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Bank	Compe++on								Fragility	

•  Compe??ve	banks	have	less	market	power	à	less	
profitable,	hence	more	incen?ves	for	taking	risk		

(Hellmann,	Murdock	&	S?glitz,	2000)	

•  Compe??ve	banking	systems	can	diversify	less	easily	
than	larger	concentrated	banks,	hence	more	
vulnerable	to	adverse	shocks	

	(Beck,	Demirgüç-Kunt	&	Levine,	2006)	



Bank	Compe++on								Stability	

•  ‘Moral	hazard’	issues	are	less	when	given	less	market	
power,	hence	less	risk-taking	incen?ves		

(Mishkin,	1999)	
	
•  Compe??ve	banks	charge	lower	interest	rates	à	low	
bankruptcy	rates	for	borrowers;	hence	increased	
financial	stability		

(Boyd	and	De	Nicoló,	2005)	



Research	Ques+ons	

Does	bank	compe??on	affect	financial	stability?	
If	it	does,	is	the	effect	posi?ve	or	nega?ve?	

And	how	large	is	the	effect?	



Meta-Regression-Analysis	

•  It	is	a	framework	that	can	be	used	to:	
– summarize	and	qualify	es?mates	
– correct	these	es?mates	for	publica?on	bias	
–  test	economic	theories	
– explain	heterogeneity.	

Stanley	&	Doucouliagos	(2012)	



Meta-Analyses	in	Economics	

Source:	Stanley,	T.D.,	and	Doucouliagos,	H.	(2012).	Meta-regression	
analysis	in	economics	and	business.	London:	Routledge		



Data	

•  Replica?on	of	Zigraiova	and	Havranek	(2016)	
– Push-bubon	replica?on	
–  	Re-coding	598	es?mates	from	31	studies	
employed	by	Zigraiova	and	Havranek	(2016)		

	
•  762	es?mates	from	a	list	of	addi?onal	studies	
on	bank	compe??on	and	financial	stability	
	



Es+mates	of	the	Bank	
Compe++on	



Measures	of	Bank	Compe++on	and	
Financial	Stability	

•  Financial	Stability	
– Z-score	
– NPLs	
– Profitability	
– Capitaliza?on	
– Distance-to-
default	

•  Bank	Compe??on	
– H-sta?s?c	
– Lerner	index	
– Boone	indicator	
– Concentra?on	
ra?o	



Par+al	Correla+on	Coefficient	
•  Transform	the	reported	es?mates	into	par?al	
correla?on	coefficients	(PCCs).	

•  The	PCC	is	a	unitless	measure	of	the	strength	
and	direc?on	of	the	associa?on	between	
compe??on	and	stability,	while	holding	other	
variables	constant.		

where	t	is	t-sta?s?c	of	the	es?mated	coefficient	and	df	is	the	degrees	of	freedom	of	the	es?ma?on.		



PCCs	for	Different	Country	Groups	



Tes+ng	for	Publica+on	Bias	

Push-buIon	 Verifica+on	



Tes+ng	for	Publica+on	Bias	(Cont…)	



Funnel	Asymmetry	Test	

•  It	examines	the	rela?onship	between	the	
coefficient	es?mates	and	their	standard	
errors.		

•  When	there	is	no	publica?on	bias,	there	is	no	
correla?on	between	the	PCC	and	standard	
errors	of	PCC.	

Doucouliagos	&	Stanley	(2013)	



Funnel	Asymmetry	Test	(Cont…)	



Precision	Effect	Test	

•  It	tests	for	the	significance	of	the	overall	
effect.	

•  The	es?ma?on	equa?on	of	FAT	divided	by	the	
standard	error	of	PCC.	

	



Precision	Effect	Test	(Cont…)	



	Bayesian	Model	Averaging	

Push-buIon	 Verifica+on	



Bayesian	Model	Averaging	(Cont…)	



Conclusions	

•  There	is	a	small	mean	effect	of	-0.001	from	
bank	compe??on	on	financial	stability	which	is	
sta?s?cally	insignificant.		

•  Re-coding	results	are	not	iden?cal.	The	mean	
effect	of	bank	compe??on	on	stability	is	0.009.	

•  The	mean	effect	of	addi?onal	es?mates	is		
	-0.009.	
•  The	overall	conclusion	is	the	same.		



Conclusions	(Cont…)	

•  Heterogeneity	in	the	literature	which	leads	to	
different	results.		

•  The	results	vary	with	the	use	of	proxy	
measures	for	compe??on	and	stability,	
country	categorisa?on,	and	es?ma?on	
methods.		


