD countries 

and 137 countries (including OECD countries). 

 



 
 

21 

 

Table 9: Regression Results 

 

 Model 1  Model 2  Model 3 

Variables No Lag 1 Year 

Lag 

2 Year 

Lag 

3 Year 

Lag 

4 Year 

Lag 

  No Lag   No Lag 

Securities -0.0347 -0.082 -0.184 -0.35 -1.273**  -  - 

 [0.221] [0.240] [0.243] [0.262] [0.508]  -  - 

Insurance -0.137 -0.186 -0.225 -0.328* -0.868***  -  - 

 [0.142] [0.153] [0.158] [0.178] [0.329]  -  - 

Real Estate -0.153 -0.113 -0.0469 0.0412 0.485*  -  - 

 [0.135] [0.142] [0.143] [0.147] [0.248]  -  - 

Ownership -0.194 -0.234 -0.272 -0.350* -0.662**  -  - 

 [0.173] [0.180] [0.176] [0.187] [0.316]  -  - 

Composite 

Restriction - - - - -  0.0409  0.0109 

 - - - - -  [0.0489]  [0.0286] 

Inflation -0.0758 -0.0643 -0.0568 -0.078 -0.108  -  - 

 [0.0632] [0.0674] [0.0669] [0.0751] [0.118]  -  - 

Liquid to 

Capital 

0.109** 

0.0904 0.00802 0.021 0.0407  

0.116**  0.00616 

 [0.0529] [0.0598] [0.0654] [0.0689] [0.0985]  [0.0521]  [0.00397] 

Interest Rate 0.0116 0.0102 0.0235 0.0186 -0.0224  -0.025  0.0094 

 [0.0490] [0.0541] [0.0561] [0.0610] [0.0980]  [0.0455]  [0.00821] 

GDP Growth -0.232*** -0.240*** -0.192*** -0.176*** -0.252***  -0.216***  -0.126*** 

 [0.0379] [0.0404] [0.0409] [0.0421] [0.0652]  [0.0368]  [0.0191] 

Year 0.190*** 0.224*** 0.260*** 0.318*** 0.549***  0.185***  0.0088 

 [0.0291] [0.0327] [0.0361] [0.0424] [0.0792]  [0.0275]  [0.0163] 

Constant -381.2*** -449.2*** -521.0*** -636.8*** -1,098***  -374.5***  -19.67 

  [58.42] [65.59] [72.40] [85.01] [158.7]   [55.26]   [32.73] 

Observations 428 399 370 341 312  431  1,207 

Number of 

id 

29 

29 29 29 29   

29   96 

Standard errors in brackets               

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

Model 1 and 2 are for OECD countries 

Model 3 is for 137 countries 

          

 

 

From Model 1 in Table 9, the key independent variables are not statistically significant 
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until the three or four years lag effects are added. With the three years lag effect, the 

coefficients for insurance and ownership are statistically significant (p < 0.10). With the 

four years lag effect, the coefficient for real estate is statistically significant (p < 0.10); 

the coefficients for securities and ownership are statistically significant at (p < 0.05) 

and the coefficient for insurance is statistically significant at (p < 0.01). As we look 

deeper into these numbers, the coefficients for securities, insurance and ownership are 

all negative, which means more restrictions on traditional commercial banks stepping 

into these three areas are more likely to decrease probabilities to have a financial crisis. 

However, the coefficient for real estate is positive, which suggests that more 

restrictions on traditional commercial banks on real estate are more likely to increase 

the probabilities to have a financial crisis. These four key independent variables are not 

statistically significant in this model until the three or four years lag variables are added. 

This is because most financial crises do not show up until several years after certain 

financial misconducts.  

 

In Model 2, four separated restrictions are replaced by one composite restriction for a 

comparison. I did not put one year to four years lag effects on this table because the 

coefficients for them in Model 2 are not statistically significant and thus losing the 

meaning of comparison. Clearly the coefficients for “one composite restriction” is not 

statistically significant, from which we can safely say that traditional commercial banks 

stepping into four categories business are not likely suffer less chances of financial 

crises than universal banks. This result may because the method for one composite 
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restriction (adding up restriction ratings from separated restrictions) is not very 

sophisticated or because the positive effects of insurance, securities and ownership 

offset the negative effect of real estate.  

 

However, the coefficient for variable “liquid to capital” is statistically significant at (p < 

0.05). Look back to model one with on leg effect, the coefficient for variable “liquid to 

capital” is also statistically significant at (p < 0.05). Liquid to capital ratio is a quite 

important part to keep banks healthy since certain ratio requirements keep banks from 

pursuing too risky businesses. But with a lag effect, liquid to capital ratio is not that 

significant because these requirements are not associated much tend to be effective in 

the same year when they are implemented. 

 

In Model 3, coefficients for composite restriction are not statistically significant either 

regardless of with lag effects or not and the t-values are much smaller than t-value for 

same variable in OECD countries. This may be for the same reason that the method for 

one composite restriction (adding up restriction ratings from separated restrictions) is 

not very sophisticated. In addition, not all 137 countries have a thorough banking 

system, and some of these countries do not have a long financial system history. 

Therefore it is difficult to examine the effects of banking operations on financial crises. 

This is also the reason why I choose OECD countries as my main testing objective. 

 

From all three models, interestingly, I find out coefficients for the variable “GDP 
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growth” is always statistically significant at (p<0.01) and they are all negative. This 

means higher GDP growth is associated with lower probability of financial crisis. 

Coefficients for inflation and interest rate are not significant.  

 

In Model 1 with the 4 years lag effect, variable “securities” has the greatest coefficient 

than all other three variables, which means more restrictions increase in securities 

business is more likely to decrease the probability of a financial crisis than same unit 

change in other three variables, holding all other factors constant. Yet, the statistical 

characteristics figure below also confirms the finding above. 

 

Figure 2. Mean of Four Separated Regulatory Restrictions 

 

 

From the graph above, we can see “securities” is the least regulated business for banks. 

This usually means there is more room for regulation operation in securities area and 

same amount regulation usually will have more external effects in securities area than 

effects in other three areas. 
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CONCLUSION AND LIMITATIONS 

After the recent global financial crisis, countries are trying to find the best and most 

suitable regulatory policies for their financial system. Past studies have found a great 

impact of banking regimes on the stability of a country’s financial market, thus 

influencing the whole economy. The results of these studies can provide instructions to 

enhance banking systems.  

 

The purpose of this paper was to examine the relationship between changes in banking 

regimes and financial crisis by studying policy changes in 137 countries and 

specifically in OECD countries. A banking regime is defined in terms of four 

dimensions: securities, insurance, real estate, and ownership. Whether traditional 

commercial banks can set foot into these businesses is the difference between universal 

banking operations and traditional banking operations. This study compares traditional 

commercial banks and universal banks with a fixed effects model to see how the 

defined four differences influence financial crisis.  

 

We cannot rush to a conclusion that universal banking operation is more likely to cause 

financial crises than traditional regimes, despite some evidence to that effect, because 

there the relationship between real estate regulation and the risk of financial crisis 

works in the opposite direction. Nonetheless, it is safe to say that universal and 

traditional operation systems do bear different financial risk levels. It is not difficult to 
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think why traditional commercial banks elevate their level of risk when they step into 

securities and insurance businesses or are permitted to restructure their ownership. 

Reasons may be because of more volatility in capital markets, less supervision from 

government, more innovation and changes or even moral hazards. However, it is not 

easy to think of reasons for real estate business restrictions to reduce the risk of 

financial crisis. I suppose there are two reasons for this. The first reason is that real 

estate is a business with long history, but with comparatively fewer financial 

innovations than securities and insurance businesses. Consequently, these enterprises 

suffer less from volatility risks. The second possible explanation is that real estate 

business is very related to everybody’s daily life and is a rigid demand. Therefore there 

probably will be relatively more regulations from the government. These factors make 

real estate business a relatively safe venture for banks.  

 

The results of this study provide useful insights to policymakers weighing whether 

commercial banks should be involved in securities, insurance, real estate and 

ownership restructure and to what extent. Additionally, regulatory agencies can also 

draw conclusions from this study. 

 

There are three recommendations from this study: 

1. For OECD countries allowing traditional commercial banks to step into securities 

or insurance businesses, there will be a higher probability of experiencing a 

financial crisis than countries where policies do not permit such activity. 
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2. Countries, in which banks are allowed to hold or to be held by non-financial firms 

or non-banking financial firms will have a higher probability, ceteris paribus, to 

experience a financial crisis than countries in which banks are not allowed this 

involvement.  

3. Countries, where banks are allowed to do real estate business, will have a lower 

probability of experiencing a financial crisis, ceteris paribus, than countries in 

which banks are not allowed. 

 

It is important to note that this study is limited to OECD countries that have complete 

banking systems and relatively better regulatory regimes. To determine whether these 

results are generalizable to other developing countries that share similar banking 

systems and regulation regimes, further studies should be conducted. 

 

Moreover, I was unable to examine each of the regulatory areas separately for the entire 

set of 137 countries because of data restrictions. Instead, I was forced to use a 

composite restriction variable., In addition, financial crisis can also be measured by 

how much cost it incurs, because some financial crisis may last for a few years but does 

not cost too much relative to a nation’s economy. This leaves room for further study by 

people who are interested in this topic. 
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APPENDIX 

OECD Countries 

 

  

 

  

  

AUSTRIA 

BELGIUM 

COUNTRY 

CZECH 

REPUBLIC 

DENMARK 

ESTONIA 

FINLAND 

FRANCE 

GERMANY 

GREECE 

HUNGARY 

ICELAND 

IRELAND 

ISRAEL 

ITALY 

JAPAN 

KOREA, REP. 

LUXEMBOURG 

MEXICO 

NETHERLANDS 

NEW ZEALAND 

NORWAY 

POLAND 

PORTUGAL 

SLOVENIA 

SPAIN 

SWEDEN 

SWITZERLAND 

TURKEY 

UNITED KINGDOM 

UNITED STATES 
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137 Countries 

 

ZAMBIA  NIGERIA  IRELAND  CONGO, REP. OF 

VENEZUELA, RB NIGER  INDONESIA  CONGO, REP. 

URUGUAY  NICARAGUA  INDIA  COLOMBIA 

UNITED STATES NEW ZEALAND ICELAND  CHINA 

UNITED 

KINGDOM NETHERLANDS HUNGARY  CHILE 

UKRAINE  NEPAL  HONDURAS  CHAD 

UGANDA  NAMIBIA  HONDURAS  

CENTRAL AFRICAN 

REPUBLIC 

TURKMENISTAN NAMIBIA  GUYANA  CENTRAL AFRICAN REP. 

TURKEY  MOZAMBIQUE  GUYANA  CAMEROON 

TUNISIA  MOROCCO  GUINEA  CAMBODIA 

TRINIDAD AND 

TOBAGO MOLDOVA  GUATEMALA  CAMBODIA 

TOGO  MOLDOVA  GRENADA  BURUNDI 

THAILAND  MEXICO  GREECE  BURKINA FASO 

TANZANIA  MALI  GHANA  BULGARIA 

TAJIKISTAN  MALDIVES  GERMANY  BRAZIL 

SWITZERLAND MALDIVES  GAMBIA, THE BOTSWANA 

SWEDEN  MALAYSIA  GAMBIA  

BOSNIA AND 

HERZEGOVINA 

SURINAME  MALAWI  GABON  BOLIVIA 

SRI LANKA  MADAGASCAR  FRANCE  BENIN 

SPAIN  MACEDONIA, FYR FINLAND  BELGIUM 

SOUTH AFRICA MACEDONIA  FIJI  BELARUS 

SLOVENIA  LUXEMBOURG  FIJI  BANGLADESH 

SEYCHELLES  LITHUANIA  ETHIOPIA  AZERBAIJAN 

SENEGAL  LESOTHO  ETHIOPIA  AUSTRIA 

RWANDA  LEBANON  ESTONIA  ARMENIA 

RUSSIAN 

FEDERATION LATVIA  EQUATORIAL GUINEA ARGENTINA 

ROMANIA  KUWAIT  EL SALVADOR ANGOLA 

PORTUGAL  KOREA, REP. EGYPT, ARAB REP. ALGERIA 

POLAND  KENYA  EGYPT  ALBANIA 

PHILIPPINES KAZAKHSTAN  ECUADOR   

PERU  KAZAKHSTAN  DENMARK   

PARAGUAY  JORDAN  CZECH REPUBLIC  

PAPUA NEW 

GUINEA JAPAN  CÙTE DÍIVOIRE  

PANAMA  JAMAICA  CROATIA   

PAKISTAN  ITALY  COTE D'IVOIRE  

NORWAY  ISRAEL  COSTA RICA   
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