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Outline

1. How are ‘standard-taking’ regulators responding to 

Basel standards?
– FSI data from 100 jurisdictions outside of BCBS

2. Two explanations for variation in responses:
– ‘Goodness of Fit’

– Internationalization of the banking sector

3. Do our explanations withstand empirical scrutiny?
– Regression analysis 
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1. How are ‘standard-taking’ regulators 

responding to Basel standards?



Basel II Adoption (non-members)
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Basel III Adoption (non-members)
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Variation within Basel II
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Credit - Standardised approach Credit - FIRB

Operational - Basic indicator Credit - AIRB

Operational - Standardised approach Operational - Advanced measurement method

Market - Standardised Market - Internal models

Adoption of Basel II Pillar I Minimum Capital Requirements
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2. Explaining variation in responses
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Goodness of Fit

• Basel designed for sophisticated financial 
markets & well-resourced regulators

• Basel II:
– Standardized vs Internal models

– Pillar 3 market discipline

• Basel III:
– Definitions of capital, capital cons. buffer, leverage 

ratio

– Countercyclical buffer, liquidity standard
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Basel Adoption by Income 

(as at 2015)

Basel II Adoption Basel III Adoption

Low income 11 (79%) 5 (36%)

Lower-middle 

income
15 (56%) 10 (37%)

Upper-middle 
income

22 (81%) 13 (48%)

High-income 23 (77%) 13 (42%)
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Compliance 

Costs

Regulatory 

capital

Transactions 

costs 

Market entry 

costs

Cost of 

international 

capital

Foreign 

Banks

  (BII)

 (BIII)

 NA 

Domestic 

banks 

operating 

abroad

  (BII)

 (BIII)

  

Domestic 

banks raising 

capital 

abroad

 (BII)

 (BIII)

NA NA 

Small 

domestic 

banks

  NA NA NA

Internationalization of Banking Sector



Goodness of Fit:

H1: Expect levels of BII and BIII adoption increase with 

financial  sector depth / sophistication and regulatory 

capacity

Internationalization of banking sector:

H2: Expect levels of BII and BIII adoption (including 

internal models) to increase with level of banking 

sector internationalization
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2 Hypotheses to Probe
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3. Do our explanations withstand 

empirical scrutiny?



Data

• Data on Basel Adoption (DV):
- Index of Basel II adoption,  0-10 components 

- Among BII adopters, binary variable: model-based or not

- Index of Basel III, adoption, 0-8 components

• “Goodness of fit”:
- Financial sector depth (for robustness: GDP per capita)

- Private credit bureau coverage

- Number of supervisors

• Banking sector internationalization
– Foreign bank presence (for robustness: Foreign bank assets)

– Banks abroad

• Controls:
– IMF program

– Financial crises
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Results: Basel II
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Results: Basel II
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Results: Basel III



Conclusion

• Disaggregation shows Basel is not really 

‘global’

• Two explanations for variation in adoption
– Goodness of fit, but not sufficient

– Internationalization of the banking sector

• Regulators face strong market-based 

incentives to adopt, even if Basel is a ‘poor 

fit’

• Need to rethink the global standard-setting 

process -> more inclusive?
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Thank You
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