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Table 1
Financial Depth: Beginning and End of Period Means

and Test of Change Across Time

Panel A: Full Sample

LLY PRIVY BANK

I     Mean, 1986 .39 .34 .74

II    Mean, 1995 .44 .39 .77

III   Growth (percent) 12.1 13.7 4.0

IV   Wilcoxon Test z stat. 3.25 3.21 2.18

V     p-value .00 .00 .03

VI   Spearman Rank Corr. rho statistic .83 .74 .72

VII  p-value .00 .00 .00

VIII No. of Observations 96 96 103

Panel B: Industrial Countries

LLY PRIVY BANK

I     Mean, 1986 .56 .58 .92

II    Mean, 1995 .66 .72 .95

III   Growth (percent) 16.4 21.6 3.2

IV   Wilcoxon Test z stat. 2.62 2.83 2.78

V     p-value .01 .00 .01

VI   Spearman Rank Corr. rho statistic .44 .49 .65

VII  p-value .04 .02 .00

VIII No. of Observations 21 21 21

Panel C: Developing Countries

LLY PRIVY BANK

I     Mean, 1986 .35 .27 .69

II    Mean, 1995 .38 .29 .72

III   Growth (percent) 8.2 7.1 4.3

IV   Wilcoxon Test z stat. 2.23 2.04 1.60

V     p-value .03 .04 .11

VI   Spearman Rank Corr. rho statistic .81 .64 .63

VII  p-value .00 .00 .00

VIII No. of Observations 75 75 82



Figure 1
Financial Depth, 1986 and 1995

Figure 1a: Liquid Liabilities / GDP, 1986 and 1995

Figure 2a: Domestic Credit / GDP, 1986 and 1995
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Figure 1 (continued)

Figure 1c: Private Bank Ratio, 1986 and 1995
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Table 2
Correlation of Changes in Financial Depth

Simple Correlations (ρ) and
Spearman Rank Correlation Test Rho Values (S.R.) with Associated p-values

Panel A: Full Sample

∆lnLLY ∆lnPRIVY

ρ S.R. (p-value) ρ S.R. (p-value)

∆lnLLY 1.0

∆lnPRIVY .68 .64  (.00) 1.0

∆lnBANK .48 .28  (.01) .46 .31  (.00)

Panel B: Industrial Countries

∆lnLLY ∆lnPRIVY

ρ S.R. (p-value) ρ S.R. (p-value)

∆lnLLY 1.0

∆lnPRIVY .88 .83  (.00) 1.0

∆lnBANK .15 .21  (.35) .14 .12  (.60)

Panel C: Developing Countries

∆lnLLY ∆lnPRIVY

ρ S.R. (p-value) ρ S.R. (p-value)

∆lnLLY 1.0

∆lnPRIVY .65 .60  (.00) 1.0

∆lnBANK .51 .31  (.01) .48 .34  (.00)



Figure 2
Proportion of Years with Open Capital Markets, 1986 to 1995
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Figure 2 (continued)

C .  Deve lop ing  C ountries
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Table 3
SHARE and Years of Open Capital Markets (SHARE ≠ 0)

SHARE Years Open Industrial Countries Developing Countries

0.1 1995 Norway Costa Rica, Niger

0.2 1994-95 Spain

0.3 1993-95 France, Italy, Portugal, Sweden Argentina, Honduras, Peru

0.4 1992-95 Ireland

0.5 1991-95 Finland, Austria

0.6 1988-92, 1995 Ecuador

0.7 1989-95
1986-92

Guatemala
Uruguay

0.8 1988-95 Denmark

0.9 1986-94 Japan

1.0 1986-95 Australia, Belgium, Canada,
Germany, Netherlands, New
Zealand, U.K., U.S.

Bolivia, Malaysia, Maldives,
Panama, Seychelles



Figure 3
Association between Capital Account Liberalization

and Indicators of Financial Deepening

     A. Liquid Liabilities / GDP

     B. Domestic Credit / GDP
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Figure 3 (continued)

     C. Private Bank Ratio
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Table 4
Instrument Choice for Capital Account Liberalization

Over the Period 1986 to 1995

The dependent variable is KALIB86-95 as measured by SHARE

(1) (2) (3)

Dummy equal to 1 if country had
no capital account restrictions in
1985, and zero otherwise

.8257**
(.0539)

.7189**
(.0550)

Africa -.5633**
(.0869)

-.2449**
(.05654)

Latin America -.40**
(.0904)

-.1439**
(.05658)

Asia -.4823**
(.0997)

-.2245**
(.0617)

No. of Observations 93 93 93

R2 .71 .31 .76

Note: Standard errors in parentheses. A constant is included in all the regressions. Regional dummies for
Africa, Latin America, and Asia refer to non-OECD countries as of 1986.
** indicates significance at the 5 percent level, while * denotes significance at the 10 percent level.



Table 5
Financial Depth and Capital Account Liberalization

Full Sample

∆lnLLY ∆lnPRIVY ∆lnBANK

OLS
(1)

IVa

(2)
IVb

(3)
OLS
(4)

IVa

(5)
IVb

(6)
OLS
(7)

IVa

(8)
IVb

(9)

lnFD86 -.274**
(.066)

-.279**
(.068)

-.279**
(.065)

-.402**
(.076)

-.407**
(.082)

-.407**
(.077)

-.412**
(.088)

-.425**
(.091)

-.404**
(.088)

KALIB86-95 .234**
(.091)

.280*
(.148)

.282**
(.097)

.357**
(.123)

.413*
(.243)

.415**
(.134)

.208**
(.097)

.299
(.187)

.146
(.115)

Africa -.390**
(.092)

-.380**
(.093)

-.380**
(.092)

-.788**
(.156)

-.778**
(.158)

-.778**
(.156)

Asia .236**
(.088)

.252**
(.093)

.225**
(.089)

Gov. Spend./GDP
in 1986

-.015**
(.003)

-.014**
(.004)

-.015**
(.004)

No. of
Observations

92 92 92 89 89 89 87 87 87

R2 .325 .384 .301

Note: Robust standard errors in parentheses. A constant is included in all the regressions. KALIB86-95 is measured by
SHARE. IVa denotes instrumental variables regression with developing countries' regional dummies as the only
instruments. IVb denotes instrumental variables regression with developing countries' regional dummies and an
indicator of a country's stance toward capital account liberalization in 1985 as instruments. ** indicates significance
at the 5 percent level, while * denotes significance at the 10 percent level.



Table 6
Financial Depth and Capital Account Liberalization

Panel A: Industrial Countries

∆lnLLY ∆lnPRIVY ∆lnBANK

OLS
(1)

IV
(2)

OLS
(3)

IV
(4)

OLS
(5)

IV
(6)

lnFD86 -.5750**
(.1361)

-.5752**
(.1366)

-.5275**
(.1776)

-.5217**
(.1935)

-.4861**
(.3275)

-.5461
(.3275)

KALIB86-95 .3684**
(.1193)

.3589**
(.1239)

.5441**
(.1841)

.4636**
(.1629)

.030
(.0378)

.0572**
(.0263)

No. of
Observations

21 21 21 21 21 21

R2 .58 .43 .26

Panel B: Latin American Countries

∆lnLLY ∆lnPRIVY ∆lnBANK

OLS
(1)

IV
(2)

OLS
(3)

IV
(4)

OLS
(5)

IV
(6)

lnFD86 -.2048
(.1448)

-.1726
(.1692)

-.2524*
(.1229)

-.2637**
(.1237)

-.4088**
(.0832)

-.4122**
(.0830)

KALIB86-95 .0293
(.2928)

.2296
(.3207)

-.05033
(.3255)

.0864
(.3705)

.2415**
(.1044)

.2729**
(.1277)

Gov. Spend./GDP
in 1986

-.0133
(.0111)

-.0159
(.0116)

-.0150*
(.0085)

-.0156*
(.0085)

-.0228**
(.00935)

-.0230**
(.00947)

No. of
Observations

20 20 20 20 20 20

R2 .38 .36 .58

Note: Robust standard errors in parentheses. A constant is included in all the regressions. KALIB86-95 is measured by
SHARE. IV denotes instrumental variables regression with an indicator of a country's stance toward capital account
liberalization in 1985 as instrument. The regressions in Panel B exclude Bolivia and Nicaragua, which are two
outliers. ** indicates significance at the 5 percent level, while * denotes significance at the 10 percent level.



Figure 4
Partial Scatterplots of Indicators of Financial Deepening

against Capital Account Liberalization

  A. Liquid Liabilities / GDP

  B. Domestic Credit / GDP
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Figure 4 (continued)

C. Private Bank Ratio

coef = .030, se = .0378

e(
 d

B
A

N
K

 | 
X

)

e( share | X )
-.666467 .426617

-.182466

.143894

ICE

FRA

NOR

ESP
IRE

AUT

GRC

FIN SWE

ITA

PRT

JAP

DEN GERNDL
UK AUSCAN

NZL

USA

BEL



Table 7
Financial Development and GDP Growth

The dependent variable is ∆lnGDP

FD is given by LLY FD is given by PRIVY FD is given by BANK

eq.(2) eq.(2')
    OLS             2SLS

eq.(2) eq.(2')
    OLS             2SLS

eq.(2) eq.(2')
    OLS             2SLS

FD86 .1482
(.0977)

.2441
(.1510)

.2633
(.2165)

.1027
(.0811)

   .2901**
(.0975)

.2701
(.2003)

.1409
(.1566)

  .3282*
(.1767)

   .3352**
(.1645)

∆lnFD    .1406**
(.0677)

.1606
(.1632)

   .0998**
(.0383)

.0892
(.0940)

   .2404**
(.0656)

  .2494*
(.1344)

No. of Obs. 70 70 70 71 71 71 71 71 71

R2 .31 .35 .32 .37 .31 .42

Note: Robust standard errors in parentheses. A constant is included in all the regressions. Additional explanatory variables are given by regional
dummies for sub-Saharan Africa and Latin America, the (log of the) initial level of real per-capita GDP, the initial ratio of export plus imports to
GDP, and the initial ratio of investment to GDP. ∆lnFD is instrumented using eq.(1) in the text, as detailed in sections 3 and 4.  ** indicates
significance at the 5 percent level, while * denotes significance at the 10 percent level.


