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new light on the political economy of …nancial reform.
First, the paper is at odds with Abiad and Mody (2005) on the e¤ects of

domestic learning and regional di¤usion. It suggests that policy reform in
a country is negatively rather than positively a¤ected by its level of liberal-
ization, and the liberalization gap from the regional leader is less relevant.
Countries where …nancial sectors are relatively repressed may be those hav-
ing the strongest incentives for reform, and the desire to reform decreases
as the level of …nancial liberalization rises. The regional liberalization gap
doesn’t seem to have a substantial e¤ect on the likelihood of a country to
embark on reform, a possibility discussed in Axelrod (1997), Simmons and
Elkins (2004) and Abiad and Mody (2005).

Second, on the e¤ects of shocks and crises on policy reform, this analysis
supports some of the …ndings identi…ed by Abiad and Mody (2005), but
…nds others to be fragile. More speci…cally, it con…rms the negative e¤ects
of banking crises and high in‡ation. It also agrees with Abiad and Mody
(2005) that new governments in their …rst year and IMF programs have a
strong e¤ect when …nancial sectors are highly repressed and a weaker e¤ect
thereafter. But it …nds no evidence in support of the e¤ects of balance-of-
payment crises and US interest rates on policy change.

Third, this analysis claims that the extent of democracy is also important
for policy change and should be included in the empirical models. The
…nding suggests a negative e¤ect of the extent of democracy on …nancial
reform.
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  Table 1. Within Estimates: Benchmark Specification (Equation 2) 
 
A. )1( 1,1, −− −× titi FLFL  reported 

 
Estimators WG WG WG CCEP CCEP CCEP 

)1( 1,1, −− −× titi FLFL  0.083 0.098 0.083 -0.026 -0.011 0.013 
 [0.038]** [0.038]*** [0.039]** [0.130] [0.113] [0.126] 

1,1,_ −− − titi FLFLREG  0.076 0.070 0.083 0.097 0.115 0.173 
 [0.016]*** [0.016]*** [0.017]*** [0.034]*** [0.034]*** [0.052]*** 

itBOP    0.017 0.013  0.013 0.012 
   [0.006]*** [0.006]**  [0.008]* [0.010] 

itBANK    -0.024 -0.022  -0.028 -0.024 
   [0.007]*** [0.007]***  [0.011]** [0.012]** 

itRECESSION    -0.010 -0.009  -0.006 -0.009 
   [0.008] [0.008]  [0.009] [0.010] 

itHINFL    -0.003 -0.002  -0.034 -0.043 
   [0.011] [0.011]  [0.022] [0.023]* 

itFIRSTYEAR     0.011   0.010 
    [0.006]*   [0.007] 

itIMF     0.011   0.013 
    [0.007]*   [0.010] 

itUSINT     -0.003   -0.004 
    [0.001]***   [0.002]* 

itLEFT     -0.001   -0.020 
    [0.010]   [0.014] 

itRIGHT     0.000   -0.004 
    [0.009]   [0.015] 

itOPEN     0.000   0.001 
    [0.000]*   [0.000] 

itDEMO     -0.013   -0.018 
     [0.014]     [0.029] 
Observations 805 805 805 805 805 805 
Number of country 35 35 35 35 35 35 
R-squared 0.03 0.05 0.07 0.22 0.25 0.32 

 
 
 
 
 
 
 
 
 
 
 
 



 
B. 1, −tiFL  and  2

1, −tiFL  reported  separately 

 
Estimators WG WG WG CCEP CCEP CCEP 

1, −tiFL  0.081 0.096 0.074 -0.204 -0.191 -0.199 
 [0.038]** [0.038]** [0.040]* [0.094]** [0.091]** [0.112]* 

2
1, −tiFL  -0.104 -0.113 -0.113 -0.218 -0.226 -0.250 

 [0.043]** [0.043]*** [0.043]*** [0.096]** [0.085]** [0.105]** 

1,1,_ −− − titi FLFLREG  0.059 0.058 0.058 -0.137 -0.113 -0.085 
 [0.022]*** [0.022]*** [0.023]** [0.032]*** [0.042]** [0.065] 

itBOP   0.016 0.011  0.007 0.006 
  [0.006]*** [0.006]*  [0.007] [0.009] 

itBANK   -0.024 -0.020  -0.023 -0.021 
  [0.007]*** [0.007]***  [0.010]** [0.010]* 

itRECESSION   -0.010 -0.009  -0.002 -0.006 
  [0.008] [0.008]  [0.008] [0.010] 

itHINFL   -0.003 -0.002  -0.041 -0.044 
  [0.011] [0.011]  [0.017]** [0.019]** 

itFIRSTYEAR    0.011   0.010 
   [0.006]*   [0.007] 

itIMF    0.012   0.014 
   [0.007]*   [0.010] 

itUSINT    -0.003   -0.003 
   [0.001]***   [0.003] 

itLEFT    0.002   -0.019 
   [0.010]   [0.012] 

itRIGHT    0.003   -0.001 
   [0.009]   [0.012] 

itOPEN    0.000   0.001 
   [0.000]*   [0.000] 

itDEMO    -0.011   -0.044 
   [0.014]     [0.033] 
Observations 805 805 805 805 805 805 
Number of country 35 35 35 35 35.00 35 
R-squared 0.03 0.05 0.08 0.31 0.33 0.40 

 
Note: 35 countries (original dataset), 1973-1997. Dependent variable is ∆ tiFL , . Using normal one-way 

within groups estimator (WG) and Pesaran (2006a)’s CCEP estimator, Table A/B presents new results 
corresponding to Table 7 in Abiad and Mody (2005) with the addition of 

itDEMO . Table 2A reports 

within groups estimates for )1( 1,1, −− −× titi FLFL , while Table 2B reports results for 1, −tiFL  and 
2

1, −tiFL  reported separately.  The within groups R-squared is reported.  Nonrobust standard errors are 

reported for WG estimates, while panel- robust standard errors are reported for CCEP estimates. * 
significant at 10%; ** significant at 5%; *** significant at 1%. 
 
 
 
 



 
Table 2. Within Estimates: Alternative Specification (Equation 3 and 4) 

 
Estimators WG WG CCEP CCEP 

1, −tiFL  0.074 0.092 -0.199 -0.392 
 [0.040]* [0.040]** [0.112]* [0.106]*** 

2
1, )( −tiFL  -0.113 -0.201 -0.25 -0.235 

 [0.043]*** [0.053]*** [0.105]** [0.138]* 

1,1, −− × titi YFL   0.007  0.016 
  [0.002]***  [0.010] 

1,1,_ −− − titi FLFLREG  0.058 0.063 -0.085 0.062 
 [0.023]** [0.023]*** [0.065] [0.091] 

itBOP  0.011 0.011 0.006 -0.005 
 [0.006]* [0.006]* [0.009] [0.010] 

itBANK  -0.020 -0.022 -0.021 -0.022 
 [0.007]*** [0.007]*** [0.010]* [0.011]** 

itRECESSION  -0.009 -0.008 -0.006 -0.012 
 [0.008] [0.008] [0.010] [0.010] 

itHINFL  -0.002 -0.005 -0.044 -0.017 
 [0.011] [0.011] [0.019]** [0.028] 

itFIRSTYEAR  0.011 0.011 0.01 0.008 
 [0.006]* [0.006]* [0.007] [0.007] 

itIMF  0.012 0.012 0.014 0.012 
 [0.007]* [0.007]* [0.010] [0.010] 

itUSINT  -0.003 -0.003 -0.003 -0.001 
 [0.001]*** [0.001]*** [0.003] [0.002] 

itLEFT  0.002 0.000 -0.019 -0.019 
 [0.010] [0.010] [0.012] [0.016] 

itRIGHT  0.003 0.003 -0.001 -0.018 
 [0.009] [0.009] [0.012] [0.017] 

itOPEN  0.000 0.000 0.001 0.001 
 [0.000]* [0.000]** [0.000] [0.001] 

itDEMO  -0.011 -0.010 -0.044 -0.089 
 [0.014] [0.014] [0.033] [0.049]* 
Observations 805 805 805 805 
Number of country 35 35 35 35 
R-squared 0.08 0.09 0.4 0.55 

 
Note: This table, based on the original dataset, presents new results corresponding to the Table 8 in 
Abiad and Mody (2005) with the addition of

itDEMO .  See Table 1 for further notes. 

 
 
 
 
 
 



Table 3. Within Estimates: Alternative Specification (Equation 5) 
 
Estimators WG CCEP 

1, −tiFL  -0.009 -0.045 
 [0.072] [0.315] 

2
1, )( −tiFL  -0.011 -0.344 

 [0.073] [0.229] 
1,1,_ −− − titi FLFLREG  0.025 0.054 

 [0.023] [0.098] 
1,1,1, )_( −−− ×− tititi FLFLFLREG  0.330 -0.098 

 [0.086]*** [0.300] 
itBOP  0.020 0.004 

 [0.010]** [0.014] 
1, −× tiit FLBOP  -0.029 -0.029 

 [0.019] [0.028] 
itBANK  -0.023 -0.01 

 [0.013]* [0.017] 
1, −× tiit FLBANK  0.004 -0.035 

 [0.027] [0.033] 
itRECESSION  -0.015 -0.015 

 [0.012] [0.017] 
1, −× tiit FLRECESSION  0.020 0.007 

 [0.023] [0.028] 
itHINFL  0.030 0.007 

 [0.015]* [0.033] 
1, −× tiit FLHINFL  -0.156 -0.117 

 [0.043]*** [0.091] 
itFIRSTYEAR  0.028 0.031 

 [0.010]*** [0.015]** 
1, −× tiit FLFIRSTYEAR  -0.049 -0.064 

 [0.020]** [0.027]** 
itIMF  0.020 0.023 

 [0.009]** [0.012]* 
1, −× tiit FLIMF  -0.050 -0.069 

 [0.026]* [0.030]** 
itUSINT  -0.003 -0.001 

 [0.001]*** [0.002] 
itLEFT  -0.025 -0.034 

 [0.014]* [0.023] 
1, −× tiit FLLEFT  0.068 0.024 

 [0.034]** [0.039] 
itRIGHT  0.006 -0.012 

 [0.012] [0.020] 
1, −× tiit FLRIGHT  0.020 -0.03 

 [0.032] [0.050] 
itOPEN  0.001 0.002 

 [0.000]*** [0.001] 
1, −× tiit FLOPEN  -0.001 -0.002 

 [0.000]*** [0.001] 
itDEMO  -0.030 -0.115 

 [0.018]* [0.047]** 
1, −× tiit FLDEMO  0.002 0.007 

 [0.002] [0.004]* 
Observations 805 805 
Number of country 35 35 
R-squared 0.14 0.57 
Note: This table, based on the original dataset, presents new results corresponding to the Table 9 in 
Abiad and Mody (2005) with the addition of

itDEMO .  See Table 1 for further notes. 

 



Table 4. Augmented dataset with Chinn-Ito measure (2005) 
 
A. Within estimates corresponding to Table 1B 

Estimators WG WG WG CCEP CCEP CCEP 

1, −tiFL  -0.168 -0.170 -0.185 -0.204 -0.214 -0.301 
 [0.044]*** [0.044]*** [0.048]*** [0.069]*** [0.068]*** [0.086]*** 

2
1, −tiFL  0.052 0.053 0.070 0.087 0.092 0.164 

 [0.037] [0.037] [0.039]* [0.049]* [0.049]* [0.058]*** 
1,1,_ −− − titi FLFLREG  -0.016 -0.018 0.007 0.048 0.044 0.063 

 [0.027] [0.027] [0.030] [0.036] [0.037] [0.046] 
itBOP    0.002 0.003  -0.005 -0.006 

   [0.007] [0.007]  [0.007] [0.008] 

itBANK    -0.010 -0.012  -0.008 -0.010 
   [0.009] [0.009]  [0.010] [0.011] 

itRECESSION    -0.001 0.004  0.001 0.002 
   [0.007] [0.007]  [0.008] [0.009] 

itHINFL    -0.018 -0.015  -0.009 -0.007 
   [0.012] [0.013]  [0.017] [0.018] 

itFIRSTYEAR     0.000   0.001 
    [0.007]   [0.005] 

itIMF     0.000   0.007 
    [0.009]   [0.007] 

itUSINT     -0.005   -0.002 
    [0.001]***   [0.002] 

itLEFT     -0.002   -0.010 
    [0.010]   [0.010] 

itRIGHT     0.000   -0.003 
    [0.010]   [0.012] 

itOPEN     0.000   0.000 
    [0.000]   [0.000] 

itDEMO     -0.003   0.004 
     [0.018]   [0.027] 
Observations 1263 1262 1150 1263 1262 1150 
Number of country 55 55 53 55 55 53 
R-squared 0.04 0.04 0.07 0.22 0.22 0.26 
 
Note: 55 countries, 1973-1997. Dependent variable is ∆ tiFL , . Using normal one-way within groups 

estimator (WG) and Pesaran (2006a)’s CCEP estimator, this table, based on a larger dataset associated 
with the Chinn-Ito measure (2005), presents new results corresponding to the Table 1B.  The within 
groups R-squared is reported.  Variable descriptions are presented in the Appendix Table 1. Countries 
included are listed in the Appendix Table 2.  Nonrobust standard errors are reported for WG estimates, 
while panel- robust standard errors are reported for CCEP estimates. * significant at 10%; ** significant 
at 5%; *** significant at 1%. 
 
 
 
 
 
 
 
 



B. Within estimates corresponding to Table 2 
 
Estimators WG WG CCEP CCEP 

1, −tiFL  -0.185 -0.180 -0.301 -0.375 
 [0.048]*** [0.048]*** [0.086]*** [0.122]*** 

2
1, )( −tiFL  0.070 0.028 0.164 0.138 

 [0.039]* [0.046] [0.058]*** [0.071]* 

1,1, −− × titi YFL   0.003  0.002 
  [0.002]*  [0.004] 

1,1,_ −− − titi FLFLREG  0.007 0.013 0.063 0.038 
 [0.030] [0.030] [0.046] [0.058] 

itBOP  0.003 0.002 -0.006 -0.012 
 [0.007] [0.007] [0.008] [0.010] 

itBANK  -0.012 -0.011 -0.010 -0.002 
 [0.009] [0.009] [0.011] [0.013] 

itRECESSION  0.004 0.005 0.002 0.002 
 [0.007] [0.007] [0.009] [0.010] 

itHINFL  -0.015 -0.018 -0.007 0.006 
 [0.013] [0.013] [0.018] [0.017] 

itFIRSTYEAR  0.000 0.000 0.001 0.000 
 [0.007] [0.007] [0.005] [0.006] 

itIMF  0.000 0.000 0.007 0.010 
 [0.009] [0.009] [0.007] [0.007] 

itUSINT  -0.005 -0.005 -0.002 -0.002 
 [0.001]*** [0.001]*** [0.002] [0.002] 

itLEFT  -0.002 -0.004 -0.010 -0.013 
 [0.010] [0.010] [0.010] [0.011] 

itRIGHT  0.000 -0.002 -0.003 -0.008 
 [0.010] [0.010] [0.012] [0.017] 

itOPEN  0.000 0.000 0.000 0.000 
 [0.000] [0.000] [0.000] [0.001] 

itDEMO  -0.003 -0.003 0.004 0.007 
 [0.018] [0.018] [0.027] [0.033] 
Observations 1150 1150 1150 1150 
Number of country 53 53 53 53 
R-squared 0.07 0.07 0.26 0.33 
 
Note: See Table 4A for further notes. 
 
 
 
 
 
 
 
 
 



C. Within estimates corresponding to Table 3 
Estimators WG CCEP 

1, −tiFL  -0.360 -0.681 
 [0.096]*** [0.255]** 

2
1, )( −tiFL  0.255 0.448 

 [0.089]*** [0.232]* 
1,1,_ −− − titi FLFLREG  -0.006 -0.009 

 [0.031] [0.057] 
1,1,1, )_( −−− ×− tititi FLFLFLREG  0.274 0.436 

 [0.107]** [0.263] 
itBOP  -0.010 -0.013 

 [0.012] [0.017] 
1, −× tiit FLBOP  0.030 0.009 

 [0.020] [0.028] 
itBANK  -0.010 -0.002 

 [0.014] [0.024] 
1, −× tiit FLBANK  0.003 -0.002 

 [0.025] [0.036] 
itRECESSION  0.006 0.003 

 [0.011] [0.012] 
1, −× tiit FLRECESSION  -0.008 -0.006 

 [0.021] [0.019] 
itHINFL  0.041 0.046 

 [0.018]** [0.033] 
1, −× tiit FLHINFL  -0.254 -0.171 

 [0.054]*** [0.147] 
itFIRSTYEAR  -0.008 -0.009 

 [0.011] [0.009] 
1, −× tiit FLFIRSTYEAR  0.019 0.019 

 [0.021] [0.017] 
itIMF  -0.002 0.018 

 [0.011] [0.012] 
1, −× tiit FLIMF  0.032 -0.006 

 [0.039] [0.050] 
itUSINT  -0.005 -0.003 

 [0.001]*** [0.002] 
itLEFT  -0.019 -0.045 

 [0.016] [0.028] 
1, −× tiit FLLEFT  0.028 0.068 

 [0.031] [0.051] 

itRIGHT  0.004 -0.015 
 [0.015] [0.031] 

1, −× tiit FLRIGHT  -0.011 0.022 
 [0.031] [0.048] 

itOPEN  0.001 0.000 
 [0.000]* [0.001] 

1, −× tiit FLOPEN  0.000 0.000 
 [0.000] [0.000] 

itDEMO  -0.010 0.008 
 [0.020] [0.041] 

1, −× tiit FLDEMO  0.001 0.000 
 [0.002] [0.007] 
Observations 1150 1150 
Number of country 53 53 
R-squared 0.10 0.35 

Note:  See Table 4A for further notes. 



Appendix Table 1. The Variables (mainly used with the larger dataset) 
   
VARIABLE DESCRIPTION SOURCE 
  FL It is the financial liberalisation index, produced by rescaling the 

Chinn-Ito index to interval [0, 1]. The Chinn-Ito index, the 
KAOPEN index, is to measure a country's degree of capital 
account openness, taking on higher values the more open the 
country is to cross-border capital transactions.  

Chinn and Ito (2005) 

  Y GDP per capita in PPP terms. Penn World Table 6.1 

  BOP As in Abiad and Mody (2005) (originally taken from Bordo et al. 
(2000)), it is the balance-of-payment crisis variable identified by 
"a forced change in parity, abandonment of a pegged exchange 
rate, or an international rescue," or if an index of exchange 
market pressure (a weighted average of exchange rate, reserve, 
and interest rate changes) exceeds a critical threshold of one 
and a half standard deviations above its mean. It is set equal to 
1 if a balance of payment crisis has occurred within the past two 
years, and 0 otherwise. 

Bordo et al. (2000) 

  BANK As in Abiad and Mody (2005) (originally taken from Bordo et al. 
(2000)), it is the bankig crisis identified by periods of "financial 
distress resulting in the erosion of most or all of aggregate 
banking system capital".  It is set equal to 1 if a banking crisis 
has occurred within the past two years, and 0 otherwise. 

Bordo et al. (2000) 

  RECESSION As in Abiad and Mody (2005), it is the recession dummy 
variable, set equal to 1 where the annual real GDP growth rate 
is negative, and 0 otherwise. 

Penn World Table 6.1 
(PWT61) (Heston et al., 
2002) 

  HINFL As in Abiad and Mody (2005), it is the high inflation dummy 
variable, set equal to 1 where the annual inflation exceeds 50%, 
and 0 otherwise. 

World Bank World 
Development Indicators 
(WDI), 2004 

  FIRSTYEAR Based on the YRSOFFCA vaiable, it is the first year in office 
dummy as in Abiad and Mody (2005). 

World Bank's Database of 
Political Institutions (2005) 

  IMF As in Abiad and Mody (2005), it is the IMF program dummy 
variable constructed using the program dates from the IMF 
"History of Lending Arrangements". 

Abiad and Mody (2005), 
and IMF's "History of 
Lending".  

  USINST As in Abiad and Mody (2005), it is the U. S. Treasury Bill rate 
used as the world interest rate. 

IMF's International 
Financial Statistics (2005) 

  LEFT As in Abiad and Mody (2005), it denotes the left-wing 
government where its associated party is named or described as 
"communist", "socialist", "Social Democratic", or "left-wing". 

World Bank's Database of 
Political Institutions (2005) 

  RIGHT As in Abiad and Mody (2005), it denotes the left-wing 
government where its associated party is named or described as 
"conservative", or "right-wing". 

World Bank's Database of 
Political Institutions (2005) 

  OPEN The sum of exports and imports over GDP (at current prices), 
averaged over 1973-97.  

Penn World Table 6.1 

  DEMO Index of democracy. It is called combined polity score, the 
democracy score minus the autocracy score, averaged over 
1973-97. It is also used with the original dataset. The index has 
been converted to range from 0 to 1. 

PolityIV Database 
(Marshall et al., 2003) 



 
  
Appendix Table 2: The list of countries in the augmented dataset  
                  

East Asia    South Asia  OECD countries  
CHN China  BGD Bangladesh* AUS Australia* 
HKG Hong Kong IND India*  AUT Austria  

IDN Indonesia* LKA Sri Lanka* BEL Belgium  

KOR Korea, Republic of*NPL Nepal*  CAN Canada*  

MYS Malaysia*  PAK Pakistan*  CHE Switzerland 
PHL Philippines*    DEU Germany*  

SGP Singapore*    DNK Denmark  

THA Thailand*     ESP Spain  

TWN Taiwan*     FIN Finland  

      FRA France*  

Latin America & Caribbean Middle East & Africa GBR United Kingdom* 
ARG Argentina* EGY Egypt*  GRC Greece  
BRA Brazil*  GHA Ghana*  IRL Ireland  
CHL Chile*  ISR Israel*  ISL Iceland  
COL Colombia* MAR Morocco*  ITA Italy*  
CRI Costa Rica NGA Nigeria  JPN Japan*  
ECU Ecuador  ZAF South Africa* NLD Netherlands 
JAM Jamaica  ZWE Zimbabwe* NOR Norway  
MEX Mexico*     NZL New Zealand* 
PER Peru*     PRT Portugal  
PRY Paraguay     SWE Sweden  
URY Uruguay     TUR Turkey*  
VEN Venezuela*       USA USA*   
         
Note: Countries with * are in the original dataset of Abiad and Mody (2005).   
 
 
 
Appendix Table 3. Unit Root Test in Heterogeneous Panels   
        

Variables                 FL                     GDP             OPEN 
Trend Yes No Yes No Yes No 
Maddala and Wu (1999)'s Fisher test 43.82 25.39 77.84 52.81 75.23 64.11 
  [0.99] [1.00] [0.24] [0.94] [0.31] [0.68] 
Pesaran (2006b)'s cross sectionally           
augmented Fisher test 74.85 50.23 67.65 54.98 63.01 62.31 
       
Note: Maddala and Wu (1999)’s Fisher test is for the case of cross sectionally independent error. Under 
the null of a unit root, the test statistic is asymptotically distributed as a standard normal. Pesaran (2006b)’s 
test is the  Maddala and Wu (1999)’s Fisher test applied to the cross sectionally augmented Dickey- 
Fuller regression. The 10% critical values provided by H.M. Pesaran for the pair of N=30 and T=30 is  
82.89 with a trend and 82.18 without a trend.      
 
 
 



 
Appendix Table 4. Corrected version of Tables 7, 8 and 9 in Abiad and 
Mody (2005) 
 
A. Corrected version of Table 7 in Abiad and Mody (2005) 

Country dummy included No No No Yes Yes Yes 
)1( 1,1, −− −× titi FLFL  3.933 4.562 4.106 6.794 7.284 6.574 

 [4.39]*** [4.94]*** [4.48]*** [4.44]*** [4.83]*** [4.07]*** 

1,1,_ −− − titi FLFLREG  1.032 1.050 1.195 2.285 2.089 2.529 
 [4.18]*** [3.76]*** [3.93]*** [3.23]*** [2.71]*** [3.21]*** 

itBOP   0.521 0.430  0.550 0.475 
  [2.60]*** [2.21]**  [2.19]** [1.94]* 

itBANK   -1.020 -0.983  -0.995 -0.935 
  [2.74]*** [2.67]***  [2.68]*** [2.57]** 

itRECESSION   -0.018 0.002  -0.055 -0.026 
  [0.05] [0.00]  [0.15] [0.07] 

itHINFL   -0.136 -0.238  -0.317 -0.302 
  [0.35] [0.62]  [0.50] [0.48] 

itFIRSTYEAR    0.178   0.234 
   [0.78]   [0.87] 

itIMF    0.327   0.253 
   [1.81]*   [0.98] 

itUSINT    -0.071   -0.090 
   [1.82]*   [2.13]** 

itLEFT    0.282   -0.035 
   [1.14]   [0.10] 

itRIGHT    0.153   -0.132 
   [0.85]   [0.39] 

itOPEN    -0.001   0.009 
   [1.01]   [1.14] 
Observations 805 805 805 805 805 805 
Number of country 35 35 35 35 35 35 

 
Note: This is a corrected version of Table 7 in Abiad and Mody (2005) that treats Singapore as an African 
country and South Africa as an East Asian country.  Except for the difference in magnitude, this table 
shows a similar pattern to the Table 7 in Abiad and Mody (2005).  Robust t statistics in brackets. * 
significant at 10%; ** significant at 5%; *** significant at 1%. 
 
 
 
 
 
 
 
 
 
 
 
 
 



B. Corrected version of Table 8 in Abiad and Mody (2005) 
 
Country dummy included No No Yes Yes 

1, −tiFL  4.110 4.307 6.546 7.189 
 [4.49]*** [4.69]*** [4.02]*** [4.34]*** 

2
1, )( −tiFL  -4.052 -5.720 -6.638 -9.893 

 [3.94]*** [4.19]*** [3.35]*** [3.90]*** 

1,1, −− × titi YFL   0.095  0.247 
  [2.34]**  [2.55]** 

1,1,_ −− − titi FLFLREG  1.231 0.965 2.465 2.714 
 [2.72]*** [1.88]* [2.09]** [2.45]** 

itBOP  0.429 0.476 0.473 0.457 
 [2.19]** [2.40]** [2.02]** [1.95]* 

itBANK  -0.985 -0.976 -0.932 -1.007 
 [2.70]*** [2.70]*** [2.70]*** [2.92]*** 

itRECESSION  -0.002 -0.005 -0.027 0.001 
 [0.00] [0.01] [0.07] [0.00] 

itHINFL  -0.235 -0.206 -0.303 -0.398 
 [0.63] [0.53] [0.48] [0.64] 

itFIRSTYEAR  0.178 0.141 0.233 0.245 
 [0.78] [0.62] [0.86] [0.91] 

itIMF  0.332 0.414 0.255 0.288 
 [1.74]* [2.12]** [0.96] [1.06] 

itUSINT  -0.070 -0.074 -0.090 -0.086 
 [1.80]* [1.87]* [2.07]** [1.99]** 

itLEFT  0.280 0.190 -0.029 -0.098 
 [1.15] [0.82] [0.08] [0.28] 

itRIGHT  0.146 0.153 -0.125 -0.072 
 [0.77] [0.84] [0.38] [0.21] 

itOPEN  -0.001 0.000 0.009 0.013 
 [1.00] [0.04] [1.14] [1.40] 
Observations 805 805 805 805 
Number of country 35 35 35 35 
 
Note: This table corresponds to the Table 8 in Abiad and Mody (2005) that treats Singapore as an 
African country and South Africa as an East Asian country, and consequently indicates that IMF in 
column 1 and REG_FL-FL in column 2 and 3 are insignificant.  Robust t statistics in brackets. * significant 
at 10%; ** significant at 5%; *** significant at 1%. 
 
 
 
 
 
 
 
 
 
 



C. Corrected version of Table 9 in Abiad and Mody (2005) 
Country dummy included No Yes 

1, −tiFL  3.719 3.475 
 [2.16]** [1.61] 

2
1, )( −tiFL  -3.827 -1.82 

 [2.19]** [0.70] 

1,1,_ −− − titi FLFLREG  0.508 1.459 
 [0.81] [1.21] 

1,1,1, )_( −−− ×− tititi FLFLFLREG  2.87 10.256 
 [1.51] [3.95]*** 

itBOP  0.811 0.809 
 [2.69]*** [1.89]* 

1, −× tiit FLBOP  -0.892 -0.989 
 [1.47] [1.11] 

itBANK  -0.883 -1.043 
 [1.65]* [1.85]* 

1, −× tiit FLBANK  -0.093 0.016 
 [0.09] [0.01] 

itRECESSION  -0.487 -0.503 
 [1.12] [0.91] 

1, −× tiit FLRECESSION  1.235 1.164 
 [1.43] [1.21] 

itHINFL  0.292 0.37 
 [0.64] [0.50] 

1, −× tiit FLHINFL  -2.203 -3.471 
 [1.65]* [2.35]** 

itFIRSTYEAR  0.566 0.592 
 [1.98]** [1.86]* 

1, −× tiit FLFIRSTYEAR  -1.163 -1.055 
 [1.84]* [1.45] 

itIMF  0.775 0.65 
 [2.94]*** [1.83]* 

1, −× tiit FLIMF  -1.523 -1.741 
 [2.26]** [1.94]* 

itUSINT  -0.078 -0.091 
 [1.93]* [2.10]** 

itLEFT  -0.116 -0.616 
 [0.29] [1.16] 

1, −× tiit FLLEFT  1.049 1.282 
 [1.01] [1.09] 

itRIGHT  0.257 0.192 
 [0.87] [0.50] 

1, −× tiit FLRIGHT  0.087 -0.221 
 [0.09] [0.19] 

itOPEN  3.719 3.475 
 [2.16]** [1.61] 

1, −× tiit FLOPEN  -3.827 -1.82 
 [2.19]** [0.70] 
Observations 805 805 
Number of country 35 35 
Note: This table corresponds to the Table 9 in Abiad and Mody (2005) that treats Singapore as an 
African country and South Africa as an East Asian country, and consequently indicates that (REG_FL-
FL) ×FL is significant but OPEN and OPEN×FL are insignificant in column 1, and FL, OPEN and 
OPEN×FL are significant in column 2.  Robust t statistics in brackets. * significant at 10%; ** significant 
at 5%; *** significant at 1%. 



 
Appendix Table 5. Error dependence across countries and over time 
considered separately 
 
A. Within estimates corresponding to Table 1B 

Estimators WG WG WG CCEP CCEP CCEP 

1, −tiFL  0.081 0.096 0.074 -0.204 -0.191 -0.199 
 [0.050] [0.046]** [0.054] [0.063]*** [0.063]*** [0.070]*** 

2
1, −tiFL  -0.104 -0.113 -0.113 -0.218 -0.226 -0.250 

 [0.047]** [0.046]** [0.052]** [0.065]*** [0.065]*** [0.071]*** 

1,1,_ −− − titi FLFLREG  0.059 0.058 0.058 -0.137 -0.113 -0.085 
 [0.025]** [0.028]** [0.027]** [0.033]*** [0.033]*** [0.038]** 

itBOP   0.016 0.011  0.007 0.006 
  [0.006]** [0.006]*  [0.006] [0.007] 

itBANK   -0.024 -0.020  -0.023 -0.021 
  [0.010]** [0.009]**  [0.007]*** [0.007]*** 

itRECESSION   -0.010 -0.009  -0.002 -0.006 
  [0.010] [0.010]  [0.007] [0.007] 

itHINFL   -0.003 -0.002  -0.041 -0.044 
  [0.020] [0.020]  [0.011]*** [0.012]*** 

itFIRSTYEAR    0.011   0.010 
   [0.006]*   [0.006]* 

itIMF    0.012   0.014 
   [0.009]   [0.007]** 

itUSINT    -0.003   -0.003 
   [0.001]**   [0.001]** 

itLEFT    0.002   -0.019 
   [0.008]   [0.010]* 

itRIGHT    0.003   -0.001 
   [0.008]   [0.010] 

itOPEN    0.000   0.001 
   [0.000]*   [0.000]* 

itDEMO    -0.011   -0.044 
     [0.013]     [0.020]** 
Observations 805 805 805 805 805 805 
Number of country 35 35 35 35 35.00 35 
R-squared 0.03 0.05 0.08 0.31 0.33 0.40 

 
Note: Panel-robust standard errors are reported for WG estimates, while nonrobust standard errors are 
reported for CCEP estimates.  See Table 1 for further notes. 
 
 
 
 
 
 
 
 
 



 
 
 
 

B. Within estimates corresponding to Table 2 
 

Estimators WG WG CCEP CCEP 

1, −tiFL  0.074 0.092 -0.199 -0.392 
 [0.054] [0.054]* [0.070]*** [0.091]*** 

2
1, )( −tiFL  -0.113 -0.201 -0.250 -0.235 

 [0.052]** [0.069]*** [0.071]*** [0.107]** 

1,1, −− × titi YFL   0.007  0.016 
  [0.003]**  [0.008]* 

1,1,_ −− − titi FLFLREG  0.058 0.063 -0.085 0.062 
 [0.027]** [0.025]** [0.038]** [0.043] 

itBOP  0.011 0.011 0.006 -0.005 
 [0.006]* [0.006]* [0.007] [0.007] 

itBANK  -0.02 -0.022 -0.021 -0.022 
 [0.009]** [0.009]** [0.007]*** [0.008]*** 

itRECESSION  -0.009 -0.008 -0.006 -0.012 
 [0.010] [0.009] [0.007] [0.007] 

itHINFL  -0.002 -0.005 -0.044 -0.017 
 [0.020] [0.020] [0.012]*** [0.015] 

itFIRSTYEAR  0.011 0.011 0.010 0.008 
 [0.006]* [0.006]* [0.006]* [0.006] 

itIMF  0.012 0.012 0.014 0.012 
 [0.009] [0.009] [0.007]** [0.007]* 

itUSINT  -0.003 -0.003 -0.003 -0.001 
 [0.001]** [0.001]** [0.001]** [0.002] 

itLEFT  0.002 0 -0.019 -0.019 
 [0.008] [0.008] [0.010]* [0.011]* 

itRIGHT  0.003 0.003 -0.001 -0.018 
 [0.008] [0.009] [0.010] [0.011]* 

itOPEN  0 0 0.001 0.001 
 [0.000]* [0.000]* [0.000]* [0.000]* 

itDEMO  -0.011 -0.01 -0.044 -0.089 
 [0.013] [0.013] [0.020]** [0.024]*** 
Observations 805 805 805 805 
Number of country 35 35 35 35 
R-squared 0.08 0.09 0.40 0.55 

 
Note:  Panel-robust standard errors are reported for WG estimates, while nonrobust standard errors are 
reported for CCEP estimates.  See Table 1 for further notes. 
 
 
 
 



 
C. Within estimates corresponding to Table 3 

 
Estimators WG CCEP 

1, −tiFL  -0.009 -0.045 
 [0.062] [0.143] 

2
1, )( −tiFL  -0.011 -0.344 

 [0.070] [0.142]** 
1,1,_ −− − titi FLFLREG  0.025 0.054 

 [0.029] [0.045] 
1,1,1, )_( −−− ×− tititi FLFLFLREG  0.330 -0.098 

 [0.084]*** [0.152] 
itBOP  0.020 0.004 

 [0.010]* [0.011] 
1, −× tiit FLBOP  -0.029 -0.029 

 [0.021] [0.022] 
itBANK  -0.023 -0.010 

 [0.017] [0.014] 
1, −× tiit FLBANK  0.004 -0.035 

 [0.026] [0.029] 
itRECESSION  -0.015 -0.015 

 [0.016] [0.011] 
1, −× tiit FLRECESSION  0.020 0.007 

 [0.022] [0.022] 
itHINFL  0.030 0.007 

 [0.027] [0.019] 
1, −× tiit FLHINFL  -0.156 -0.117 

 [0.059]** [0.058]** 
itFIRSTYEAR  0.028 0.031 

 [0.010]** [0.009]*** 
1, −× tiit FLFIRSTYEAR  -0.049 -0.064 

 [0.024]* [0.019]*** 
itIMF  0.020 0.023 

 [0.011]* [0.010]** 
1, −× tiit FLIMF  -0.050 -0.069 

 [0.022]** [0.033]** 
itUSINT  -0.003 -0.001 

 [0.001]** [0.002] 
itLEFT  -0.025 -0.034 

 [0.015] [0.016]** 
1, −× tiit FLLEFT  0.068 0.024 

 [0.038]* [0.038] 
itRIGHT  0.006 -0.012 

 [0.011] [0.015] 
1, −× tiit FLRIGHT  0.020 -0.030 

 [0.034] [0.042] 
itOPEN  0.001 0.002 

 [0.000]** [0.001]*** 
1, −× tiit FLOPEN  -0.001 -0.002 

 [0.000]** [0.001]** 
itDEMO  -0.030 -0.115 

 [0.026] [0.028]*** 
1, −× tiit FLDEMO  0.002 0.007 

 [0.002] [0.004]* 
Observations 805 805 
Number of country 35 35 
R-squared 0.14 0.57 
Note:  Panel-robust standard errors are reported for WG estimates, while nonrobust standard errors are 
reported for CCEP estimates.  See Table 1 for further notes. 



 
Appendix Table 6. Augmented dataset with Chinn-Ito measure (2005): IMF dropped 

 
A. Within estimates corresponding to Table 1B 

Estimators WG WG WG CCEP CCEP CCEP 

1, −tiFL  -0.168 -0.170 -0.174 -0.204 -0.214 -0.261 
 [0.044]*** [0.044]*** [0.045]*** [0.069]*** [0.068]*** [0.084]*** 

2
1, −tiFL  0.052 0.053 0.056 0.087 0.092 0.119 

 [0.037] [0.037] [0.038] [0.049]* [0.049]* [0.059]** 
1,1,_ −− − titi FLFLREG  -0.016 -0.018 0.002 0.048 0.044 0.044 

 [0.027] [0.027] [0.028] [0.036] [0.037] [0.036] 

itBOP   0.002 0.001  -0.005 -0.006 
  [0.007] [0.007]  [0.007] [0.008] 

itBANK   -0.010 -0.010  -0.008 -0.009 
  [0.009] [0.009]  [0.010] [0.011] 

itRECESSION   -0.001 0.000  0.001 0.001 
  [0.007] [0.007]  [0.008] [0.009] 

itHINFL   -0.018 -0.017  -0.009 -0.009 
  [0.012] [0.013]  [0.017] [0.017] 

itFIRSTYEAR    0.000   0.001 
   [0.007]   [0.006] 

itUSINT    -0.005   -0.002 
   [0.001]***   [0.002] 

itLEFT    -0.004   -0.008 
   [0.010]   [0.009] 

itRIGHT    0.000   0.000 
   [0.010]   [0.011] 

itOPEN    0.000   0.000 
   [0.000]*   [0.000] 

itDEMO    -0.002   0.012 
   [0.016]   [0.022] 
Observations 1263 1262 1213 1263 1262 1213 
Number of country 55 55 53 55 55 53 
R-squared 0.04 0.04 0.07 0.22 0.22 0.25 
 
Note: See Table 4A for notes. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 
B. Within estimates corresponding to Table 2 

 
Estimators WG WG CCEP CCEP 

1, −tiFL  -0.174 -0.169 -0.261 -0.343 
 [0.045]*** [0.045]*** [0.084]*** [0.118]*** 

2
1, )( −tiFL  0.056 0.006 0.119 0.079 

 [0.038] [0.044] [0.059]** [0.081] 

1,1, −− × titi YFL   0.004  0.004 
  [0.002]**  [0.004] 

1,1,_ −− − titi FLFLREG  0.002 0.007 0.044 0.012 
 [0.028] [0.028] [0.036] [0.048] 

itBOP  0.001 0.001 -0.006 -0.011 
 [0.007] [0.007] [0.008] [0.009] 

itBANK  -0.010 -0.010 -0.009 0.000 
 [0.009] [0.009] [0.011] [0.013] 

itRECESSION  0.000 0.001 0.001 0.002 
 [0.007] [0.007] [0.009] [0.009] 

itHINFL  -0.017 -0.020 -0.009 0.000 
 [0.013] [0.013] [0.017] [0.016] 

itFIRSTYEAR  0.000 0.000 0.001 0.000 
 [0.007] [0.007] [0.006] [0.006] 

itUSINT  -0.005 -0.004 -0.002 -0.001 
 [0.001]*** [0.001]*** [0.002] [0.002] 

itLEFT  -0.004 -0.006 -0.008 -0.012 
 [0.010] [0.010] [0.009] [0.010] 

itRIGHT  0.000 -0.001 0.000 -0.004 
 [0.010] [0.010] [0.011] [0.015] 

itOPEN  0.000 0.000 0.000 0.000 
 [0.000]* [0.000]* [0.000] [0.000] 

itDEMO  -0.002 -0.002 0.012 0.019 
 [0.016] [0.016] [0.022] [0.028] 
Observations 1213 1213 1213 1213 
Number of country 53 53 53 53 
R-squared 0.07 0.07 0.25 0.31 
Note: See Table 4A for notes. 
 
 
 
 
 
 
 
 
 
 
 
 
 



C. Within estimates corresponding to Table 3 
Estimators WG CCEP 

1, −tiFL  -0.303 -0.599 
 [0.089]*** [0.232]** 

2
1, )( −tiFL  0.190 0.355 

 [0.081]** [0.208]* 
1,1,_ −− − titi FLFLREG  -0.024 -0.040 

 [0.029] [0.053] 

1,1,1, )_( −−− ×− tititi FLFLFLREG  0.216 0.360 
 [0.096]** [0.224] 

itBOP  -0.010 -0.010 
 [0.011] [0.015] 

1, −× tiit FLBOP  0.027 0.000 
 [0.020] [0.025] 

itBANK  -0.008 0.002 
 [0.014] [0.023] 

1, −× tiit FLBANK  -0.003 -0.009 
 [0.025] [0.035] 

itRECESSION  0.006 0.009 
 [0.010] [0.011] 

1, −× tiit FLRECESSION  -0.017 -0.023 
 [0.020] [0.022] 

itHINFL  0.027 0.022 
 [0.017] [0.031] 

1, −× tiit FLHINFL  -0.201 -0.103 
 [0.049]*** [0.143] 

itFIRSTYEAR  -0.005 -0.005 
 [0.011] [0.009] 

1, −× tiit FLFIRSTYEAR  0.010 0.010 
 [0.020] [0.018] 

itUSINT  -0.005 -0.002 
 [0.001]*** [0.002] 

itLEFT  -0.017 -0.034 
 [0.015] [0.025] 

1, −× tiit FLLEFT  0.022 0.048 
 [0.030] [0.049] 

itRIGHT  0.009 -0.004 
 [0.014] [0.025] 

1, −× tiit FLRIGHT  -0.019 0.006 
 [0.030] [0.043] 

itOPEN  0.001 0.000 
 [0.000]** [0.000] 

1, −× tiit FLOPEN  0.000 0.000 
 [0.000] [0.000] 

itDEMO  -0.002 0.020 
 [0.019] [0.033] 

1, −× tiit FLDEMO  0.002 0.002 
 [0.002] [0.005] 
Observations 1213 1213 
Number of country 53 53 
R-squared 0.09 0.33 
Note:  See Table 4A for notes.  




