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2 Broad Views 

  

Development 
     Political 
       -  For Financial 

Development, further 

lead to economic growth 

(Gerschenkron 1962) 

 

-  Case of Russian 

   Government in 1890s.     

   People did not trust the    

   private bank because 

of  

   corruption, government    

   step in and give   

   confidence to people 
 

 - For Political and benefits         

    reason 

 

 - To give benefits back to          

    supporters, voters, or interest  

    groups 

 

- Government could control        

   choice of project, leaving         

   implementation to private 

 

- Corruption 

 



     Political 

 

 

Less Efficient 

financial system 

 

 

Discourage 

saving 

and borrowing 

 

 

Unable to 

stimulate 

a faster growth 

 
 

Why government ownership of banks matter? 

  Development  
                 

 

More efficient  

financial system 
   

 

Encourage saving  

and borrowing  
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investment 

and long-term growth  
   



4 Key Findings 

 How Common Is Government Ownership of Banks? 

 Still quite common, 42 percent owned by state in 1995. 

 Which Countries Have High Government Ownership of Banks? 

 Highly common in poor countries, countries with poorly protected 
property rights, heavy government intervention, underdeveloped 
financial sector 

 Does Government Ownership of Banks Speed Up Financial 
Development? 

 Higher government ownership of banks was founded to have 
slower development in financial system 

 Does Government Ownership of Banks Speed Up Economic 
Growth? 

 Higher government ownership of banks also resulted in lower 
economic growth 

 



How Common Is Government Ownership of Banks? 

 Sample of 10 Biggest banks from 92 countries 

 GB95ik = ΣSjiSgi, government’s share in bank I of country K 

 K = index for the country 

 I = index for 10 largest banks in country  

 J = index for shareholder of given bank 

 Sji = the share of bank I owned by shareholder j 

 Sgi = the share of equity the government owns in j 

 

 GB95k = ΣGB95ikaik/Σaik 

 aik = total assests of bank I 

  J 

 

j=1 

 

 

 10 

 

i=1 

 



 Result; Still quite common in 1995 (41.57%) even 

after many privatization in many countries during 

1980’s.                                            The Average GB95    GB70 

Common Law (25 Countries including Thailand, US, UK, Singapore) 28.16 34.53 

French Origin (44 Countries including France, Indonesia, Philippines)  45.45 65.37 

German origin (6 Countries including Germany, Japan, South Korea) 33.67     43.59            

Scandinavian Origin (5 Countries including Denmark, Sweden) 35.54 43.44 

Socialist (12 Countries including China, Russia, Vietnam) 61.76 100.00 

Overall Average 41.57 58.89 

Thailand 17.09 24.07 

How Common Is Government Ownership of Banks? 



Which Countries Have High Government Ownership of 

Banks? 
 

                        Independent 

Variables 

 Correlation           Coefficient 

Log of GDP per capita in 1960     -0.3560*    -0.1133* (0.0302) 

Business Regulation Index     -0.4511*    -0.1301* (0.0375) 

Gov. intervention in banking sector     -0.5151*    -0.1557* (0.0274) 

Political right index     -0.3398***    -0.0335*** (0.0171) 

Democracy score     -0.3569**    -0.0182** (0.0087) 

Bureaucratic quality index      -0.4495*    -0.0450* (0.0139) 

Property right index     -0.5343*    -0.1416* (0.0300) 

SOE. Output/GDP      0.3511      0.8289* (0.2740) 

SOE. Investment/Gross domestic 

investment 

     0.5489*     1.1696* (0.2220) 

Private credit/GDP in 1960     -0.2299     -0.1634 (0.1535) 

Basic model: GB95= α+βχ+φGDP Χ= Independent variable 

Result: Countries which poorer, more government intervention, less 

efficient government, poor property right, more SOE, underdeveloped 

financial sector tend to have more GB! 



Does Government Ownership of Banks Speed Up 

Financial Development? 

 

                 Dependent Variables                           GB70 

Growth in private credit/GDP                  -0.0394* (0.0107) 

Private claims/GDP (exclude top 20 firms)                  -0.3153*** (0.1749) 

Loan availability                  -0.5787** (0.2629) 

Bank overhead costs/total bank 

assets 

                  0.0232* (0.0067) 

Interest rate spread                 22.2802* (7.2241)                 

Stock market capitalization in 1995                  -0.5409* (0.1762) 

Result: Countries with high GB70 tend to have lower financial 

development; 

            - Lower access to credit 

            - Lower efficiency of the banking system 

            - Lower growth in capital market   



Does Government Ownership of Banks Speed Up 

Economic Growth? 

 
Result: More GB70 leads to lower economic growth 

Note: Initial private credits also show a significance relation to output growth.    

          Better financial systems, higher growth in GDP. 



Does Government Ownership of Banks Speed Up 

Economic Growth? 

 
Productivity growth 1 is total growth in factor productivity (exclude growth in 

physical capital per worker) 

Productivity growth 2,3 is a growth concerning more about human capital 

accumulation 



Conclusion 
 The overall result from the research supports the political 

view of the government ownership of banks 

 The Government Ownership of Banks was still common in 
1995, 41.57% of sample bank’s assets still owned by 
government 

 Countries which are poorer, more government intervention, 
less efficient government, poor property right, more state-
own enterprise, underdeveloped financial sector tend to 
have high government ownership of banks 

 Countries with high government ownership of banks tend to 
have lower financial development 

 Countries with high government ownership of banks tend to 
have lower economic growth 

 

 


