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Introduction 

Popularity 
It is essential for 
politicians to gain more 
votes to win next 
election. 

Power 
They use their current 
political power to dominate 
banks lending especially 
government-owned banks. 
 

Finance 
But to do such policies 
they need a source of 
fund. 

Policies 
The politicians launch new 
campaigns to boost the 
economy and popularity 
such as popularist policies 
and fiscal stimulus. 
 

Our focus in this paper 
Are the action of these banks motivated by political concerns? Possessing 
power may induce them to use government-owned banks for politic. 

Approach 
◦ Do banks behave differently in election year? 
◦ Comparing the actions between government-owned banks with 

those of private banks around elections in1944-2000 
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Data 

◦Year 1944-2000 
◦36 countries with free or partially-free election                                 
( emerging:19 & developed:17) 
◦Top 10 largest banks in each countries based on book value of 
assets  
◦It must contain at least one of each type of bank. 
◦Government owned if government controls at least 20% 

 



Sample: 36 countries 



Unbalance panel 

◦Exit banks are fail and acquired. 
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“ 

◦3 issues to be considered 
I. An event must be identified. 
II. Institutional differences across 

countries are controlled 
III. Difference in efficiencies between 

institutions. 



Methodology 

◦Level of study: Firm-level study 
 +Prevent false significant to a country 
 specific factor due to omitted variables. 
 - create the problems in institutions’ 
 efficiencies. 
◦ “Difference-in-differences methodology” 

 distinguish the differences( actions) due to 
political motivation from differences in other 
years. 

 



Methodology: Model 

◦Yit = (Loant-Loant-1)/total assett-1 

◦Xit = strictly exogenous variables ( Macroeconomic variables) 

◦Wit-1 = sequentially exogenous variables ( bank size and capital ratio) 

◦electionit= dummy, 1 if it is an election year  

◦electionit*govtbankit= dummy, 1 if it is government-owned bank 

◦θt= time dummy 

◦αi= bank fixed effect(constant) 

◦uit= error term 

 

 

 
 
 



Results 
Emerging government-owned banks 

increase lending in election years 



Results: overall 

◦Interaction term is positive and significant for emerging 
market while negative for the developed markets 
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Test the robustness of the emerging markets 

1. Macroeconomic variables 
▫ Macroeconomic variables with election dummy 
▫ Macroeconomic variables with government bank 

dummy 

2. Slope 
3. Election time 
4. Different samples 
5. Non-election years 
 



Robustness: Macroeconomic variables 
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Robustness: Macroeconomic variables with election dummy 
1.1. 



Robustness: Macroeconomic variables with GovtBank 
dummy 

◦Election*Government is positive and significant. 

◦Increase in lending is not just a macroeconomic reflection but the bank 
type. 

 

1.2. 



Robustness: Different slopes for government-owned banks 

◦Bank fixed effect cannot capture the difference in slope 

◦We allow to have a different coefficient for government bank 

◦As election*govtbank is the same, size and capital do not have any additional role in 
explaining the lending  (even we incorporate the dif slope for govtbank) 

 

2. 

different slope &significant 

different slope for election 



Robustness: Election time 

◦Time is matter when the election is in the early of a year. The lending 
would increase before that year. 

◦The lending is spent closely to the elections 

 

Normal= 
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Robustness: Different samples 

Replacing the exit with the 
largest bank, not already in 
the sample 
▫Advantage: Adding the 
sample size 
▫Disadvantage: lagged 
variables in the model 
required previous two years  
 

Only bank surviving till 2000 
 
 
▫Advantage: no missing 
data (longer time series) 
▫Disadvantage : small 
sample size 

 

Five largest banks from 
each type 
 
▫Advantage: equal 
representation(5:5) 
▫Disadvantage: some bank 
are much smaller and more 
specialize 
 

4. 



Robustness: Non-election year 

◦Election year does not impact non-election year for government-owned 
bank 

 

5. 



Conclusion 

◦Political motivations influence the 
lending, not contributed to other 
differences(efficiency and objective) 
between both parties 
◦In emerging markets, government 
owned banks increase their lending in 
the election year comparing to private 
banks  
▫Lending increase 11% of total loans, 
on average, of a government-owned 
bank. 
◦Underestimated results: The influence 
of government can be during non-
election year and on private banks 
 



Thank you! 

QUESTIONS? 


