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ABSTRACT
This paper builds a new dataset on bank ownership and finds no 
evidence of a negative correlation between state-ownership of 
banks and economic growth. Banking crises predict increases in 
state-ownership but that there is no evidence that high state-own
ership predicts banking crises. Contrary to past literature, the paper 
also shows that recent data show no difference between the profit
ability of private and public banks located in emerging and devel
oping economies. The paper corroborates the existing literature 
which shows that in emerging and developing economies lending 
by state-owned banks is less procyclical than private bank lending.
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1 Introduction

The presence of the state in the financial system through direct ownership of banks has 
decreased rapidly since the late 1980s. In the mid-1970s, the government owned more 
than 40% of bank assets in advanced economies and about two-thirds of bank assets in 
developing and emerging economies. By the early 1990s, state ownership of banks had 
dropped to about 25% in advanced economies and to less than 50% in emerging and 
developing economies (Levy Yeyati et al., 2007). Privatization continued through the 
1990s and the first years of the new millennium. Immediately before the global financial 
crisis, the government controlled about 18% of bank assets in advanced economies and 
30% of bank assets in emerging and developing economies.1

State-ownership of banks is often justified by market failures and development goals. 
The social view emphasizes how public interventions can address market imperfections 
that lead to underinvestment in projects with high social returns (Stiglitz 1994; Levy- 
Yeyati, Micco, and Panizza 2007). The development view highlights the necessity of state- 
owned banks in countries where institutional failures prevent the development of 
a financial sector that can meet a country’s development needs (Lewis 1950; 
Gerschenkron 1962).

The privatization wave that started in the 1980s was linked to a sea change in the 
consensus view on the role of the state in finance. The perception that political failures 
dominate market failures led to the view that government intervention often makes 
things worse. State-ownership became associated with the idea that state-owned enter
prises only exist to provide rents to the policymakers that control them (Kornai 1979, 
Shleifer and Vishny 1994). This political view of state-ownership (La Porta, Rafael, and 
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Shleifer 2002) was crystallized by an influential World Bank report which concluded that: 
“Whatever its original objectives, state ownership tends to stunt financial sector devel
opment, thereby contributing to slower growth” (World Bank 2001, 123).

The global financial crisis led a resurgence of interest in state-ownership of banks 
(World Bank 2012, Inter-American Development, 2014; International Monetary Fund  
2020, European Bank for Reconstruction and Development 2020) and to a view that 
state-owned banks are not necessarily good or bad per se but dynamic institutions that, 
under certain conditions, can evolve and contribute to addressing society’s most pressing 
problems (Marois 2021). It is also worth mentioning that there are several types of 
banking institutions which are somewhere in between traditional private banks and state- 
owned banks. Butzbach and von Mettenheim (2015) call these institutions which have 
missions that include social and public policy goals and stakeholder-oriented governance 
“Alternative Banks” and suggest that alternative banks have several advantages with 
respect to traditional private banks.

This paper contributes to the discussion by building a new dataset which is longer and 
more detailed than what has been used in the existing literature and by using these new 
data to reassess the links between state-ownership of banks and each of financial depth, 
economic growth, financial stability, bank performance, and lending cyclicality. Two 
things that the paper does not do are to explicitly focus on the role of public banks as 
a tool to respond to the Covid 19 pandemic and to address climate change. McDonald, 
Marois, and Barrowclough (2020) focus on the first issue and Marois (2022) on 
the second.

Besides using more recent and longer data, this paper differs from previous work by 
focusing on commercial banks, instead of combining commercial and development 
banks. Commercial and development banks have different missions and modes of 
operations. Many development banks have an explicit development mandate which, in 
some cases, is narrowly defined (lending to the agricultural sector, lending to SMEs, 
lending to the export industry). State-owned commercial banks, instead, tend to have 
broader mandates. Moreover, while most commercial banks operate as first-tier institu
tions (i.e., they interact directly with the final borrower), a substantial number of 
development banks are second-tier institutions (see Fernandez-Arias, Hausmann, and 
Panizza 2020) with a completely different business model and cost structure. Hence, it 
does not make much sense to compare the performance and roles of these different types 
of financial institutions.

The influential work by La Porta, Rafael, and Shleifer (2002) shows that state ownership 
of banks in the 1970s is associated with lower future financial depth and GDP growth. 
However, the cross-sectional nature of their analysis does not allow controlling for unob
servable factors which could be jointly correlated with state ownership of banks and the 
outcomes of interest. The presence of such unobservable factors makes the negative 
relationship between state-ownership and growth observed in cross-country studies con
sistent with both the political and the social and development views described above.

The dataset assembled for this paper allows using panel data to estimate the short- and 
medium-term relationship between state-ownership and financial depth and to show that 
there is no robust correlation between these two variables. State-ownership of banks is 
not significantly correlated with current and future financial depth, and financial depth is 
not significantly correlated with current and future state-ownership of banks. I also find 
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no robust correlation between state-ownership of banks and successive growth, mea
sured using both 5-year and 10-year growth spells (if anything, the relationship is positive 
but rarely statistically significant).

Taken together, these results do not provide strong support for either the development 
or the political view. The lack of a positive correlation between the presence of state- 
owned banks and financial depth or GDP growth could be driven by the fact that this 
correlation is affected by the presence of unobservable variables which have a causal effect 
on both economic growth and the presence of state-owned banks. This is the endogeneity 
problems highlighted by Rodrik (2012).

I use bank-level data to study the relationship between ownership and performance. 
Note that one should be careful in interpreting these results. The fact that state-owned 
banks have lower profitability and higher NPL than private banks does not necessarily 
mean that state-owned banks are poorly managed. State-owned banks with a social 
mandate do not maximize profits and could be efficient even if they realize losses and 
have large non-performing loans. Comparing the profitability of private and state-owned 
banks is, however, useful in order to establish whether there are opportunity costs linked 
to having state-owned banks.

Past research found that state-owned banks located in emerging and developing 
economies are less profitable than private banks (Micco, Panizza, and Yanez 2007; 
Cull, Soledad Martínez Pería, and Verrier 2018). Results based on data for the period 
1995–2009 are consistent with these findings. However, recent data paint a more 
nuanced picture and suggest no difference between the profitability of private and public 
banks located in emerging and developing economies. With respect to non-performing 
loans, results based on recent data are consistent with previous work indicating that state- 
owned banks in both advanced and developing economies have higher levels of non- 
performing loans than private banks.

As procyclical lending by private banks may reduce the effectiveness of macroeconomic 
policies, countercyclical lending by state-owned banks could be useful in smoothing the 
business cycle (for a discussion of the potential role of public banks in macroeconomic 
policy, see Marshall and Rochon 2019). Micco and Panizza (2006) used bank-level data to 
test this hypothesis and showed that lending by state-owned banks is less procyclical than 
private bank lending and that this difference in lending cyclicality is especially important 
in developing and emerging economies. Several follow-up studies found similar results 
(World Bank 2012; Brei and Schclarek 2013; Cull and Martinez-Peria, 2013; Coleman and 
Feler 2015; Bertay, Demirgüç-Kunt, and Huizinga 2015, De Haas et al. 2015; Duprey  
2015). Section 6 corroborates the existing evidence of countercyclical lending by state- 
owned banks located in developing and emerging market economies and also shows that 
there is no difference between the pre and post GFC period.

2 Data

This paper uses four main types of data: (i) bank-level data from Fitch Connect; (ii) 
macroeconomic data from the IMF-WEO database and from the World Bank World 
Development Indicators; (iii) firm survey data from the World Bank Enterprise Survey; 
and (iv) industry-level data from UNIDO.2
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The bank-level dataset consists of an unbalanced panel covering 7,150 banks in 180 
countries over the period 1995–2018 and a total of over 100,000 observations. Figure 1 
plots the non-parametric distribution of the share of state-ownership for banks with 
positive state-ownership (the black lines are for 2010 and the red lines for 2018). In 
advanced and middle-income economies, the distribution is concentrated towards high 
shares (above 80%) of state ownership (even though in middle-income economies the 
2018 distribution is flatter than the 2010 distribution). In low-income economies, 
instead, there are two peaks, one at 20% and one at 90%. In this group of countries, 
the distribution of state-ownership shares is flatter than advanced and middle-income 
economies.

I build two country-year level measures of state ownership. The first measure is the 
number of state-owned banks over the total number of banks. Formally: 

SGOBc;t ¼

Pi¼1N GBi cð Þ;t
� �

Nc;t
(1) 

where Gi cð Þ;t is a dummy variable which takes value one if bank i (located in country c) 
in year t is state owned (with state-ownership defined using the 20% threshold) and zero 
if it is private and Nc;t is the number of commercial banks that operate in country c 
in year t.3

Figure 1. Distribution of state-ownership shares.This figure plots the non-parametric distribution 
(Epanechnikov Kernel) of state ownership for all banks in which state ownership is at least 1%. The top 
left panel includes all the banks included in the dataset used in this paper, the top right panel only 
uses data for banks based in advanced economies, and the bottom panels use data for banks based in 
middle-income (MIC) and low-income (LIC) economies.
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The second measure is the share of state ownership weighted by bank assets. Formally: 

GOBc;t ¼

PN
i¼1 GBi cð Þ;tAi cð Þ;t
� �

PN
i¼1 Ai cð Þ;t
� � (2) 

where Ai cð Þ;t are the assets of bank i (located in country c) in year t, and all other variables 
are defined as in Equation (1). Throughout the paper, I will use GOB to indicate 
a country-level continuous measure of state-ownership and PUB as a bank-level 
dummy that takes value one if the bank is state-owned (using the 20% threshold).

Figure 2 plots the evolution of state-ownership over 1995–2018. The black lines show 
the simple average (SGOBc;tÞ and the red lines show the weighted average (GOBc;t). As 
state-owned banks tend to be large, the weighted average is higher than the simple 
average. The top left panel of Figure 2 shows that the share of commercial bank assets 
controlled by the state dropped from nearly 30% in 1994 to about 20% in 2018. In 
advanced economies, the share of bank assets controlled by the government went from 
20% in 1995 to about 15% in 2009 and then increased to about 17% in the aftermath of 
the global financial crisis (top right panel of Figure 2). In middle-income countries, 
instead, state ownership decreased from about 40% in 1995 to 28% in 2018. In low- 
income economies, the share of assets controlled by the state started at 30% in 1995, 
bottomed out to about 22% in 2008, increased to 25% over 2008–14, and dropped again 
over 2014–18.

Figure 2. Share of state-owned banks.
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3 Country-level evidence

This section uses country-level panel data to assess the relationship between state- 
ownership of banks and each of financial depth (proxied by credit to the private sector 
over GDP), economic growth, and financial stability. Before looking at the regressions’ 
results, it is worth noting that one should be careful in interpreting cross-country 
regressions which relate state-ownership of banks with outcomes such as financial 
depth or GDP growth. The observed correlation between the presence of state-owned 
banks and outcomes such as financial depth or economic growth could be driven by 
unobserved variables which are jointly correlated with bank ownership and the outcome 
variables we are interested in.

If the observed cross-country variation in state-ownership of banks is not random, 
a negative correlation between the endogenously chosen level of state-ownership and 
each of financial and economic growth could either be driven by the presence of market 
failures (as postulated by the development and social views of state-owned banks), by the 
presence of political failures (as postulated by the political view), or by the joint presence 
of these different types of failures. This endogeneity problem can be illustrated with 
a simplified version of the model described in Rodrik (2012).

Assume a situation in which: (i) a certain market failure θ 2 0; 1½ � has a negative effect 
on a policy objective G (financial depth or economic growth, in our case); (ii) the 
government can mitigate this market failure by establishing a state-owned bank of size 
s 2 0; 1½ �; and (iii) there are agency costs φα sð Þ associated with the operations of the state- 
owned bank, where φ is a shift parameter associated with policy effectiveness (lower 
values of φ are associated with more efficient policymaking), and with α 0ð Þ ¼ 0, and 
α0 > 0, and α00 > 0. Given these assumptions, the socially optimal size of the state-owned 
banks is obtained from the following maximization problems: 

max
s

Gðs; θ; φÞ ¼ 1 � θ 1 � sð Þð ÞA � φα sð Þ (3) 

and the socially optimal value of s is implicitly defined by the first-order condi
tion θA � φα0 ¼ 0.4

If s is chosen by self-interest policymakers who, besides caring about social welfare 
(with weight λ 2 0; 1½ �Þ, also obtain private rents π sð Þ (with π0 > 0 and π00 < 0) from the 
state-owned banks, the equilibrium level of s is obtained from the following maximiza
tion problem: 

max
s

Uðs; θ;φÞ ¼ λ 1 � θ 1 � sð Þð ÞA � φα sð Þ½ � þ 1 � λð Þπ sð Þ (4) 

The value of s chosen by self-interested politicians is implicitly defined by 
θA � φα0 þ 1� λð Þπ0

λ ¼ 0. If λ< 1, politicians provide more state-owned banking than it is 
socially optimal. In other words, there is a political motive to state-owned banks.

Rodrik (2012) points out that the presence of political motives does not necessarily 
mean that setting s ¼ 0 is preferable to the suboptimal level of state-owned banks chosen 
by self-interested politicians. This would only be the case if 
1 � θð ÞA> 1 � θ 1 � s�ð Þð ÞA � φα s�ð Þ, where s� is the size of state-owned banking that 

solves the self-interested policymakers’ problem. In other words, the fact that political 
imperfections lead to too much state-ownership does not necessarily imply that the 
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optimal level of state-ownership is zero. This first consideration suggests that the ample 
evidence in favor of political motives does not necessarily mean that zero state-ownership 
would be a preferable option.

Second, and more important, the simple model derived by Rodrik provides an 
illustration of the endogeneity problem as it can yield a cross-country negative correla
tion between s and G even in a situation in which policymakers are both benevolent (λ is 
close to one) and efficient (φ is small). To show that this is the case, consider a group of 
countries with different levels of distortions θ and verify that the equilibrium level of 
state-ownership s� is increasing in θ and the policy objective G is decreasing in θ: 

@s�

@θ
¼

A
φα00 � 1� λ

λ π00
> 0 (5) 

@G
@θ
¼ � 1 � s�ð ÞA �

Aπ0

φα00 � 1� λ
λ π00

< 0 (6) 

Therefore, if θ is unobservable and cannot be controlled for, a cross-country regres
sion of G over s will show that state ownership is negatively correlated with G. And this is 
so even if policymakers choose the level of s that maximizes G. This is a classic endo
geneity problem: as market imperfections increase, benevolent policymakers will increase 
state-ownership, but since φ> 0, the optimal level of state-ownership will not fully 
eliminate the effect of the distortion (i.e., s� < 1). This generates a negative correlation 
between s� and G. Hence,

when we observe a negative correlation between interventions and performance, we cannot 
distinguish between two diametrically opposed views of the world ―one in which govern
ments are driven by desirable economic motives and one in which they are driven by 
economically harmful, political motives (Rodrik 2012, 146)

In the regressions of this section, I will try to address this issue by augment the models 
with a rich set of controls, with country fixed effects (which capture the time-invariant 
component of θ), and by also looking at whether state-ownership predicts financial depth 
or the other way around. However, none of these strategies can fully solve the endo
geneity problem described above.

3.1 State-owned banks and financial depth

Given the intertemporal nature of the typical financial contract, the presence of asym
metric information and weak contract enforcement are key sources of financial market 
imperfections which reduce private banks’ incentives to lend to small and information
ally opaque borrowers. The presence of these market failures is the most commonly used 
rationale for state interventions in financial markets and for the presence of state-owned 
banks.

This is the theory, but what do the data say? Table 1 explores the contemporaneous 
correlation between state-ownership and financial depth in an unbalanced panel of up to 
171 countries over the period 1995–2018. The different models are estimated using both 
pooled OLS and fixed effects regressions. Fixed effects regressions have the advantage of 
attenuating omitted-variable problems as they implicitly control for institutional 
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characteristics which can be jointly associated with small financial sectors and the 
presence of state-ownership (θ in Rodrik’s model). However, in the presence of variables 
with limited within-country variation, fixed effects models can also lead to multicolli
nearity and amplify problems associated with measurement error.

Column 1 of Table 1 shows that the correlation between state-ownership and financial 
depth is negative: countries with more state-owned banks have smaller financial sectors. The 
bottom panel of the table shows that this negative correlation is robust to including country 
fixed effects. However, there could be time-variant country characteristics which are jointly 
correlated with market failure and state ownership. These variables include creditors’ rights, 
macroeconomic stability (which can be proxied by inflation), and an overall measure of 
economic development (proxied by GDP per capita). Columns 2–8 show that in most cases 
the correlation between state-ownership and financial depth is no longer statistically sig
nificant once I control for these variables (the correlation remains marginally significant at 
the 10% confidence level in the fixed effects regression for the sample of emerging and 
developing economies). I probe further and test whether state ownership of banks predicts 
financial depth over a five-year period. I find no robust evidence of a negative correlation 
between state-ownership and future levels of financial depth (full results are available in 
Panizza 2021). I also conduct the opposite experiment and test whether financial depth 
predicts changes in state-ownership or in the level of state ownership. Regression results 
suggest that higher financial depth is associated with higher levels of state-ownership five- 
year later. However, the coefficients are rarely statistically significant (full results are available 
in Panizza 2021).

Summing up, while previous work which used older data and focused on the cross- 
sectional correlation between state ownership and financial depth found a strong nega
tive correlation between state-ownership of banks and financial depth, the more recent 
data and a panel set-up that allows controlling for a richer set of covariates show no 
strong correlation between state ownership of banks and financial depth (a result already 
present in Levy Yeyati et al., 2007). Most of these findings are in contrast with both the 
view that state ownership stunts financial-sector development (World Bank 2001) and 
with the development and social views suggesting that state-owned banks have a positive 
catalytic effect and should be especially active in countries with poorly working financial 
sectors.

3.2 State-owned banks and GDP growth

There are at least two channels through which state-ownership of banks could affect 
growth. On the positive side, state-owned banks could contribute to financing 
projects with high social returns but lower private returns. On the negative side, 
political lending may lead to resource misallocation and thus reduce economic 
growth.

Existing work yields mixed results. While, in a pure cross-country set-up, La Porta, 
Rafael, and Shleifer (2002) found a strong negative correlation between state-ownership 
and economic growth, Levy Yeyati et al. (2007) showed that these results are somewhat 
sensitive to the sample and time period used in the analysis.
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Tables 2 provides a new set of estimates that use more recent data and a panel 
framework.5 In Table 2, I focus on 5-year growth spells and in Table 13 on 10-year 
growth spells. In all regressions, I use the same set of controls as in Beck and Levine 
(2004). As in Tables 6–9, I use overlapping growth periods and correct for the presence of 
a moving average component in the error term.

There is a positive correlation between state ownership and subsequent growth in the 
full sample of countries (column 1, Table 2) and in the subsamples of emerging and 
developing economies (column 3) and middle-income countries (column 4). These 
results, however, are not robust to controlling for country fixed effects (columns 6–10). 
Taken together, these results suggest that there is a weak and rarely statistically significant 
positive correlation between state-ownership of banks and subsequent growth. There is 
no evidence in line with the negative correlation found in purely cross-sectional studies 
that use older data.

3.3 State-owned banks and banking crises

There is limited and mixed evidence on the link between state-ownership of banks and 
the incidence of banking crises (Cull, Soledad Martínez Pería, and Verrier 2018). Caprio 
and Martinez Peria (2004) found that state-ownership of banks is positively associated 
with the prevalence of banking crises. La Porta, Rafael, and Shleifer (2002), instead, find 
no statistically significant correlation between state ownership and the incidence of 
banking crises over 1970–1990, and Barth, Caprio, and Levine (2004) found a positive 
univariate correlation between state-ownership of banks and the incidence of banking 
crises which, however, is not robust to controlling for other variables.

Reverse causality is an especially complicated issue because banking crises often lead 
to nationalization episodes (Laeven and Valencia, 2018) and studies which do not care
fully control for the timing of the event may reach wrong conclusions. The dataset 
assembled for this paper is especially suitable to address this issue as it allows to carefully 
control for state-ownership before and after banking crises. With this objective in mind, 
I use a multivariate logit model to estimate the following specification: 

CRISISc;t ¼ αþ β1GOBc;t� 1 þ β2GOBc;t þ β3GOBc;tþ1 þ

þ δ1MICc þ δ2LICc þ κGFCt þ Xc;t� 1Γþ εc;t (7) 

where CRISISc;t is a dummy variable that takes value one in the first year of a banking 
crisis (I drop from the sample all the crisis years after the first, the data are from Leaven 
and Valencia, 2018), GOBc;t� 1, GOBc;t , and GOBc;tþ1 are the lagged, contemporaneous, 
and future values of government ownership of banks, MIC and LIC are dummy variables 
that take value one for middle income- and low-income countries, respectively (high- 
income is the excluded group), GFC is a dummy that takes value one for the years of the 
global financial crisis (2008 and 2009), and Xc;t� 1 is a matrix of country-year level 
controls.

I start by estimating Equation (7) by only including state ownership (i.e., I set 
δ ¼ κ ¼ Γ ¼ 0). Column 1 of Table 3 indicates that a higher level of state ownership at 
time t � 1 is negatively and significantly associated with the probability of observing 

JOURNAL OF ECONOMIC POLICY REFORM 53



Ta
bl

e 
2.

 S
ta

te
-o

w
ne

d 
ba

nk
s 

an
d 

G
D

P 
gr

ow
th

 (d
ep

. v
ar

: p
er

 c
ap

ita
 G

D
P 

gr
ow

th
, 5

-y
ea

r 
av

er
ag

e)
.

(1
)

(2
)

(3
)

(4
)

(5
)

(6
)

(7
)

(8
)

(9
)

(1
0)

ln
(Y

 P
C)

 t-
5

−
0.

89
3*

**
−

1.
48

8*
**

−
0.

91
5*

**
−

1.
84

7*
**

−
0.

03
3

−
5.

55
9*

**
−

7.
17

8*
**

−
5.

46
9*

**
−

6.
24

4*
**

−
4.

21
9*

**
(0

.2
35

)
(0

.4
36

)
(0

.2
50

)
(0

.3
82

)
(0

.7
18

)
(0

.9
57

)
(1

.8
47

)
(1

.0
05

)
(1

.7
95

)
(1

.4
27

)
G

O
B 

t-
5

1.
60

7*
*

1.
28

9
1.

58
5*

*
2.

52
5*

**
1.

02
6

−
0.

03
3

2.
49

5
−

0.
21

9
0.

75
7

−
1.

34
8

(0
.6

71
)

(0
.8

26
)

(0
.7

16
)

(0
.9

21
)

(0
.8

41
)

(0
.5

78
)

(1
.8

92
)

(0
.5

57
)

(0
.8

68
)

(1
.2

31
)

PR
IV

Y 
t-

5
−

0.
01

9
−

1.
12

6*
**

0.
06

6
−

0.
02

9
−

0.
02

2
−

0.
56

4*
*

−
1.

24
1*

*
−

0.
47

9
−

0.
70

2
−

0.
12

7
(0

.2
17

)
(0

.2
68

)
(0

.2
43

)
(0

.3
28

)
(0

.3
77

)
(0

.2
71

)
(0

.4
95

)
(0

.2
96

)
(0

.4
45

)
(0

.6
06

)
ED

U
 t-

5
1.

93
4*

**
3.

24
0*

**
1.

98
5*

**
3.

49
2*

**
0.

16
5

7.
04

8*
**

−
0.

08
3

7.
23

4*
**

8.
63

7*
**

5.
05

3
(0

.5
62

)
(1

.0
65

)
(0

.5
88

)
(0

.9
02

)
(0

.6
05

)
(1

.3
78

)
(2

.7
84

)
(1

.4
75

)
(2

.1
85

)
(3

.1
92

)
G

ov
 C

on
s 

t-
5

−
0.

75
6*

−
1.

93
9*

**
−

0.
55

9
0.

89
5

−
1.

89
6*

*
0.

69
0

1.
42

7
0.

65
8

2.
50

1*
−

0.
47

6
(0

.4
27

)
(0

.4
81

)
(0

.5
39

)
(0

.7
75

)
(0

.8
66

)
(0

.5
83

)
(1

.8
53

)
(0

.5
98

)
(1

.3
25

)
(0

.9
71

)
O

pe
n 

t-
5

0.
32

0
0.

58
6*

**
0.

05
2

0.
22

2
0.

14
4

0.
57

2
2.

62
6*

0.
51

2
2.

12
6*

0.
43

5
(0

.2
05

)
(0

.1
99

)
(0

.3
25

)
(0

.4
87

)
(0

.4
88

)
(0

.4
61

)
(1

.4
96

)
(0

.4
76

)
(1

.2
07

)
(0

.4
06

)
Ln

(IN
F)

 t-
5

−
0.

00
2*

**
−

0.
11

5*
*

−
0.

00
2*

**
−

0.
01

2
−

0.
00

3*
**

−
0.

00
2*

−
0.

13
3*

**
−

0.
00

2*
−

0.
02

0*
**

−
0.

00
1*

*
(0

.0
01

)
(0

.0
42

)
(0

.0
01

)
(0

.0
07

)
(0

.0
01

)
(0

.0
01

)
(0

.0
35

)
(0

.0
01

)
(0

.0
05

)
(0

.0
00

)
Co

ns
ta

nt
6.

76
7*

**
12

.7
05

**
*

7.
62

5*
**

8.
72

7*
**

6.
61

2
(1

.9
75

)
(4

.4
10

)
(2

.3
24

)
(2

.8
58

)
(5

.7
34

)
N

. O
bs

2,
17

1
43

7
1,

73
4

74
1

46
0

2,
17

1
43

7
1,

73
4

74
1

46
0

R2
0.

14
9

0.
23

0
0.

12
6

0.
28

5
0.

14
2

N
. C

ou
nt

rie
s

13
4

28
10

6
44

30
13

4
28

10
6

44
30

Sa
m

pl
e

Al
l

AE
EM

D
E

M
IC

LI
C

Al
l

AE
EM

D
E

M
IC

LI
C

Co
un

tr
y 

FE
N

o
N

o
N

o
N

o
N

o
Ye

s
Ye

s
Ye

s
Ye

s
Ye

s

Ro
bu

st
 s

ta
nd

ar
d 

er
ro

rs
 in

 p
ar

en
th

es
es

, c
lu

st
er

ed
 a

t 
th

e 
co

un
tr

y 
le

ve
l. 

**
* 

St
at

is
tic

al
ly

 s
ig

ni
fic

an
t 

at
 t

he
 1

%
 le

ve
l, 

**
 S

ta
tis

tic
al

ly
 s

ig
ni

fic
an

t 
at

 t
he

 5
%

 le
ve

l, 
* 

St
at

is
tic

al
ly

 s
ig

ni
fic

an
t 

at
 t

he
 1

0%
 le

ve
l.

54 U. PANIZZA



a banking crisis at time t. It also shows that there is no significant contemporaneous 
correlation between state ownership and the likelihood of observing a banking crisis and 
that the share of state-ownership increases after the crisis. These findings are consistent 
with the idea that banking crises cause state-ownership, rather than the other way 
around. They are also consistent with Laeven and Valencia’s (2018) data which show 
that a large number of banking crises are followed by nationalization episodes.

Column 2 shows that the results are robust to controlling for the middle-income and 
low-income dummies. These dummies show a higher incidence of banking crises in 
middle-income countries (low-income countries are not significantly different from 
high-income countries). Column 3 shows that, as expected, the incidence of banking 
crises increased during the global financial crisis. However, controlling for the GFC 
dummy does not alter the previous results. Finally, column 4 augments the model with 
the set of controls used by Demirgüç-Kunt and Detragiache (2005). As expected, I find 
that banking crises are positively associated with currency depreciations, inflation, and 

Table 3. State-owned banks and banking crises and logit model (dep. var: banking crisis 
dummy).

(1) (2) (3) (4)

GOB t-1 −3.773*** −4.469*** −4.439*** −6.109***
(0.863) (0.956) (1.127) (1.197)

GOB 0.708 0.622 0.813 1.662
(1.326) (1.442) (1.464) (2.835)

GOB t+1 3.033*** 3.482*** 3.380*** 3.589
(0.940) (1.033) (1.174) (3.449)

GROWTHt-1 0.009
(0.063)

∆TOTt-1 −0.109
(2.348)

∆DXt-1 −0.045***
(0.016)

RRATE t-1 0.062*
(0.034)

Ln(INF) t-1 0.036**
(0.015)

ln(Y PC) t-1 −0.204
(0.348)

GOV BAL/GDP t-1 0.035
(0.026)

MONEY/RES t-1 0.056*
(0.029)

PRIVY t-1 1.519**
(0.627)

CR GROWTH t-3 0.803**
(0.350)

MIC 0.825*** 0.798** 2.377***
(0.296) (0.310) (0.684)

LIC −0.585 −0.569 0.603
(0.497) (0.471) (1.113)

GFC 1.826*** 1.212***
(0.284) (0.459)

Constant −4.269*** −4.426*** −5.011*** −6.040*
(0.171) (0.240) (0.275) (3.360)

N. Obs. 3,670 3,670 3,827 2,133
Pseudo R2 0.02 0.05 0.11 0.24

Robust standard errors in parentheses. 
*** Statistically significant at the 1% level, ** Statistically significant at the 5% level, * Statistically significant 

at the 10% level.
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credit growth. Controlling for these variables, I find that the coefficient associated with 
GOBc;t� 1 remains negative and statistically significant, while the coefficient of GOBc;tþ1 

remains positive but no longer significant.
Taken together, the results of Table 3 suggest that there is no evidence that higher levels 

of state-ownership of banks predict banking crises over the period 1995–2018. There is 
some evidence that banking crises lead to an increase in state-ownership of banks.

4 Bank-ownership and performance

This section uses bank-level data to study the relationship between ownership and different 
measures of bank performance and activity. I start by looking at profitability, net interest 
margins (and separately at interest income and expenditure), and non-performing loans, 
I then check if state-owned banks are more likely to hold government bonds, and 
I conclude by studying the relationship between state-ownership and liquidity creation.

4.1 Profitability, interest margins and non-performing loans

I estimate, several versions of the following model: 

Yi cð Þ;t ¼ αPUBi cð Þ;t þ Xi cð Þ;tBþ cyþ typeþ εi cð Þ;t (8) 

where Yi cð Þ;t is a performance indicator for bank i, in country c, in year t, PUBi cð Þ;t is 
a dummy that takes value one for state-owned banks, Xi cð Þ;t is a matrix of bank-level 
controls, and cy and type are country-year and bank type fixed effects.6 Errors are 
clustered at the bank level. Note that even though SOE is time-varying, Equation (8) 
does not include bank fixed effects because ownership changes are rare and the inclusion 
of fixed effects would only allow estimating the effect of ownership for the relatively small 
number of banks that changed ownership.

I consider the following performance indicators: (i) Returns on Assets (ROA); (ii) Net 
Interest Margin (NIM); and (iii) Non-Performing Loans/Loans. I use the following set of 
controls: (i) Log(assets); (ii) non-interest income/assets; (iii) customer deposits/assets; 
(iii) Loan/assets; and (iv) non-interest expenditure over assets.

I estimate Equation (8) separately for the sub-sample of advanced economies, middle- 
income economies, low-income economies, East-Asia and Pacific, East Europe and 
Central Asia, Latin America and the Caribbean, the Middle East and North Africa, 
South Asia, and sub-Saharan Africa. I also estimate models for the whole period, and 
for 1995–2009 and 2010–2018 separately. Given the large number of estimations 
involved in these exercises, I do not report tables with full regression results, but a set 
of graphs with the point estimates of α and the confidence intervals of these estimates. 
I also report results for a set of regressions that do not include bank type fixed effects.

Returns on assets

When I estimate the model for the full period (1995–2018), I tend to find a negative 
correlation between state-ownership and bank profitability (the exception is East Asia 
and Pacific). However, the correlation is only statistically significant at the 95% 
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confidence level in emerging and developing economies (the coefficient is precisely 
estimated in middle-income countries) and in East Europe and Central Asia (top left 
panel of Figure 3). The results are essentially identical if I do not include bank specializa
tion fixed effects (top right panel of Figure 3).

The bottom panel of Figure 3 shows substantial time heterogeneity. There is 
evidence that before 2010 state-owned banks located in developing and emerging 
markets had lower profitability than their private counterparts. The gap was particu
larly large in East Europe and Central Asia and in Latin America and the Caribbean. 
Instead, there was no differential between private and state-owned bank profitability in 
advanced economies. In the second part of the sample, instead, there is no statistically 
significant difference in profitability between private and public banks located in 
developing and emerging economies. However, a gap opened in advanced economies, 
with state-owned banks having profitability levels which are significantly lower than 
those of private banks.

Net interest margin
Data for the full period show that state-owned banks tend to have higher net interest 
margins than their private counterparts and that the difference between the two groups is 
statistically significant in middle-income economies, East Asia and Pacific, and Latin 
America and the Caribbean (top left panel of Figure 4).

As in the case of profitability, the relationship between state ownership and net 
interest margins changed over time (bottom panels of Figure 4). The higher net interest 
margins enjoyed by state-owned banks in Latin America are mostly driven by the pre- 

Figure 3 
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2010 period and those of East Asia are driven by the post-2009 period. Moreover, state- 
owned banks in East Europe had higher interest margins before 2010 and lower after 
2010 (with the difference being statistically significant in the latter period).

Non-performing loans

The top left panel of Figure 5 shows that state-owned banks tend to have higher non- 
performing loans than their private counterparts in both advanced economies and 
emerging and developing economies. The difference is especially high in low-income 
economies and in South Asia and Latin America. The bottom panels of Figure 5 
show again substantial over-time heterogeneity and indicate smaller differences in 
non-performing loans in the post-2009 period (the difference in non-performing 
loans is no longer statistically significant in both Latin America and sub-Saharan 
Africa).

4.2 Lending to the government

Large holdings of government bonds on bank balance sheets may amplify financial 
vulnerabilities through the bank-sovereign doom loop. IMF (2020) documents that 
during the European sovereign debt crisis there was a substantial increase in holdings 
of government paper by state-owned banks and that in emerging and developing 
economies with high levels of public debt, state-owned banks hold more government 
bonds than private banks.

Figure 4. 
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The top left panel of Figure 6 shows that holdings of government bonds by state- 
owned banks are significantly larger than holdings of government bonds by private banks 
in advanced economies, low-income economies, in Eastern Europe and Central Asia, and 
in Latin America and the Caribbean. Looking at sub-periods, we observe opposite trends 
for advanced economies and middle-income economies (bottom panels of Figure 6). 
While the relative share of government bonds held by state-owned banks increased 
rapidly in advanced economies after the European sovereign debt crisis of 2011–12, the 
opposite happened in middle-income economies.

Panizza (2021) checks if state-owned banks hold more government bonds when public 
debt is high. In the full sample, there is evidence that in countries with high debt levels 
state-owned banks hold more public debt than their private counterparts. This finding is 
driven by the behavior of middle-income economies.

5 Cyclicality

One possible rationale for state-ownership of banks is that procyclical lending of private 
banks may reduce the effectiveness of countercyclical macroeconomic policies (Levy 
Yeyati et al., 2007). If this is the case, countercyclical lending by state-owned banks 
could be useful in smoothing the business cycle, especially during deep recessions.

To the best of my knowledge, Micco and Panizza (2006) were the first to use bank- 
level data to show that lending by state-owned banks in emerging and developing 
economies is less procyclical than private bank lending. Several follow-up studies 

Figure 5. 
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corroborated this result using both cross-country data and by focusing on individual 
countries (Önder and Özyıldırım 2013, Bonomo, Brito, and Martins 2015). A recent 
study by Ture (2021) also finds that lending by state-owned banks is less procyclical than 
private bank lending, but that this is not the case in developing economies with high 
levels of public debt.

In this section, I update the analysis of Micco and Panizza (2006) and also explore the 
role of heterogeneity, building on the work of Ture (2021). I start by estimating the 
following model: 

LOANGRi cð Þ;t ¼ PUBi cð Þ;t αþ βGRc;t
� �

þ lnðAi cð Þ;t� 1Þ γþ δGRc;t
� �

þ

þ Xi cð Þ;tBþ cyþ bkþ εi cð Þ;t (10) 

where LOANGRi cð Þ;t is the growth rate of net loans (measured in USD) of bank i located 
in country c, GRc;t is real GDP growth in country c, year t, and all other variables are 
defined as above. In the set-up of equation (10), β< 0 indicates that state-owned banks 
are less procyclical (or more countercyclical) than their private counterparts (the main 
effect of GRc;t is absorbed by the country-year fixed effects).

Column 1 of Table 4 estimates Equation (10) by setting γ ¼ δ ¼ B ¼ 0. As in Micco 
and Panizza (2006), I find that β is negative and statistically significant, consistent with 
the idea that state-owned banks contribute to macroeconomic stabilization. Columns 2 
and 3 show that this result is robust to relaxing the assumption that γ ¼ δ ¼ B ¼ 0. In 
columns 4 and 5, I estimate separate models for advanced economies and emerging and 
developing economies and corroborate Micco and Panizza’s (2006) finding that the 

The spikes are 95% (in black) and 99% (in grey) confidence intervals

Figure 6. 
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countercyclical role of state-owned banks is only present in emerging and developing 
economies. Columns 6–11 of Table 4 show that the results are also robust to running 
separate regressions for the pre and post-2009 period.

I also check if the countercyclical role of state-owned banks reduces their profit
ability around the business cycle. I find no evidence in this direction. However, I do 
find some evidence that lending countercyclicality affects the cyclicality of non- 
performing loans.

Table 5 explores the role of fiscal fundamentals. In columns 1–3, I allow for separate 
coefficients for high and low public debt country-years. High debt is defined as having 
a debt-to-GDP ratio above 100% for advanced economies and above 60% for developing 
and emerging economies. Contrary to what found by Ture (2021), I do not find any 
difference in countercyclicality between high and low debt countries. If anything, coun
tercyclicality seems higher in high debt countries (but the difference is not statistically 
significant). There are four key differences between my analysis and that of Ture (2021): 
(i) a larger and longer sample (my sample of emerging and developing countries includes 
29,800 observations, that of Ture about 3,000 observations); (ii) different coverage (my 
sample only includes commercial banks); (iii) I measure cyclicality using real GDP 
growth instead of using a deviation from trend growth7; and (iv) I include country- 
year fixed effects instead of macroeconomic controls. In future analyses, it would be 
interesting to explore which of these differences drives the different results.8

In the last three columns of Table 5, I use sovereign ratings as an encompassing 
measure of fiscal fundamentals. I allow for different coefficients for investment grade and 
non-investment grade country-years and find that countercyclicality is higher in non- 
investment grade countries.

Table 5. Bank ownership, lending cyclicality, and fiscal fundamentals (dep. var: growth of net loans).
(1) (2) (3) (4) (5) (6)

PUB 2.406 3.973 1.945 2.680 3.220 2.125
(1.451) (0.905) (1.078) (1.522) (0.792) (1.060)

PUBxGRxLow Debt −0.271** −0.006 −0.341**
(2.258) (0.032) (2.417)

PUBxGRxHigh Debt −0.453** −0.915 −0.468**
(2.161) (0.824) (2.127)

ln(Assets)t-1 −12.998*** −11.049*** −14.834*** −12.531*** −10.695*** −14.837***
(31.597) (18.035) (29.267) (28.613) (17.626) (26.764)

Cust Dep/Assets t-1 −0.104*** −0.098*** −0.102*** −0.104*** −0.106*** −0.093***
(7.152) (4.566) (5.174) (6.990) (5.111) (4.447)

Loans/Assets t-1 −0.696*** −0.556*** −0.809*** −0.676*** −0.554*** −0.791***
(37.286) (19.959) (33.284) (35.750) (20.461) (30.859)

PUBxGRxInv. Grade −0.125 −0.015 −0.163
(0.825) (0.081) (0.830)

PUBxGRxNon-Inv. Grade −0.656*** −10.790 −0.680***
(4.191) (1.449) (4.153)

Observations 59,843 30,029 29,814 58,330 31,372 26,958
CY FE Yes Yes Yes Yes Yes Yes
Bank FE Yes Yes Yes Yes Yes Yes
Sample ALL AE EMDE ALL AE EMDE

t-statistics in parenthesis computed using robust standard errors clustered at the bank level 
*** Statistically significant at the 1% level, ** Statistically significant at the 5% level, * Statistically significant at the 10% 

level.
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6 Conclusions

There are opposing views on the role of state-owned banks. While the social and 
development views suggest that state-ownership of banks can address important market 
failures and promote financial deepening, the political view maintains that state-owned 
banks only exist to provide rents to the policymakers that control them and that state- 
owned banks have a negative effect on financial sector development and economic 
growth.

This paper uses new data on state-owned commercial banks and does not find strong 
evidence in support of either view of state-owned banks. At the macro-level, there is no 
evidence that state-ownership of banks predicts financial depth or economic growth. This 
could be due to the fact that state owned banks have no effect on these variables or to the 
endogeneity problem highlighted by Rodrik (2012) and discussed in Section 3 of the paper. 
There is also no evidence that state-ownership increases the likelihood of financial crises.

At the micro-level, I find that recent data show decreasing profitability gaps between 
state-owned and private banks but indicate that state-owned banks tend to have more 
non-performing loans than private banks. Given that state-owned banks do not max
imize profits, the presence of a profitability gap does not necessarily indicate that state- 
owned banks are inefficient. The lack of such a gap, however, suggests that there are no 
large opportunity costs linked to the presence of state-owned banks.

I also find that state-owned bank may contribute to macroeconomic stabilization. 
Specifically, I find that lending by state-owned banks is either countercyclical or less 
procyclical than lending by private banks. I also find that this stabilization role of state- 

Bank ownership and lending to the government (dep. var government bond holding over assets). The 
spikes are 95% (in black) and 99% (in grey) confidence intervals.
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owned banks does not lead to lower profitability and that countercyclical lending by 
state-owned banks is not mitigated by high public debt or by weak fiscal fundamentals as 
captured by sovereign credit ratings.

One key takeaway from my analysis is that there is substantial heterogeneity both 
across countries and across time and institutions within a country. Future research 
should focus on understanding the drivers of this heterogeneity.

Notes

1. These shares include state-owned development banks. State-ownership shares of commer
cial banks are 4–6 percentage points lower (see Figures 4–6, below).

Bank ownership and lending to the government (dep. var government bond holding over 
assets). The spikes are 95% (in black) and 99% (in grey) confidence intervals.

2. Besides these four main sources of data, the paper also uses information on banking crisis 
from Laeven and Valencia (2018) and sovereign credit rating data from Fitch, Moody’s, and 
Standard & Poor’s. Details on the construction of the bank-level dataset are provided in 
Panizza (2021).

3. The 20% threshold is standard in the literature because, as mentioned by La Porta, Rafael, 
and Shleifer (2002), 20% ownership is typically sufficient for control. Ture (2021) Frigerio 
and Vandone (2018) and Cornett et al. (2009). The results of this paper are robust to using 
a higher threshold for the state-ownership dummy.

4. I assume φ> 0, because with φ ¼ 0, the social planner problem yields the corner solution 
s ¼ 1.

5. Table 12 uses 5-year growth spells. I obtain similar results if I use 10-year growth spells
6. Bank types are: Bank holding company, Commercial bank, Credit union, Cooperative bank, 

Investment bank, Private bank, Savings bank.
7. I adopt this strategy because in emerging and developing countries trend growth is not well- 

defined (Aguiar and Gopinath 2007).
8. Another possible difference has to do with the role of global crises. Specifically, Ture (2021) 

finds that high public debt in developing economies matters for cyclicality when she 
excludes the Global Financial Crisis from the sample.
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