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SummarySummary

�� In this study, we examine how the introduction of In this study, we examine how the introduction of 
deposit insurance affects depositors and banks.deposit insurance affects depositors and banks.

�� We use the depositWe use the deposit--insurance scheme introduced insurance scheme introduced 
into the Russian banking system in 2004 as a into the Russian banking system in 2004 as a 
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into the Russian banking system in 2004 as a into the Russian banking system in 2004 as a 
natural experiment.natural experiment.



SummarySummary

�� The fundamental research question is:The fundamental research question is:

�� Does the introduction of deposit insurance lead to Does the introduction of deposit insurance lead to 
a more effective banking system?a more effective banking system?

More specifically, does it lead to More specifically, does it lead to 
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�� More specifically, does it lead to More specifically, does it lead to 

•• increased retail depositincreased retail deposit--taking; and taking; and 

•• decreased reliance upon Statedecreased reliance upon State--owned banks as owned banks as 
the custodians of retail deposits. the custodians of retail deposits. 



SummarySummary

�� We also test for evidence of moral hazard We also test for evidence of moral hazard 
following introduction of deposit insurance in the following introduction of deposit insurance in the 
form of increased bank riskform of increased bank risk--taking.taking.

�� We test for changes in both: We test for changes in both: 
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�� We test for changes in both: We test for changes in both: 

•• operating riskoperating risk, as measured by the ratio of , as measured by the ratio of 
loans to assets; and loans to assets; and 

•• financial riskfinancial risk, as measured by the ratio of , as measured by the ratio of 
capital to assetscapital to assets..



SummarySummary

�� We find that banks entering the new depositWe find that banks entering the new deposit--
insurance system increased both:insurance system increased both:

•• their level of retail deposits and their level of retail deposits and 

•• their ratios of retail deposits to total assets their ratios of retail deposits to total assets 

relative to banks that did not enter the new relative to banks that did not enter the new 
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�� relative to banks that did not enter the new relative to banks that did not enter the new 
deposit insurance system.deposit insurance system.

�� Moreover, the Moreover, the longerlonger a bank was entered into the a bank was entered into the 
deposit insurance system, the deposit insurance system, the greatergreater was its was its 
level of deposits and its ratio of deposits to total level of deposits and its ratio of deposits to total 
assets.assets.



SummarySummary

�� We also find that implementation of the new We also find that implementation of the new 
depositdeposit--insurance system had the effect of insurance system had the effect of 
“leveling the playing field” between State“leveling the playing field” between State--owned owned 
banks and privately owned banks. banks and privately owned banks. 
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SummarySummary

�� On the issue of moral hazard, we find strong On the issue of moral hazard, we find strong 
evidence that implementation of the new depositevidence that implementation of the new deposit--
insurance system led to increased bank riskinsurance system led to increased bank risk--
taking.taking.

�� Both financial risk and, to a lesser extent, Both financial risk and, to a lesser extent, 
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�� Both financial risk and, to a lesser extent, Both financial risk and, to a lesser extent, 
operating risk, increased following operating risk, increased following 
implementation. implementation. 



IntroductionIntroduction

�� The costs and benefits of explicit deposit insurance have The costs and benefits of explicit deposit insurance have 
been debated for almost two centuries, going back to the been debated for almost two centuries, going back to the 
early 1800s, when several states in the U.S. adopted early 1800s, when several states in the U.S. adopted 
various deposit insurance schemes to protect their state various deposit insurance schemes to protect their state 
banking systems.banking systems.

�� In 1933, the U.S. became the first country to provide In 1933, the U.S. became the first country to provide 
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�� In 1933, the U.S. became the first country to provide In 1933, the U.S. became the first country to provide 
deposit insurance on a national basis.deposit insurance on a national basis.

�� By yearBy year--end 2008, more than 100 countries had followed.end 2008, more than 100 countries had followed.

�� On the one hand, explicit deposit insurance reduces the On the one hand, explicit deposit insurance reduces the 
likelihood and severity of bank runs during a financial crisis.likelihood and severity of bank runs during a financial crisis.

�� On the other hand, explicit deposit insurance may lead to On the other hand, explicit deposit insurance may lead to 
moral hazard, increasing the likelihood of a financial crisis. moral hazard, increasing the likelihood of a financial crisis. 



IntroductionIntroduction

�� DemirgucDemirguc--KuntKunt and and DetragiacheDetragiache (2002) provide evidence (2002) provide evidence 
that explicit deposit insurance increases the likelihood of that explicit deposit insurance increases the likelihood of 
banking crises, especially when institutions are weak and banking crises, especially when institutions are weak and 
interest rates are deregulated. interest rates are deregulated. 

�� However, they do not address potentially However, they do not address potentially positivepositive effects of effects of 
deposit insurance. deposit insurance. 
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�� They conclude that an interesting question for future They conclude that an interesting question for future 
research is “research is “whether there are reasons to adopt whether there are reasons to adopt 
explicit deposit insurance despite its negative impact explicit deposit insurance despite its negative impact 
on systemic stabilityon systemic stability,” ,” 

�� Such as “Such as “that it may create a basis for a more that it may create a basis for a more 
developed banking system that performs more developed banking system that performs more 
financial intermediationfinancial intermediation.” .” 



IntroductionIntroduction

�� In this study, we present new evidence that, at least in In this study, we present new evidence that, at least in 
part, provides an answer to this question.part, provides an answer to this question.

�� We examine how the introduction of explicit deposit We examine how the introduction of explicit deposit 
insurance affects a banking system, insurance affects a banking system, 

�� We use the depositWe use the deposit--insurance scheme introduced into the insurance scheme introduced into the 
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�� We use the depositWe use the deposit--insurance scheme introduced into the insurance scheme introduced into the 
Russian banking system in 2004 as a natural experiment. Russian banking system in 2004 as a natural experiment. 

�� The fundamental research questions we address are The fundamental research questions we address are 
whether or not deposit insurance leads to a more effective whether or not deposit insurance leads to a more effective 
banking system as evidenced by increased depositbanking system as evidenced by increased deposit--taking taking 
and decreased reliance upon stateand decreased reliance upon state--owned banks as owned banks as 
custodians of retail deposits; and whether or not deposit custodians of retail deposits; and whether or not deposit 
insurance creates moral hazard, leading to increased bank insurance creates moral hazard, leading to increased bank 
riskrisk--taking. taking. 



Why Russia?Why Russia?

�� Prior to 2004, there was no system of deposit insurance in Prior to 2004, there was no system of deposit insurance in 
Russia.Russia.

�� There were three banking crises during the previous 16 There were three banking crises during the previous 16 
yearsyears——in 1992, 1995, and 1998in 1992, 1995, and 1998——when retail depositors when retail depositors 
suffered substantial losses. suffered substantial losses. 
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suffered substantial losses. suffered substantial losses. 

�� This led retail depositors to either rely upon StateThis led retail depositors to either rely upon State--owned owned 
banks that were explicitly protected by the government banks that were explicitly protected by the government 
guarantees or to keep their saving “under their guarantees or to keep their saving “under their 
mattresses.”mattresses.”



Our Contributions:Our Contributions:
Increased Financial IntermediationIncreased Financial Intermediation

�� First, we provide new evidence on the issue of whether or First, we provide new evidence on the issue of whether or 
not a system of explicit deposit insurance leads to not a system of explicit deposit insurance leads to 
increased financial intermediation in the form of higher increased financial intermediation in the form of higher 
levels of deposits. levels of deposits. 

�� Our results provide strong evidence that Our results provide strong evidence that financial financial 
intermediation as measured by the level of deposits intermediation as measured by the level of deposits 
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intermediation as measured by the level of deposits intermediation as measured by the level of deposits 
does increase following implementation of a deposit does increase following implementation of a deposit 
insurance system.insurance system.



Our Contributions:Our Contributions:
Reliance upon StateReliance upon State--Owned BanksOwned Banks

�� Second, we provide new evidence on the issue of whether Second, we provide new evidence on the issue of whether 
or not deposit insurance leads to reduced reliance upon or not deposit insurance leads to reduced reliance upon 
StateState--owned banks. owned banks. 

�� La La PortaPorta et alet al. (2002) demonstrate: government ownership . (2002) demonstrate: government ownership 
of banks around the world is pervasive and has negative of banks around the world is pervasive and has negative 
consequences for financial development and economic consequences for financial development and economic 
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consequences for financial development and economic consequences for financial development and economic 
growth growth 

�� We find that We find that reliance upon Statereliance upon State--owned banks as a owned banks as a 
repository for deposits does decreaserepository for deposits does decrease following following 
implementation of an explicit depositimplementation of an explicit deposit--insurance system.insurance system.
•• But this result is driven by the one dominant StateBut this result is driven by the one dominant State--owned owned 
bank (bank (SberbankSberbank).).



Our Contributions:Our Contributions:
Moral HazardMoral Hazard

�� Third, we provide new evidence on the issue of whether or Third, we provide new evidence on the issue of whether or 
not deposit insurance leads to moral hazard in the form of not deposit insurance leads to moral hazard in the form of 
increased bank riskincreased bank risk--taking. taking. 

�� We find that We find that both financial risk, and to a lesser extent, both financial risk, and to a lesser extent, 
operating risk, increaseoperating risk, increase following introduction of deposit following introduction of deposit 
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operating risk, increaseoperating risk, increase following introduction of deposit following introduction of deposit 
insurance.insurance.



The LiteratureThe Literature

�� Kane (1995, 2000) provide summaries of literature on the Kane (1995, 2000) provide summaries of literature on the 
costs and benefits of deposit insurance.costs and benefits of deposit insurance.

�� Diamond and Dybvig (1983) show that a system of deposit Diamond and Dybvig (1983) show that a system of deposit 
insurance ensures bank stability threatened by depositor insurance ensures bank stability threatened by depositor 
runs. runs. 
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�� However, it is universally accepted that deposit insurance However, it is universally accepted that deposit insurance 
creates moral hazard, as banks can fund highcreates moral hazard, as banks can fund high--risk assets risk assets 
that are not reflected in their liability costs (deposit rates). that are not reflected in their liability costs (deposit rates). 



The Literature:The Literature:
The Cost of Deposit InsuranceThe Cost of Deposit Insurance

�� An even wider literature empirically analyzes the costs of An even wider literature empirically analyzes the costs of 
deposit insurance. deposit insurance. 

�� Most of these studies analyze data at the countryMost of these studies analyze data at the country--level level 
rather than at the bank level. rather than at the bank level. 
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�� In general, these studies find that moral hazard is a greater In general, these studies find that moral hazard is a greater 
problem in countries with explicit deposit insurance, leading problem in countries with explicit deposit insurance, leading 
to a greater likelihood of banking crises.to a greater likelihood of banking crises.



The Literature:The Literature:
The Costs of Deposit InsuranceThe Costs of Deposit Insurance

�� DemirgucDemirguc--Kunt and Detragiache (2002) Kunt and Detragiache (2002) 

�� Honohan and Klingebiel (2003) Honohan and Klingebiel (2003) 

�� Kane and Klingebiel (2004) Kane and Klingebiel (2004) 
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�� DemirgüçDemirgüç--Kunt and Huizinga (2004) Kunt and Huizinga (2004) 

�� Laeven (2004) Laeven (2004) 

�� DemirgüçDemirgüç--Kunt, Kane, and Laeven (2006) Kunt, Kane, and Laeven (2006) 



The Literature:The Literature:
BankBank--Level DataLevel Data

�� Only a handful of papers examine bankOnly a handful of papers examine bank--level data for level data for 
evidence on the costs of deposit insurance.evidence on the costs of deposit insurance.

�� Laeven (2002)Laeven (2002)

Hovakimian, Kane and Laeven (2003) Hovakimian, Kane and Laeven (2003) 
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�� Hovakimian, Kane and Laeven (2003) Hovakimian, Kane and Laeven (2003) 



Background on the Russian Experiment:Background on the Russian Experiment:
Timeline of the LawsTimeline of the Laws

�� Autumn 2003Autumn 2003: the Russian Federal Assembly passed a : the Russian Federal Assembly passed a 
series of six bills that formed the basis of a system of series of six bills that formed the basis of a system of 
explicit deposit insurance for the Russian banking system. explicit deposit insurance for the Russian banking system. 

�� December 2003December 2003: these bills were signed into law, : these bills were signed into law, 
culminating more than a decade of efforts. culminating more than a decade of efforts. 
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culminating more than a decade of efforts. culminating more than a decade of efforts. 

�� Coverage Coverage was to be quite modest, covering only physical was to be quite modest, covering only physical 
persons to a maximum of RUB100,000 or about persons to a maximum of RUB100,000 or about 
USD3,500USD3,500..

�� However, this level of insurance was expected by regulators However, this level of insurance was expected by regulators 
to cover about 85% of all retail deposits in the country to cover about 85% of all retail deposits in the country 



Background on the Russian Experiment:Background on the Russian Experiment:
DepositDeposit--Insurance Coverage LimitsInsurance Coverage Limits

�� August 2006August 2006: The coverage limit was increased to : The coverage limit was increased to 
RUB190,000, which was equal to approximately 130 RUB190,000, which was equal to approximately 130 
percent of per capital GDP.percent of per capital GDP.

�� This newly adopted amendment also introduced coThis newly adopted amendment also introduced co--
insurance, as the amounts above RUB100,000 are insurance, as the amounts above RUB100,000 are 
reimbursed at only a 90 percent rate. reimbursed at only a 90 percent rate. 
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reimbursed at only a 90 percent rate. reimbursed at only a 90 percent rate. 

�� This coinsurance mechanism was introduced to provide This coinsurance mechanism was introduced to provide 
monitoring incentives for the large depositor. monitoring incentives for the large depositor. 

�� In subsequent years, the coverage limit has gradually been In subsequent years, the coverage limit has gradually been 
increased furtherincreased further——to RUB400,000 in March 2007 and to to RUB400,000 in March 2007 and to 
RUB700,000 in October 2008. RUB700,000 in October 2008. 



Background on the Russian Experiment:Background on the Russian Experiment:
Goals of the Law on Deposit InsuranceGoals of the Law on Deposit Insurance

�� The Law on Deposit Insurance defined three closely The Law on Deposit Insurance defined three closely 
related goals: related goals: 

(i)(i) the protection of depositors’ funds, the protection of depositors’ funds, 

(ii) the increase in the depositors’ confidence in the (ii) the increase in the depositors’ confidence in the 
Russian banking system and Russian banking system and 
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Russian banking system and Russian banking system and 

(iii) the attraction of household savings in the Russian (iii) the attraction of household savings in the Russian 
banking system. banking system. 

These goals arose out of historical experience of Russian These goals arose out of historical experience of Russian 
depositors, who had been victimized by the losses depositors, who had been victimized by the losses 
suffered during the banking crises of 1992, 1995, and suffered during the banking crises of 1992, 1995, and 
1998, which collectively led to a loss of confidence in 1998, which collectively led to a loss of confidence in 
privately owned banks. privately owned banks. 



Background on the Russian Experiment:Background on the Russian Experiment:
Retail Deposits as Demand DepositsRetail Deposits as Demand Deposits

�� There is also another institutional characteristic of the There is also another institutional characteristic of the 
Russian deposit market that increases the banking Russian deposit market that increases the banking 
system’s vulnerability and the importance of the deposit system’s vulnerability and the importance of the deposit 
insurance system in preventing bank runs. insurance system in preventing bank runs. 

�� By law, all retail deposits in Russia, including terms By law, all retail deposits in Russia, including terms 
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�� By law, all retail deposits in Russia, including terms By law, all retail deposits in Russia, including terms 
deposits, are revocable. Any deposit can be withdrawn by deposits, are revocable. Any deposit can be withdrawn by 
its owner at any time (Civil Code Article 837). its owner at any time (Civil Code Article 837). 

�� Thus, Thus, all retail deposits in Russia are essentially all retail deposits in Russia are essentially 
demand depositsdemand deposits. . 



Background on the Russian Experiment:Background on the Russian Experiment:
SberbankSberbank

�� Prior to the new legislation, the Russian government had Prior to the new legislation, the Russian government had 
explicitly explicitly stated that it would cover depositor losses only stated that it would cover depositor losses only 
at Stateat State--controlled banks, the largest of which was controlled banks, the largest of which was 
SberbankSberbank. . 

�� Largely due to its explicit coverage, Largely due to its explicit coverage, SberbankSberbank became the became the 
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Largely due to its explicit coverage, Largely due to its explicit coverage, SberbankSberbank became the became the 
largest bank in Eastern Europe and dominated the retail largest bank in Eastern Europe and dominated the retail 
deposit market with a deposit market with a market share of 62.8% as of the market share of 62.8% as of the 
end of 2003end of 2003, prior to the deposit insurance system , prior to the deposit insurance system 
implementation. implementation. 

�� Hence, a supplementary goal of the depositHence, a supplementary goal of the deposit--insurance insurance 
implementation was to implementation was to reduce the reliance of retail reduce the reliance of retail 
depositors on depositors on SberbankSberbank and other Stateand other State--owned banks. owned banks. 



Background on the Russian Experiment:Background on the Russian Experiment:
The “Process” of ImplementationThe “Process” of Implementation

�� The process for banks’ entry into the depositThe process for banks’ entry into the deposit--insurance insurance 
system involved several stages and included rigorous onsystem involved several stages and included rigorous on--
site examinations.  (Sound familiar re the TARP?)site examinations.  (Sound familiar re the TARP?)

�� Banks would have to apply for depositBanks would have to apply for deposit--insurance coverage insurance coverage 
and then be subject to a special examination before and then be subject to a special examination before 
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and then be subject to a special examination before and then be subject to a special examination before 
coverage would be granted.coverage would be granted.

�� TheThe deadlinedeadline for the banks’ applications was defined as for the banks’ applications was defined as 
the end of the end of June 2004June 2004.  .  



Background on the Russian Experiment:Background on the Russian Experiment:
The “Process” of ImplementationThe “Process” of Implementation

�� The applications of the first group of 26 banks were The applications of the first group of 26 banks were 
approved in approved in September 2004September 2004. A total of 1,140 banks . A total of 1,140 banks 
applied and 820 were approved applied and 820 were approved by March 2005by March 2005..

�� Those turned down had Those turned down had the right tothe right to address CBR address CBR 
criticisms and criticisms and reapplyreapply by September 2005. A total of 265 by September 2005. A total of 265 
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criticisms and criticisms and reapplyreapply by September 2005. A total of 265 by September 2005. A total of 265 
applied and 92 were approved.applied and 92 were approved.

�� Those turned down twice were allowed two appeals. A Those turned down twice were allowed two appeals. A 
total of 142 appealed and 5 were approved by December total of 142 appealed and 5 were approved by December 
2005.2005.



Background on the Russian Experiment:Background on the Russian Experiment:
The “Process” of ImplementationThe “Process” of Implementation

�� As a result of adverse findings during the special onAs a result of adverse findings during the special on--site site 
bank examinations, the applications of 191 banks were bank examinations, the applications of 191 banks were 
rejected, and another 24 banks lost their licenses.   rejected, and another 24 banks lost their licenses.   

�� The banks that failed to enter the DIS lost the right to The banks that failed to enter the DIS lost the right to 
attract new deposits. However, they retained the right to attract new deposits. However, they retained the right to 
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attract new deposits. However, they retained the right to attract new deposits. However, they retained the right to 
serve the existing deposits and to apply for a new license serve the existing deposits and to apply for a new license 
for retail deposits’ operations and DIS acceptance two for retail deposits’ operations and DIS acceptance two 
years after the initial rejection.years after the initial rejection.

�� Under amendments to the depositUnder amendments to the deposit--insurance law, deposits insurance law, deposits 
of these banks were insured by the Central Bank of Russia of these banks were insured by the Central Bank of Russia 
instead of the Deposit Insurance Agency. instead of the Deposit Insurance Agency. 



Summary of the Process forSummary of the Process for
DepositDeposit--Insurance ImplementationInsurance Implementation

Banks Banks Banks Approval
Stage Start End Applied Approved Rejected Rate
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1 2/1/2004 9/1/2004 1,140    824 316 72.3%
2 10/1/2004 3/1/2005 265 92 173 34.7%
3 4/1/2005 12/1/2005 142 5 137 3.5%

4 1/1/2006 12/1/2006 921 219 80.8%



Table 1:Table 1:
Evolution of the Russian banking system: Evolution of the Russian banking system: 

Macro indicators, 1999 Macro indicators, 1999 –– 20072007
(Amounts in Billions of Russian Rubles ~28RBL:1USD)(Amounts in Billions of Russian Rubles ~28RBL:1USD)

1999 2000 2001 2002 2003 2004 2005 2006 2007

No. of banks  1,349 1,311 1,319 1,328 1,278 1,249 1,205 1,143 1,092

Assets 1,586 2,363 3,160 4,145 5,601 7,137 9,750 14,046 20,241

% of GDP 32.9 32.3 35.3 38.3 42.3 42.1 45.1 52.4 61.4
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Capital 168 286 454 581 815 947 1,242 1,693 2,672

% of GDP 3.5 3.9 5.1 5.4 6.2 5.6 5.7 6.3 8.1

% to Assets 10.6 12.1 14.4 14.0 14.6 13.3 12.7 12.1 13.2

Loans to firms 507 847 1,324 1,796 2,685 3,888 5,454 8,031 12,288

% of GDP 10.5 11.6 14.8 16.6 20.3 22.9 25.3 29.9 37.3

% to Assets 31.9 35.9 41.9 43.3 47.9 54.5 55.9 57.2 60.7

Household deposits 297 446 678 1,030 1,518 1,977 2,755 3,794 5,137

% of GDP 6.2 6.1 7.6 9.5 11.5 11.7 12.8 14.3 15.6

% to Assets 18.7 18.9 21.5 24.8 27.1 27.7 28.3 27.0 25.4



DataData

�� We obtain Russian banking industry data from the CBR.We obtain Russian banking industry data from the CBR.

�� There is no comprehensive and publicly available source of There is no comprehensive and publicly available source of 
data on the financial statements of individual Russian data on the financial statements of individual Russian 
banks.banks.

Chernykh and Cole © 2009Chernykh and Cole © 2009

�� We are able to construct a unique and representative We are able to construct a unique and representative 
dataset of Russian banks by combining information from dataset of Russian banks by combining information from 
three reliable local sources, none of which are available in three reliable local sources, none of which are available in 
English. English. 



DataData

�� A majority of Russian banks grant the CBR permission to A majority of Russian banks grant the CBR permission to 
disclose their detailed balance sheets and income disclose their detailed balance sheets and income 
statements on the monthly basis through the CBR website.statements on the monthly basis through the CBR website.

�� For example, in February 2004 (the first month for which For example, in February 2004 (the first month for which 
this information is available), about 52% of all Russian this information is available), about 52% of all Russian 
banks disclosed their financial statements. By the end of banks disclosed their financial statements. By the end of 
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banks disclosed their financial statements. By the end of banks disclosed their financial statements. By the end of 
2006, this number had gradually risen to almost 70%. 2006, this number had gradually risen to almost 70%. 

�� We decode the detailed entries of reported financial We decode the detailed entries of reported financial 
statements by relying on the Russian Accounting Standards statements by relying on the Russian Accounting Standards 
for banks and the CBR official methodologies for the for banks and the CBR official methodologies for the 
aggregation of accounts. aggregation of accounts. 



Data:Data:
Financial DataFinancial Data

�� We obtain We obtain monthly datamonthly data on on deposits, loans, assets, and deposits, loans, assets, and 
liabilitiesliabilities of approximately of approximately 800 Russian banks800 Russian banks from the from the 
records of the CBR for the period Feb. 1, 2004 through Dec. records of the CBR for the period Feb. 1, 2004 through Dec. 
1, 2006. 1, 2006. 

�� Hence, the Hence, the sample period consists of 35 monthssample period consists of 35 months and and 
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�� Hence, the Hence, the sample period consists of 35 monthssample period consists of 35 months and and 
covers precovers pre-- and postand post--DIS introduction.  DIS introduction.  

�� The panel is unbalanced and consists of The panel is unbalanced and consists of 26,076 bank26,076 bank--
month observationsmonth observations. . 



Data:Data:
Financial DataFinancial Data

�� The number of unique banks with financial data from the The number of unique banks with financial data from the 
CBR in at least one month is 851; 743 banks have data for CBR in at least one month is 851; 743 banks have data for 
at least 20 months and 615 banks have data for all 35 at least 20 months and 615 banks have data for all 35 
months. months. 

�� The number of banks that disclose their financial The number of banks that disclose their financial 
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�� The number of banks that disclose their financial The number of banks that disclose their financial 
statements through the CBR website gradually increases statements through the CBR website gradually increases 
over time: from 663 at the beginning of 2004 to 793 at the over time: from 663 at the beginning of 2004 to 793 at the 
end of 2006. end of 2006. 

�� Some banks may have statements for nonSome banks may have statements for non--continuous continuous 
months; therefore, the number of unique banks, 851, is months; therefore, the number of unique banks, 851, is 
larger.larger.



Data:Data:
Ownership StructureOwnership Structure

�� To distinguish among StateTo distinguish among State--controlled, foreigncontrolled, foreign--controlled, controlled, 
and privatelyand privately--controlled domestic banks, we use controlled domestic banks, we use 
information on each bank’s equity accounts. information on each bank’s equity accounts. 

�� By the Russian Accounting Standards for banks, all equity By the Russian Accounting Standards for banks, all equity 
shares must be reported by the type of owner. shares must be reported by the type of owner. 

Chernykh and Cole © 2009Chernykh and Cole © 2009

�� We define We define StateState--controlledcontrolled bankbank as a bank in which any as a bank in which any 
combination of State entities, including various government combination of State entities, including various government 
authorities or governmentauthorities or government--owned companies, hold a owned companies, hold a 
majority ownership stake. majority ownership stake. 

�� We define a We define a foreignforeign--controlledcontrolled bankbank as a bank in which as a bank in which 
foreign investors collectively own a majority stake. foreign investors collectively own a majority stake. 



Data:Data:
NonNon--Financial CharacteristicsFinancial Characteristics

�� Our second source is a weekly periodic publication of the Our second source is a weekly periodic publication of the 
CBR known as the CBR known as the Bulletins of the Central Bank of Russia. Bulletins of the Central Bank of Russia. 

�� This publication contains This publication contains nonnon--financial characteristicsfinancial characteristics of of 
all banks licensed by the CBR.  all banks licensed by the CBR.  

�� From this source we obtain information on From this source we obtain information on 
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�� From this source we obtain information on From this source we obtain information on 
•• bank legal formbank legal form (open joint(open joint--stock, closed jointstock, closed joint--stock, or stock, or 
private bank), private bank), 

•• locationlocation (Moscow or regional bank), and (Moscow or regional bank), and 
•• license typelicense type (general license or license with restrictions). (general license or license with restrictions). 

�� We handWe hand--collect this information from the bulletin as of collect this information from the bulletin as of 
yearyear--end 2005.end 2005.



Data:Data:
Entry into Deposit Insurance SystemEntry into Deposit Insurance System

�� Our third source is a publicly available Our third source is a publicly available registry of all registry of all 
insured banksinsured banks maintained by the DIA.maintained by the DIA.

�� From this source, we obtain information on the date of each From this source, we obtain information on the date of each 
banks’ entry into depositbanks’ entry into deposit--insurance system. insurance system. 
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�� We are able to accurately matchWe are able to accurately match--merge information from merge information from 
these three data sources by using a unique license these three data sources by using a unique license 
registration number assigned to each bank by the CBR.registration number assigned to each bank by the CBR.

•• Each of the three data sources uses this registration Each of the three data sources uses this registration 
number as a means of identifying individual banks. number as a means of identifying individual banks. 



Data:Data:
Representativeness of Russian BanksRepresentativeness of Russian Banks

�� Our sample is broadly representative of the Russian Our sample is broadly representative of the Russian 
banking system, encompassing approximately 60 percent banking system, encompassing approximately 60 percent 
of the industry by number of banks and about 96 percent of of the industry by number of banks and about 96 percent of 
the industry by household deposits. the industry by household deposits. 

•• It should be noted that Sberbank, by itself, accounts for It should be noted that Sberbank, by itself, accounts for 
60% of the industry’s household deposits and about 60% of the industry’s household deposits and about 
30% of the industry’s assets. 30% of the industry’s assets. 
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30% of the industry’s assets. 30% of the industry’s assets. 

�� Our sample is even more representative for the banks that Our sample is even more representative for the banks that 
operate on the householdoperate on the household--deposits market. deposits market. 

•• For example, as of the end of 2005, only 1,045 out of For example, as of the end of 2005, only 1,045 out of 
1,205 Russian banks had a license for attracting 1,205 Russian banks had a license for attracting 
household deposits. household deposits. 



Table 2A:Table 2A:
Sample Descriptive StatisticsSample Descriptive Statistics

I II III IV
02.01.2004 01.01.2005 01.01.2006 12.01.2006

Number of sample banks 663          735          769          793          
Days in DIS
  Mean -           21            303          594          
  Median -           -           346          680          
Assets (RUB million)
  Mean 11,156     12,641     16,881     22,643     
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  Mean 11,156     12,641     16,881     22,643     
  Median 774          852          1,125       1,378       
Retail deposits (RUB million)
  Mean 2,182       2,527       3,080       3,739       
  Median 109          138          189          219          
Retail deposit to assets ratio
  Mean 0.21 0.22 0.22 0.22
  Median 0.18 0.18 0.18 0.19
Book equity to assets ratio
  Mean 0.22 0.22 0.20 0.19
  Median 0.18 0.18 0.15 0.14



Table 2B:Table 2B:
Sample Descriptive StatisticsSample Descriptive Statistics

Number %
DIS acceptance
  Banks accepted in the 1st stage 638 75
  Banks accepted in the 2nd or 3rd stages 85 10
  Not accepted by the end of DIS introduction 128 15
License type
  General license 243 28.6
  License with restrictions 608 71.4
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Legal form
  Open joint stock banks 376 55.8
  Closed joint stock and private banks 475 44.2
Location
  Regional banks 523 61.5
  Moscow banks 328 38.5
Ownership type
  Privately-controlled banks 792 93.1
  State-controlled banks 24 2.8
  Foreign-controlled banks 35 4.1
Total unique sample banks 851 100



Table 3A:Table 3A:
Distribution of Observations by Sample PeriodDistribution of Observations by Sample Period

DI stage Number % Number % Number %

Pre-DI 5,538          100.0 -              -    5,538        100.0 

Bank-month observations
Banks not in DIS Banks in DIS All Banks
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1st stage 2,829          64.2   1,579          35.8   4,408        100.0 
2nd-3rd stages 1,277          18.7   5,570          81.3   6,847        100.0 
After DI 1,116          12.0   8,167          88.0   9,283        100.0 

Total sample 10,760        41.3   15,316        58.7   26,076      100.0 



Table 3B:Table 3B:
Comparison of Retail Deposits Levels Comparison of Retail Deposits Levels 

Insured and Uninsured Banks.Insured and Uninsured Banks.

p-value
DI stage Median Mean SE Median Mean SE Median Mean SE

Pre-DI 120     2,299  539   120     2,299  539   - - - -
1st stage 135     2,463  649   91       2,297  812   241     2,761  1,079  0.00

Levels of Deposits (RUB millions)
All banks Banks not in DIS Banks in DIS
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1st stage 135     2,463  649   91       2,297  812   241     2,761  1,079  0.00
2-3rd stages 161     2,802  570   37       147     8        212     3,411  700     0.00
After DI 204     3,395  587   4          84        9        267     3,847  667     0.00

Total sample 160     2,849  302   80       1,813  350   245     3,576  451     0.00



Table 3C:Table 3C:
Comparison of Retail Deposits to Assets Ratio Comparison of Retail Deposits to Assets Ratio 

Insured and Uninsured Banks.Insured and Uninsured Banks.

DI stage Median Mean SE Median Mean SE Median Mean SE p-values
Banks not in DIS Banks in DIS

Ratio of Retail Deposit to Assets
All banks
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Pre-DI 0.181 0.213 0 0.181 0.213 0 - - - -
1st stage 0.182 0.220 0 0.142 0.184 0 0.277 0.286 0 0.00
2-3rd stages 0.189 0.229 0 0.061 0.103 0 0.228 0.258 0 0.00
After DI 0.191 0.226 0 0.010 0.044 0 0.224 0.251 0 0.00

Total sample 0.187 0.223 0 0.134 0.175 0 0.230 0.257 0 0.00



Table 4:Table 4:
Deposit Taking by State Controlled BanksDeposit Taking by State Controlled Banks

Deposits  Deposits to
(RUB millions) Assets Ratio

DI stage Median Mean SE Median Mean SE

(RUB millions)
Deposit to

Assets Ratio

SberbankAll State-controlled banks
(N = 24 unique banks)

Deposits
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Pre-DI 108 51,311 16,458 0.146 0.201 0.011 1,052,658      0.612

1st stage 137 58,995 21,637 0.161 0.207 0.013 1,165,168      0.589

2-3rd stages 201 68,462 20,292 0.194 0.227 0.012 1,296,199      0.559

After DI 253 87,242 23,296 0.216 0.230 0.011 1,563,774      0.517



Figure 1:Figure 1:
Deposit market growth (billion of RUB) and Deposit market growth (billion of RUB) and 

Sberbank deposit market share (%): 2004 Sberbank deposit market share (%): 2004 –– 2007.2007.
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Multivariate AnalysisMultivariate Analysis

�� To examine this issue in a multivariate setting, we run a To examine this issue in a multivariate setting, we run a 
series of randomseries of random--effects regressions on our bankeffects regressions on our bank--month month 
panel, where the dependent variable is either the natural panel, where the dependent variable is either the natural 
log of the level of retail deposits or the ratio of retail log of the level of retail deposits or the ratio of retail 
deposits to total assets for bank deposits to total assets for bank ii in month in month tt..
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�� For each DV, we run regressions on five different samples:For each DV, we run regressions on five different samples:

•• For the full periodFor the full period

•• For the preFor the pre--DIS period DIS period 

•• For the first stage of the DIS period, For the first stage of the DIS period, 

•• For the second and third stages of the DIS period and For the second and third stages of the DIS period and 

•• for the postfor the post--DIS period. DIS period. 



Multivariate AnalysisMultivariate Analysis

�� We measure each bank’s depositWe measure each bank’s deposit--insurance status by the insurance status by the 
(natural logarithm of) the (natural logarithm of) the number of days that the bank number of days that the bank 
has been in the deposithas been in the deposit--insurance systeminsurance system, for which , for which 
we expect a positive and significant coefficient. we expect a positive and significant coefficient. 

�� We also include two interaction terms, interacting the We also include two interaction terms, interacting the 
number of days that the bank has been in the deposit number of days that the bank has been in the deposit 
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number of days that the bank has been in the deposit number of days that the bank has been in the deposit 
insurance system with insurance system with bank sizebank size and with the dummy and with the dummy 
indicating indicating regional banks.regional banks.

�� We expect that smaller banks and regional banks We expect that smaller banks and regional banks 
disproportionately benefited from implementation of DIS so disproportionately benefited from implementation of DIS so 
the coefficient on the the coefficient on the bankbank sizesize interaction should be interaction should be 
negative and on the negative and on the region region interaction should be positive. interaction should be positive. 



Multivariate AnalysisMultivariate Analysis

�� We include a series of control variables. We include a series of control variables. 

�� We include:We include:
•• bank sizebank size as measured by the natural logarithm of total assets as measured by the natural logarithm of total assets 
and and 

•• bankbank leverageleverage as measured by the ratio of total equity to total as measured by the ratio of total equity to total 
assets. assets. 

We also include dummies:We also include dummies:
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�� We also include dummies:We also include dummies:
•• for a regional bank (as opposed to a Moscow bank), for a regional bank (as opposed to a Moscow bank), 

•• for a general banking license (as opposed to a restricted for a general banking license (as opposed to a restricted 
banking license), and banking license), and 

•• for an open jointfor an open joint--stock company (as opposed to closed jointstock company (as opposed to closed joint--
stock or private company). stock or private company). 

�� We include month dummies to control for macroWe include month dummies to control for macro--economic economic 
and seasonality effects. and seasonality effects. 



Figure 2A:Figure 2A:
DepositDeposit--toto--Asset Ratio (Medians)Asset Ratio (Medians)
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Table 5:Table 5:
Level of Retail DepositsLevel of Retail Deposits

Full sample Pre-DI 1st stage 
2nd and 3rd  
stages 

After DI 
 

(1) (2) (3) (4) (5) 
 
Log (Days in DIS) 0.29***  0.08* 0.40*** 0.77*** 
 (0.02)  (0.04) (0.07) (0.11) 
State-controlled bank 0.09 0.07 0.16 -0.01 1.27 
 (0.13) (0.21) (0.23) (0.42) (0.86) 
State-. x Log (Days in DIS) 0.01  -0.02 0.02 -0.20 
 (0.01)  (0.02) (0.06) (0.13) 
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 (0.01)  (0.02) (0.06) (0.13) 
Bank size 1.13*** 0.77*** 0.77*** 0.94*** 0.53*** 
 (0.02) (0.03) (0.03) (0.03) (0.05) 
Bank size x Log (Days in 
DIS) -0.01***  -0.00* -0.02*** 0.02**  
 (0.00)  (0.00) (0.00) (0.01) 
Misc. Controls Yes Yes Yes Yes Yes 
 
Time dummies (months) 

 
Yes 

 
Yes 

 
Yes 

 
Yes 

 
Yes 

Number of observations 26,076 5,538 4,408 6,847 9,283 
Number of banks 851 719 756 785 827 
Adjusted R-square 0.60 0.56 0.57 0.61 0.56 
 



Table 6:Table 6:
Ratio of Retail Deposits to Total AssetsRatio of Retail Deposits to Total Assets

Full sample Pre-DI 1st stage 2nd and 
3rd   

After DI  
(1) (2) (3) (4) (5) 

Log (Days in DIS) 0.023***  0.006* 0.040*** 0.032*** 
 (0.001)  (0.003) (0.006) (0.008) 
State-controlled bank 0.009 0.001 0.006 -0.071* -0.032 
 (0.010) (0.015) (0.019) (0.034) (0.062) 
State. x Log (Days in 
DIS) 0.004***  0.000 0.013* 0.005 
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DIS) 0.004***  0.000 0.013* 0.005 
 (0.001)  (0.002) (0.005) (0.010) 
Bank size 0.013*** -0.015*** -0.013*** -0.001 -0.018*** 
 (0.001) (0.002) (0.002) (0.003) (0.003) 
Size x Log (Days in DIS) -0.001***  -0.003*** -0.001 0.000 
 (0.000)  (0.000) (0.000) (0.001) 
      
Misc. Controls Yes Yes Yes Yes Yes 
Time dummies (months) Yes Yes Yes Yes Yes 
Number of observations 26,076 5,538 4,408 6,847 9,283 
Number of banks 851 719 756 785 827 
Adjusted R-square 0.28 0.15 0.18 0.23 0.27 
 



Figure 2B:Figure 2B:
EquityEquity--toto--Asset Ratios (Medians)Asset Ratios (Medians)
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Table 9:
Equity-to -Asset Ratio

Full sample Pre-DI 1st stage 2nd and 
3rd  stages 

After DI  
(1) (2) (3) (4) (5) 

 
Log (Days in DIS) -0.026***  -0.018*** -0.049*** -0.108*** 
 (0.001)  (0.004) (0.006) (0.009) 
State-controlled bank -0.009 0.027 0.044* 0.075* 0.148*   
 (0.010) (0.017) (0.022) (0.033) (0.070) 
State x   
Log (Days in DIS) 0.001  -0.001 -0.006 -0.014 Log (Days in DIS) 0.001  -0.001 -0.006 -0.014 
 (0.001)  (0.002) (0.005) (0.011) 
Bank size -0.129*** -0.128*** -0.115*** -0.109*** -0.150*** 
 (0.001) (0.003) (0.003) (0.003) (0.004) 
Size x Log (Days in DIS) 0.002***  0.001*** 0.003*** 0.008*** 
 (0.000)  (0.000) (0.000) (0.001) 
      
Misc. Controls Yes Yes Yes Yes Yes 
 
Time dummies (months) 

 
Yes 

 
Yes 

 
Yes 

 
Yes 

 
Yes 

Number of observations 26,076 5,538 4,408 6,847 9,283 
Number of banks 851 719 756 785 827 
Adjusted R-square 0.27 0.29 0.27 0.29 0.28 
 



Figure 2C:Figure 2C:
LoanLoan --toto--Asset Ratios (Medians)Asset Ratios (Medians)
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Table 10:
Loan -to-Asset Ratio

Full sample Pre-DI 1st stage 2nd and 
3rd  stages 

After DI  
(1) (2) (3) (4) (5) 

 
Log (Days in DIS) 0.007**  0.013* -0.010 0.025 
 (0.002)  (0.006) (0.009) (0.013) 
State-controlled bank -0.036* 0.028 0.018 -0.023 -0.124 
 (0.015) (0.026) (0.031) (0.049) (0.103) 
State x Log (Days in 
DIS) 0.001  -0.003 0.003 0.019 
 (0.001)  (0.003) (0.008) (0.016) 
Bank size -0.010*** -0.020*** -0.031*** -0.029*** -0.056*** 
 (0.002) (0.004) (0.004) (0.004) (0.006) 
Size x Log (Days in DIS) 0.000  -0.001* 0.001 0.000 
 (0.000)  (0.000) (0.001) (0.001) 
      
Misc.Controls Yes Yes Yes Yes Yes 
Time dummies (months)  

Yes 
 

Yes 
 

Yes 
 

Yes 
 

Yes 
Number of observations 26,076 5,538 4,408 6,847 9,283 
Number of banks 851 719 756 785 827 
Adjusted R-square 0.06 0.04 0.01 0.04 0.02 
 



Summary and ConclusionsSummary and Conclusions

�� In this study, we examine how the introduction of deposit In this study, we examine how the introduction of deposit 
insurance affects a banking system.insurance affects a banking system.

�� We find that banks entering the new depositWe find that banks entering the new deposit--insurance insurance 
system increased bothsystem increased both

•• their level of retail deposits and their level of retail deposits and 
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•• their level of retail deposits and their level of retail deposits and 

•• their ratios of retail deposits to total assets their ratios of retail deposits to total assets 

�� relative to banks that did not enter the new deposit relative to banks that did not enter the new deposit 
insurance system.insurance system.

�� Moreover, the longer a bank was entered into the deposit Moreover, the longer a bank was entered into the deposit 
insurance system, the greater was its level of deposits and insurance system, the greater was its level of deposits and 
its ratio of deposits to total assets.its ratio of deposits to total assets.



Summary and ConclusionsSummary and Conclusions

�� We also find that implementation of the new depositWe also find that implementation of the new deposit--
insurance system had the effect of “leveling the playing insurance system had the effect of “leveling the playing 
field” between Statefield” between State--owned banks and privately owned owned banks and privately owned 
banks. banks. 
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Summary and ConclusionsSummary and Conclusions

�� We contribute to the literature on deposit insurance in at We contribute to the literature on deposit insurance in at 
least three important ways:least three important ways:

�� First, we provide new evidence on the issue of whether or First, we provide new evidence on the issue of whether or 
not a system of explicit deposit insurance leads to not a system of explicit deposit insurance leads to 
increased financial intermediation in the form of higher increased financial intermediation in the form of higher 

Chernykh and Cole © 2009Chernykh and Cole © 2009

increased financial intermediation in the form of higher increased financial intermediation in the form of higher 
levels of deposits. levels of deposits. 

�� Our results provide strong evidence that financial Our results provide strong evidence that financial 
intermediation as measured by the level of deposits does intermediation as measured by the level of deposits does 
increase following implementation of a deposit insurance increase following implementation of a deposit insurance 
system.system.



Summary and ConclusionsSummary and Conclusions

�� Second, we provide new evidence on the issue of whether Second, we provide new evidence on the issue of whether 
or not deposit insurance leads to reduced reliance upon or not deposit insurance leads to reduced reliance upon 
StateState--owned banks. owned banks. 

�� We find that reliance upon StateWe find that reliance upon State--owned banks as a owned banks as a 
repository for deposits does decrease following repository for deposits does decrease following 
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repository for deposits does decrease following repository for deposits does decrease following 
implementation of an explicit depositimplementation of an explicit deposit--insurance system.insurance system.



Summary and ConclusionsSummary and Conclusions

�� Third, we provide new evidence on the issue of whether or Third, we provide new evidence on the issue of whether or 
not deposit insurance leads increased moral hazard in the not deposit insurance leads increased moral hazard in the 
form of greater bank riskform of greater bank risk--taking.. taking.. 

�� We find strong evidence that financial risk, and, to a lesser We find strong evidence that financial risk, and, to a lesser 
extent, operating risk, increase following implementation of extent, operating risk, increase following implementation of 

Chernykh and Cole © 2009Chernykh and Cole © 2009

extent, operating risk, increase following implementation of extent, operating risk, increase following implementation of 
an explicit depositan explicit deposit--insurance system.insurance system.


