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Abstract

This thesis contains three empirical essays in banking. The empirical analyses focus on the

role of information in banking. This will be done by analyzing the effectiveness of three types

of signals that are sent by banks. The �rst signal is the CAMEL-type indicators that measure the

soundness of the banks. The second signal is the price offered by banks in attracting deposits.

The third signal is the amount of risk related information that banks disclose in their �nancial

statements. This thesis aims to answer a few key questions that are relevant in banking. Firstly,

it aims to �nd if CAMEL-type indicators are able to predict subsequent decisions by regulators

to fail banks. This analysis will focus on the banks' liquidity ratio before and during crises in

�nding whether high liquidity holding and high reliance on external funding contribute towards

the subsequent failure of the banks. Secondly, it aims to �nd if depositors discipline banks by

focusing on depositors' reaction to the price signal from banks. Lastly, it aims to �nd if depositors

react to the amount of risk-related information that banks disclose. The empirical issues are

analyzed using the sample of �nancial institutions in �ve crisis led East Asian countries namely

Indonesia, Korea, Malaysia, Philippines and Thailand. Among the striking �ndings in Chapter 2

are that the effect of liquidity on the probability of bank failure varies before and during a crisis.

The results show the vulnerabilities of banks to failure declines as a result of higher liquidity

holding. The results also show that banks' probability of failure increases as a result of high

reliance on external funding. Findings in Chapter 3 con�rm the endogenous relationship between

the price and quantity of deposits in the depositor discipline model. Panel data analysis shows

that depositors' behavior in East Asia is driven by bank fundamentals and risk aversion activities

and also by price movements. Dynamic panel data analysis is carried out to account for the

lagged dependency of the deposits growth variable and endogeneity of the price mechanism in
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the depositor discipline model. The results show that depositors in East Asia do not demand a

higher price for deposits. Analysis by subdividing the sample of banks into healthy and weak

banks shows that the relationship between price and quantity is not non-linear. Healthy banks

are not able to attract more deposits by raising price. Depositors do not discipline weak banks

by demanding a higher return. Lack of responsiveness by depositors to price signals may be

attributable to large the out�ow of deposits that happened during the crisis period and regulations

on interest rates. Analysis in Chapter 4 con�rms that depositors are in�uenced by the content

and also quantity of risk-related information disclosure. Panel data analysis shows that higher

risk-related information disclosure enables banks to attract more funds only during the post-crisis

period. Once the lagged dependency of the deposits growth variable and endogeneity of the price

and disclosure mechanism is taken into account, estimation using dynamic panel data analysis

shows that disclosure is a more effective signal in attracting deposits than price. These �ndings

provide support to the proposition of the third pillar of the Basel II which aims to encourage

market discipline by requiring banks to disclose more risk-related information. In line with

the wake-up-call hypothesis, the �ndings show that depositors' responsiveness to the amount

of information disclosure is higher during the post-crisis period. This study also �nds that the

effectiveness of disclosure signal varies according to the quality of banks. Depositors in East

Asia reward good banks for disclosing more information but they do not discipline weak banks

by demanding greater disclosure. Greater responsiveness of depositors to the disclosure signal

of healthy banks compared to weak banks implies that disclosure is a more effective signal for

healthy banks than for weak ones. Other issues analyzed in the thesis pertain to the relevance of

the different type of econometric analysis used in carrying out the empirical analyses.
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