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Abstract

We compare the depositor's discipline of banks in the Russian Federation and Turkey using standard risk measures for banks and report the effects of efficiency gains on market discipline. In the Russian Federation well-capitalized liquid banks increased their deposits significantly. Furthermore, depositors favor banks that improved their efficiency in financial intermediation. However, this behavior does not apply to big banks. In contrast, we observe a decline in the depositors' discipline of banks in Turkey. Although Turkish banks operate more efficiently than the Russian banks due to excessive guarantees, depositors do not monitor the riskiness of banks particularly, after 2003. 

1. Introduction

In this paper, we estimate the effects of risk factors on depositors' disciplining of banks in the Russian Federation. The risk factors considered are standard CAMEL ratios. The estimations are controlled for other factors such as institutional changes and economic factors. We compare the results obtained for the Russian Federation with estimates for the depositors' risk discipline behavior in Turkey. Both countries experienced severe banking crises followed by the recovery of the banking industry. Comparison of market discipline in both countries provides evidence for the development of measures to improve control of risk taking behavior by banks.

Calomiris and Kahn (1991) are the first to formally define market discipline as depositors having the incentive to monitor the bank and prematurely withdraw their demandable deposits. They emphasize that the depositors do not simply price the risk (risk averse) but also act to limit it (risk intolerant). Flannery (1998) empirically points out that the liability market for the banks are sensitive to the changes in banks' financial conditions and investors identify and act according to the default risk changes. Empirical studies of market discipline for the developing countries focuses on the behavior of depositors.

The paper is organized as follows. The model used in estimating the equations of depositor discipline is presented in section 2. We discuss the estimation results for Russian banks and compare it to the results obtained for banks in Turkey in section 3 and conclude the paper in section 4.

2. The Empirical Analysis

2.1 The Model

In order to determine the existence of depositor discipline in Russian Federation, we estimate the response of depositors to excessive bank risk-taking during the period 2000:1 to 2005:1, using the following reduced form model: 
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is the error term. Depositors' assessment of bank riskiness is measured by the percentage change in the deposits of bank i at time t (
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), and by the deposit interest rate paid by bank i at time t (
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). Interest rate used as a dependent variable is the implicit interest rate calculated as the ratio of interest expense to total deposits in the previous period. 

Bank riskiness (
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) is proxied by the following financial ratios: non-performing loans-to-assets, loans-to-assets, capital-to-assets, net profit after tax-to-assets, liquid assets-to-assets and the quality of management measured by the efficiency score A well-managed bank would have a high efficiency score. Berger and Hannan (1998) estimate efficiency scores for banks in the U.S. and find evidence that lower efficiency levels imply lack of market discipline. Deposits, Capital and Labor are the three types of inputs that are considered. Macroeconomic impacts (
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), are controlled by changes in the consumer price index (CPI) and the dollar-ruble exchange rate. Bank ownership status (
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), is described by two dummy variables that account for the state and foreign ownership. Size of the bank (
[image: image8.wmf]i

1

t

,

l

Size

-

) is characterized by two variables: natural logarithm of total asset size of a bank and the relative size of the bank's total deposits in its total funding base. The bank's total funding base includes deposits, interbank loans and long-term debt. DIDummy is a time dummy that identifies periods of deposit insurance after its introduction in the second half of 2004. 

In accordance with the literature on market discipline, it is expected that an increase in both non-performing loans-to-assets, loans-to-assets will negatively affect deposit growth. On the other hand, increasing riskiness, due to high non-performing loans and indebtedness, positively affects the interest paid on deposits. Increases in capital-to-asset, net after-tax profit-to-assets and liquid assets-to-assets ratios indicate a reduction in the riskiness of banks.

2.2 Efficiency and Market Discipline

Efficiency in general is defined as the best allocation of resources to obtain a given level of output. We use operational efficiency, such that those supplying and demanding funds are able to transact at minimum cost. Efficiency measures are estimated using the stochastic frontier methodology (see Berger and Mester, 1991) The efficiency score for each bank is estimated using a Cobb-Douglas production function specification. The output is the amount of loans. So, the production function measures the efficiency of banks in financial intermediation. The estimated efficiency scores range between zero and 100 percent. For example, Weill (2003) estimates efficiency scores using the stochastic frontier approach and compares efficiency gaps between Western European banks and Eastern European banks. Efficiency estimates for Eastern European banks range from 45% for Slovakia to 73% for the Czech Republic. In Western European countries, bank efficiency score range from 61.5% for Portugal to 75.6% for England. Country factors are main determinants of efficiency banking systems. Casu and Molyneux (2000) estimate and compare efficiency levels for the European Union (EU) banks. They conclude that harmonized legislation resulted with very little convergence in bank efficiency in the EU countries. 

Table 1: Descriptive Statistics during the period 2000:1-2005:1 

	
	Turkish Banking Industry
	Russian Banking Industry* 

	
	Mean
	Standard Deviation
	Mean
	Standard Deviation

	Dependent Variables
	
	
	
	

	Growth in Deposits (%)
	3.85
	58.93
	16.65
	65.34

	Implicit Interest Rate (%)
	32.94
	59.10
	28.96
	55.74

	Independent Variables
	
	
	
	

	Bank Risk Variables
	
	
	
	

	Non-Performing Loans / Total Assets (%)
	0.95
	2.10
	1.43
	5.14

	Total Loans / Total Assets (%)
	27.13
	25.31
	28.08
	27.86

	Total Capital / Total Assets (%)
	15.34
	16.33
	9.75
	33.00

	Net Profit After Tax / Total Assets (%)
	0.47
	12.91
	-1.77
	25.27

	Liquid Assets / Total Assets (%)
	27.47
	18.84
	17.14
	20.33

	Operating Efficiency (%)
	45.00
	28.48
	39.11
	26.85

	Size Variables
	
	
	
	

	Total Assets (in natural logarithm)
	20.45
	2.03
	20.06
	1.86

	Total Deposits/Total Funding Base (%)
	69.83
	25.78
	70.02
	28.14

	Deposit Concentration (%)
	2.52
	4.37
	1.61
	3.35


 * Only banks with asset size above 50 million USD.

2.3 Data

For the Russian Federation, quarterly bank-level data is obtained from data services provider Mobile Information Services and covers the period from 2000:1 to 2005:1. Considering major macroeconomic fluctuations and reporting quality, we use the data after 1999 excluding the crisis year of 1998 and its aftermath. The data set included 1,461 commercial banks operating in the Russian Federation during the 2000-2005 period. Small banks are excluded because 96 percent of deposits are placed in large banks. Then we estimate the model for the 377 banks with total assets more than 50 million USD in 2005. The group of large banks is very similar to the aggregate Turkish banking industry as can be observed in Table 1. In terms of size and aggregate ratios, the Turkish banks have similar structure as large Russian banks. The size of GDP is about twice the GDP of Turkey. However, the size of banking industry is more or less the same in both countries. For Turkey, quarterly data for all commercial banks are obtained from Bankers' Association for the period 1997:4-2006:3. The data were transformed into USD due to high depreciation of the Turkish Lira prior to 2005. 

Table 2: Mean Operating Efficiencies of Russian and Turkish Banks

	
	Banks in Russian Federation 
	
	Banks in Turkey

	
	All 
	Big*
	Foreign 
	Private 
	State 
	All 
	Foreign 
	Private 
	State 

	2000
	0.459
	0.518
	0.503
	0.498
	0.455
	0.379
	0.369
	0.429
	0.258

	2001
	0.414
	0.490
	0.445
	0.424
	0.411
	0.409
	0.489
	0.358
	0.471

	2002
	0.428
	0.508
	0.439
	0.385
	0.430
	0.479
	0.544
	0.490
	0.324

	2003
	0.459
	0.478
	0.432
	0.365
	0.464
	0.623
	0.753
	0.641
	0.437

	2004
	0.444
	0.523
	0.445
	0.388
	0.446
	0.517
	0.536
	0.581
	0.380

	2005
	0.463
	0.524
	0.432
	0.397
	0.466
	0.525
	0.450
	0.597
	0.353


* Banks with asset size above 50 million USD. 
In Table 2, bank efficiencies are presented in both countries according the ownership structure of the banks. Even though, we observe overall improvement in the bank efficiencies, there are significant differences in sub-groups of banks. 

3. Estimation and Comparison of Results

The empirical model described in equation (1) is estimated using pooled cross-sectional time series data for the period 2000:1 to 2005:1. It can be observed from Table 3 higher capital-to-asset ratio and higher liquid assets-to-asset ratio increase growth in deposits of Russian banks implying depositors' preference for well-capitalized and liquid banks. In addition, efficient banks are able to increase deposits. These findings suggest that the ability to access their funds anytime appears to be significantly important for the depositors in the Russian Federation. Also, efficient Russian banks have been able to increase deposits. Total loans are only significant in the OLS estimates for small banks with the expected sign. Since loans-to-asset ratio is used as proxy for credit risk, this result is consistent with the expectations. For Russia, the estimated parameters of the interaction variables show that the introduction of deposit insurance alters the behavior of depositors of small banks. Since the interaction dummies of all banks turns to be insignificant for all risk factors, it can be argued that deposit insurance impaired the disciplinary efforts of the depositors against small banks. Nevertheless, depositors of large banks continue to seek banks with high capital-to-assets ratios. 

Estimated parameters of risk factors affecting interest rates on the deposits of the Russian banks are presented in Table 4. Coefficient of efficiency is significant in OLS and fixed-effect estimations however, with wrong signs. The introduction of deposit insurance provided an opportunity for banks to improve their financial balances. As it can be seen from the coefficients of the interaction dummies, large banks with adequate capitalization were able to reduce interest expenses once they were admitted to the insurance system. 

Comparison of deposit discipline results on the Russian Banks with the Turkish banks reveals significant differences in the development of the banking industries in both countries. While Turkish banks are more efficient and highly capitalized, one observes the disappearance of depositor discipline in Turkey. Interest rate equations also indicate a lack of discipline by depositors in Turkey. After 2003, only total loans to asset ratio is significant as a risk factor. All other factors are insignificant. In addition, capital ratio is significant in reducing interest rates paid on deposits during insurance coverage after 2003 in fixed-effect equations. 

Table 3: Estimated Coefficients of Deposit Growth Equation

	
	RUSSIAN FEDERATION
	TURKEY

	 
	All Banks
	
	Big Banks: Banks with Assets>$ 50 Million
	All Banks 1997:4-2006:3

	 
	OLS
	
	OLS
	
	Fixed Effects
	OLS
	
	Fixed Effects

	Constant
	-0,0330
	
	0,6333
	
	
	
	0,0575
	
	
	

	
	-0,4527
	
	4,2180
	***
	
	
	0,1711
	
	
	

	Growth in Depositst-1
	-0,1617
	
	-0,2086
	
	-0,2371
	
	-0,2856
	
	-0,2699
	

	
	-24,8191
	***
	-18,1289
	***
	-20,0967
	***
	-10,6392
	***
	-9,8448
	***

	Implicit Interest Ratet-1
	0,0012
	
	0,01674
	
	0,018506
	
	-0,0306
	
	-0,0180
	

	
	5,35601
	***
	2,61531
	***
	2,6307
	***
	-0,9333
	
	-0,4868
	

	Bank Riskiness (Riskt-1)
	
	
	
	
	
	
	
	
	
	

	Non-Performing Loans / Assets (NPL/TA)
	-0,8898
	
	-0,9663
	
	0,1155
	
	-0,9795
	
	-1,8057
	

	
	-1,4913
	
	-0,6391
	
	0,0676
	
	-0,2310
	
	-0,3999
	

	Total Loans / Assets (TL/TA)
	-0,2081
	
	0,0132
	
	-0,0277
	
	0,0061
	
	-0,3981
	

	
	-5,8921
	***
	0,2303
	
	-0,3414
	
	0,0200
	
	-1,1636
	

	Total Capital / Assets (CA/TA)
	0,1385
	
	0,2278
	
	0,3702
	
	-0,4096
	
	-0,4784
	

	
	5,8594
	***
	3,7278
	***
	3,9909
	***
	-1,5652
	
	-1,6362
	

	Net Profit After Tax / Assets (TP/TA)
	0,2786
	
	-0,3237
	
	-0,1434
	
	-0,4417
	
	-0,0891
	

	
	1,7559
	*
	-1,0380
	
	-0,3494
	
	-0,8798
	
	-0,1653
	

	Liquid Assets / Assets (LA/TA)
	0,0197
	
	0,1398
	
	0,1460
	
	0,2700
	
	-0,1023
	

	
	1,2155
	
	4,8150
	***
	4,4173
	***
	0,8841
	
	-0,2966
	

	Operational Efficiency (EFF)
	0,2920
	
	0,1417
	
	0,1543
	
	-0,0200
	
	0,1275
	

	
	7,8044
	***
	2,4561
	**
	2,2735
	**
	-0,2738
	
	1,5345
	

	Macroeconomic Variables (Macrot-1)
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	Change in Consumer Price Index*
	-0,1245
	
	0,6793
	
	1,3957
	
	-0,3048
	
	-0,4169
	

	
	-0,3827
	
	1,3967
	
	2,6570
	***
	-0,7470
	
	-1,0058
	

	Change in FX Rate**
	0,4392
	
	0,4412
	
	0,2468
	
	1,5003
	
	1,3194
	

	
	1,6891
	*
	1,1567
	
	0,6422
	
	3,5237
	***
	3,0123
	***

	Ownership Dummies (Bankt-1)
	
	
	
	
	
	
	
	
	
	

	State Banks Dummy
	0,0313
	
	0,0667
	
	0,1287
	
	
	
	
	

	
	1,0584
	
	1,8326
	*
	1,6311
	
	
	
	
	

	Foreign Bank Dummy
	0,0181
	
	-0,0937
	
	-0,2125
	
	-0,1376
	
	0,1645
	

	
	0,5411
	
	-2,7734
	***
	-1,7516
	*
	-2,9113
	***
	0,9939
	

	Deposit Insurance Dummy
	
	
	
	
	
	
	
	
	
	

	DI Dummy
	0,0015
	
	-0,0215
	
	-0,0511
	
	-0,2127
	
	-0,2104
	

	
	0,0609
	
	-0,5737
	
	-1,3226
	
	-2,0468
	**
	-2,0276
	

	Crisis Dummy
	
	
	
	
	
	
	-0,0369
	
	0,0068
	

	
	
	
	
	
	
	
	-0,8860
	
	0,1613
	

	Size Variables (Sizet-1)
	
	
	
	
	
	
	
	
	
	

	Assets
	0,0012
	
	-0,0230
	
	0,0292
	
	0,0176
	
	-0,0702
	

	
	0,3517
	
	-3,7511
	***
	1,8924
	*
	0,9251
	
	-1,7067
	*

	Total Deposit/Total Funding Base
	0,0997
	
	-0,1531
	
	-0,2365
	
	-0,5149
	
	-0,7135
	

	
	5,0845
	***
	-3,5205
	***
	-3,9967
	***
	-6,2904
	***
	-7,1421
	***

	Deposit Concentration
	-0,2015
	
	0,1800
	
	-5,8501
	
	-0,3468
	
	-3,4754
	

	
	-0,6457
	
	0,6926
	
	-1,6890
	*
	-0,6146
	
	-1,8779
	*

	Interaction Dummies
	
	
	
	
	
	
	
	
	
	

	(NPL/TA)*DI Dummy
	-1,2117
	
	6,9639
	
	1,4578
	
	1,0289
	
	1,8126
	

	
	-0,5410
	
	1,3793
	
	0,2741
	
	0,2368
	
	0,3990
	

	(TL/TA)*DI Dummy
	0,0740
	
	-0,4020
	
	-0,3371
	
	0,1707
	
	0,4789
	

	
	0,8883
	
	-2,8041
	***
	-2,2076
	**
	0,5440
	
	1,3827
	

	(CA/TA)*DI Dummy
	0,0885
	
	0,5885
	
	0,74210
	
	0,7793
	
	0,7791
	

	
	1,1180
	
	3,6160
	***
	4,3169
	***
	2,7162
	***
	2,5512
	**

	(TP/TA)*DI Dummy
	0,1579
	
	1,3977
	
	1,0921
	
	-0,0293
	
	-0,1948
	

	
	0,3471
	
	1,9684
	**
	1,4556
	
	-0,0547
	
	-0,3473
	

	(LA/TA)*DI Dummy
	-0,0040
	
	0,0675
	
	0,1309
	
	-0,5795
	*
	-0,1351
	

	
	-0,1268
	
	0,5100
	
	0,9288
	
	-1,8036
	
	-0,3788
	

	(EFF)* DI Dummy
	-0,0255
	
	0,4225
	
	0,3199
	
	-0,0586
	
	-0,1088
	

	
	-0,2671
	
	2,9190
	***
	2,0067
	**
	-0,5736
	
	-0,9882
	

	Assets*DI Dummy
	-0,0050
	
	-0,0103
	
	-0,0116
	
	0,0062
	
	-0,0090
	

	
	-1,9017
	*
	-2,0916
	**
	-2,2258
	**
	0,5053
	
	-0,6844
	

	Regression Statistics
	
	
	
	
	
	
	
	
	
	

	R-squared
	0,0353
	
	0,0668
	
	0,1167
	
	0,1730
	
	0,2175
	

	Adjusted R-squared
	0,0342
	
	0,0635
	
	0,0629
	
	0,1571
	
	0,1750
	

	F-statistics
	34,1153
	***
	20,7908
	***
	37,9723
	***
	10,9105
	***
	14,6542
	***


*   Change in Wholesale Price Index for Turkey, 

** Change in DIBS Performance Index

Table 4: Estimated Coefficients of Implicit Interest Rate Equation

	
	RUSSIAN FEDERATION
	
	
	
	TURKEY
	
	
	

	 
	All Banks
	
	Big Banks: Banks with Assets>$ 50 Million
	All Banks 1997:4-2006:3
	

	 
	OLS
	
	OLS
	
	Fixed Effects
	OLS
	
	Fixed Effects

	Constant
	0,1229
	
	0,5038
	
	
	
	0,0786
	
	
	

	
	0,0626
	
	2,0944
	**
	
	
	0,3368
	
	
	

	Growth in Depositst-1
	-1,9662
	
	-0,1604
	
	-0,1751
	
	-0,0313
	
	-0,0378
	

	
	-11,2749
	***
	-8,8420
	***
	-9,3167
	***
	-1,6813
	*
	-2,0197
	

	Implicit Interest Ratet-1
	0,3915
	
	0,5073
	
	0,4143
	
	0,6017
	
	0,4838
	

	
	62,4519
	***
	49,3751
	***
	36,8931
	***
	26,5450
	***
	19,2609
	***

	Bank Riskiness (Riskt-1)
	
	
	
	
	
	
	
	
	
	

	Non-Performing Loans / Assets (NPL/TA)
	-6,0002
	
	-0,9305
	
	-3,1666
	
	0,6499
	
	1,8725
	

	
	-0,3731
	
	-0,3835
	
	-1,1604
	
	0,2205
	
	0,6060
	

	Total Loans / Assets (TL/TA)
	-0,5850
	
	-0,1680
	
	-0,2997
	
	-0,0425
	
	0,2629
	

	
	-0,6147
	
	-1,8279
	*
	-2,3198
	**
	-0,1999
	
	1,1245
	

	Total Capital / Assets (CA/TA)
	-0,3284
	
	0,2720
	
	-0,0022
	
	-0,0174
	
	0,1624
	

	
	-0,5154
	
	2,7816
	***
	-0,0148
	
	-0,1033
	
	0,8867
	

	Net Profit After Tax / Assets (TP/TA)
	-2,1830
	
	-0,7843
	
	-0,8209
	
	-0,0859
	
	0,0204
	

	
	-0,5105
	
	-1,5677
	
	-1,2528
	
	-0,2514
	
	0,0565
	

	Liquid Assets / Assets (LA/TA)
	0,1226
	
	0,0574
	
	0,0599
	
	-0,0474
	
	-0,0597
	

	
	0,2805
	
	1,2311
	
	1,1347
	
	-0,2243
	
	-0,2540
	

	Operational Efficieincy (EFF)
	0,4200
	
	0,2457
	
	0,3657
	
	0,0125
	
	-0,0258
	

	
	0,4167
	
	2,6581
	***
	3,3776
	***
	0,2453
	
	-0,4540
	

	Macroeconomic Variables (Macrot-1)
	
	
	
	
	
	
	
	
	
	

	Change in Consumer Price Index*
	16,7342
	
	2,2359
	
	2,1285
	
	0,6659
	
	0,7866
	

	
	1,9089
	*
	2,8651
	***
	2,5378
	**
	2,3507
	**
	2,7787
	***

	Change in FX Rate**
	-6,6941
	
	0,1512
	
	0,1569
	
	-1,7317
	
	-1,8461
	

	
	-0,9556
	
	0,2471
	
	0,2559
	
	-5,8455
	***
	-6,1481
	***

	Ownership Dummies (Bankt-1)
	
	
	
	
	
	
	
	
	
	

	State Banks Dummy
	0,0502
	
	0,0189
	
	-0,0192
	
	
	
	
	

	
	0,0631
	
	0,3248
	
	-0,1521
	
	
	
	
	

	Foreign Bank Dummy
	0,0934
	
	-0,0166
	
	0,0851
	
	0,0744
	
	-0,0445
	

	
	0,1036
	
	-0,3066
	
	0,4390
	
	2,2678
	**
	-0,3934
	

	Deposit Insurance Dummy
	
	
	
	
	
	
	
	
	
	

	DI Dummy
	0,1614
	
	0,0478
	
	0,0695
	
	0,1975
	
	0,2242
	

	
	0,2377
	
	0,7976
	
	1,1267
	
	2,7322
	***
	3,1555
	***

	Crisis Dummy
	
	
	
	
	
	
	0,0193
	
	0,0221
	

	
	
	
	
	
	
	
	0,6670
	
	0,7667
	

	Size Variables (Sizet-1)
	
	
	
	
	
	
	
	
	
	

	Assets
	-0,0117
	
	-0,0261
	
	-0,0618
	
	0,0012
	
	0,0044
	

	
	-0,1322
	
	-2,6574
	***
	-2,5112
	**
	0,0921
	
	0,1581
	

	Total Deposit/Total Funding Base
	0,1189
	
	-0,0908
	
	-0,0544
	
	0,0078
	
	0,0021
	

	
	0,2256
	
	-1,3031
	
	-0,5756
	
	0,1367
	
	0,0302
	

	Deposit Concentration
	-0,9736
	
	0,2896
	
	3,1511
	
	0,1109
	
	0,9804
	

	
	-0,1157
	
	0,6943
	
	0,5696
	
	0,2831
	
	0,7741
	

	Interaction Dummies
	
	
	
	
	
	
	
	
	
	

	(NPL/TA)*DI Dummy
	-7,8532
	
	0,6348
	
	-6,9403
	
	-0,5365
	
	-1,5404
	

	
	-0,1301
	
	0,0783
	
	-0,8171
	
	-0,1778
	
	-0,4956
	

	(TL/TA)*DI Dummy
	0,0240
	
	0,1605
	
	0,0452
	
	0,0008
	
	-0,2671
	

	
	0,0107
	
	0,7000
	
	0,1853
	
	0,0036
	
	-1,1279
	

	(CA/TA)*DI Dummy
	0,8209
	
	-0,3727
	
	-0,5263
	
	-0,1388
	
	-0,2573
	

	
	0,3853
	
	-1,4353
	
	-1,9168
	*
	-0,7443
	
	-1,3326
	

	(TP/TA)*DI Dummy
	-2,1750
	
	0,7469
	
	1,0943
	
	0,3932
	
	0,2812
	

	
	-0,1775
	
	0,6559
	
	0,9133
	
	1,0986
	
	0,7607
	

	(LA/TA)*DI Dummy
	-0,3409
	
	-0,1206
	
	-0,1975
	
	-0,0120
	
	-0,0034
	

	
	-0,3980
	
	-0,5682
	
	-0,8771
	
	-0,0541
	
	-0,0138
	

	(EFF)* DI Dummy
	0,1854
	
	-0,2502
	
	-0,2254
	
	-0,0165
	
	0,0706
	

	
	0,0721
	
	-1,0823
	
	-0,8851
	
	-0,2322
	
	0,9360
	

	Assets*DI Dummy
	-0,0055
	
	0,0061
	
	0,0105
	
	-0,0008
	
	0,0024
	

	
	-0,0771
	
	0,7719
	
	1,2688
	
	-0,0943
	
	0,2661
	

	Regression Statistics
	
	
	
	
	
	
	
	
	
	

	R-squared
	0,1579
	
	0,2878
	
	0,3324
	
	0,4489
	
	0,4941
	

	Adjusted R-squared
	0,1570
	
	0,2854
	
	0,2915
	
	0,4384
	
	0,4668
	

	F-statistics
	175,1396
	***
	117,5857
	***
	143,1941
	***
	42,6829
	***
	51,7258
	***


*   Change in Wholesale Price Index for Turkey, 

** Change in DIBS Performance Index

4. Conclusion

In this paper, we measured the extent of market discipline imposed by depositors on the banks in the Russian Federation and compared it to the behavior of depositors in Turkey. We find that depositor in Russia imposed limited market discipline on the bank risk-taking behavior. Depositors change their funds in the banks based on the banks' liquidity and capital adequacy. However, with larger banks, depositors enjoy safety in size and fail to monitor banks that increase their risk. Contrary to the advantages of economies of scale in other countries, efficiency declines in large banks. However, risk factors are not significant in demanding higher interest rates for deposits from the banks. 

Comparison with Turkey demonstrates the differences in the depositor behavior in both countries. In Turkey, depositors fail to monitor banks and allocate funds accordingly. In particularly, improvement in efficiency has no significant impact on depositor behavior. It can be argued that excessive and extensive guarantees (implicitly as well as explicitly) preclude depositor discipline. The results imply a reduction in the level of deposit insurance will provoke the depositors to become aware of bank riskiness.
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