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Many countries have used public asset management companies (AMCs, or “bad banks”) as part of

strategies to restore their banking systems after crises. This includes the United States in the late 1980s,

countries in East Asia and Latin America in the 1990s, and countries in Europe and Africa more recently.

AMC structures, however, vary widely. Using a newly created global dataset of public bad banks, we

begin to explore how domestic political institutions, international institutions, and international capital

may be behind policymakers’ (a) decisions to create AMCs in response to crises as well as (b) design

choices, particularly in terms of AMCs’ level of centralisation. We find evidence that countries with low

levels of foreign ownership of the banking system and many highly polarised veto players are more likely

to create AMCs. IMF conditionality is also associated with the creation of AMCs. We furthermore find

evidence for a more nuanced relationship between democracy and AMC creation than what has been

discussed in previous research. Our evidence suggests that countries with high levels of democracy, rather

than being less likely to create AMCs at all are actually more likely to create decentralised AMCs.

Keywords: banking crises, asset management companies, governance, capital

During the 2008/09 financial crisis, American and European banks faced massive non-performing loans

(NPL). The only player with the resources to assist banks in such situations is the government. This means
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that the problem as well as its “solution” become a public matter. In the United States, the government

chose the Troubled Assets Relief Program (TARP). While its name implies that the US government would

buy up troubled assets, in practice it never did so; the money instead went mostly to purchase preferred

bank stock, which injected capital into banks (Blinder, 2013). A second choice would be for governments to

nationalize fully a given bank. A third choice is to follow the name of TARP, namely for the government to

take over the troubled assets of a given bank or even of most of the financial sector. They usually acquire

and then (at some point) try to sell off non-performing assets (Klingebiel, 2000).2 These choices are not

mutually exclusive of course; a government can both take over a bank and split off its “toxic” assets, as

happened in Germany with Hypo Real Estate.3 Ultimately, our goal is to explain why governments chose to

go down a given path to address a financial crisis. Before one can move down the game tree, however, one

first has to understand the content of those choices.

This paper, which is an early part of a broader project, examines one branch of the game tree decision-

makers follow when dealing with massive NPLs, namely the creation of public asset management corporations

(AMCs), which are colloquially known as “bad banks.” There are several design choices governments face.

Should there be one centralized AMC for the financial sector, or should they be created separately for each

bank in trouble? Centralised AMCs are given almost the sole responsibility for acquiring and disposing of

distressed assets from a country’s banking system. Decentralised agencies either share that responsibility

with multiple entities and/or are assigned the job of acquiring and disposing assets from particular banks.

Once they are established, who governs them, to whom are they accountable, and what do they do? What

determines the choices governments make when designing one or more AMCs? Following the broader insti-

tutional design literature, we can anticipate that choices about control and accountability affect the relative

success of AMCs in winding down “bad” debts. Much of the existing literature is concerned with the costs of

crises to the government. How well AMCs can wind down bad debts greatly influences how costly a banking

crisis is for the public.

In this paper we first define what AMCs are and some of their key types. This is a particularly important

task as definitions vary considerably between authors. Then we discuss how governments may choose and

design AMCs. In the third section we describe our AMC data set. In this paper, we review every AMC that

has been created in the past 30 years. They appeared in Africa, the Americas, Asia, and Europe. Currently,
2Klingebiel (2000) and Ingves, Seelig and He (2004) also discuss AMCs tasked with corporate restructuring and the effec-

tiveness of these types of institutions. However, this project will focus primarily on AMCs that are intended to dispose of
distressed assets. The latter is more relevant for Europe’s current predicament.

3Of course governments can make another choice: do nothing. However, doing nothing is a very unlikely response to a
banking crisis given banking crises large negative externalities for the wider economy (Rosas, 2009).
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many European countries are experimenting with recently created AMCs to deal with the fallout of the

2008/09 financial crisis. These include the Irish National Asset Management Agency (NAMA), Spain’s La

Sociedad de Gestión de Activos Procedentes de la Reestructuración Bancaria (Sareb) and numerous German

entities set up to help wind down the NPLs of individual banks, such as Hypo Real Estate and WestLB.

Public AMCs were used in previous European banking crises, notably in Finland and Sweden during the

early 1990s crisis. AMCs were used extensively in East Asia to help resolve the 1997 Asian Financial Crisis.

And AMCs were part of the solution to the savings and loan crisis in the United States in the 1980s. We

conclude the paper by discussing our initial empirical investigations of AMC creation and design choices

using this data set. We find preliminary evidence that countries with low levels of foreign ownership of the

banking system and many highly polarised veto players are more likely to create AMCs. IMF conditionality

is also associated with the creation of AMCs. We furthermore find evidence for a more nuanced relationship

between democracy and AMC creation than what has been discussed in previous research. Our evidence

suggests that countries with high levels of democracy, rather than being less likely to create any type of

AMC are actually more likely to create decentralised AMCs.

1 Describing AMCs

A public asset management company is an entity created and largely owned by a government to acquire,

manage, and dispose of distressed assets. We use the term broadly to include both standalone public AMCs–

i.e. those that are administered separately from other government ministries–as well as AMCs directly run

though another public agency. Typically this agency is a deposit insurer4 or central bank.5 Usually the

agencies focus on banks’ distressed assets, but some, such as Slovenia’s Capital Assets Management Agency,

acquire assets from other types of companies. The literature on AMCs has tended to classify AMCs into two

broad groups: centralised and decentralised (see Klingebiel, 2000; Laeven and Valencia, 2008; Rosas, 2006;

Tang, Zoli and Klytchnikova, 1999). Definitions of what ‘centralised’ and ‘decentralised’ mean differ between

authors,6 so in this section we clearly define how we use the terms. Table 1 summarises the definitions.

Centralised AMCs are public entities with the primary responsibility for acquiring and disposing of toxic
4For example, Croatia’s State Agency for Deposit Insurance and Bank Rehabilitation
5One of the most prominent recent examples is the United State Federal Reserve’s Maiden Lane Transactions.
6For example, Klingebiel (2000) and Rosas (2006) use definitions of centralised agencies similar to the one we use. Though

Klingebiel (2000) and (Tang, Zoli and Klytchnikova, 1999) uses ‘decentralised’ to refer almost exclusively to private entities.
Schäfer and Zimmermann (2009) also use definitions similar to ours, but classify systems where there are multiple AMCs
dedicated to different types of banks as also centralised. We make a distinction between public and private decentralised AMCs.
Laeven and Valencia (2008) code AMCs in their data sets as either centralised or decentralised, but do not define what they
mean by these terms.
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assets in a country’s banking system.7 Key examples of centralised AMCs include Korea’s KAMCO, Ireland’s

NAMA, and Spain’s Sareb.8

Centralised AMCs have often been contrasted with decentralised bad banks. Because we are concerned

with how political decisions shape AMC creation and governance, we have separated this broad group into

decentralised public AMCs and private bank-specific bad banks. Public decentralised AMCs are created

by the government, but unlike centralised AMCs they share responsibilities for acquiring and disposing of

bad assets with other public bodies. Typically, each AMC has responsibility for dealing with assets from a

specific bank, group of banks, types of financial institutions, or types of assets. Japan has created numerous

AMCs, primarily to deal with different asset types.9 Japan’s Housing Loan Administration Corporation

was created in 1996 to address non-performing mortgages, for example, while its Enterprise Turnaround

Initiative Corporation was created in 2009 to acquire loans made to small and medium size businesses. The

stated aim of the latter corporation was to relieve these businesses of their debt burden and to maintain

“employment stability”.10 Brazil’s PROER was tasked with restructuring private sector banks and its PROES

was in charge of publicly owned state-level banks (Maia, 1999). The United Kingdom’s UK Asset Resolution

(UKAR) was set up following the recent financial crisis to dispose of bad assets from two specific banks:

Bradford and Bingley and Northern Rock.11 The UK Treasury owns it.12 Similarly, Germany created Erste

Abwicklungsanstalt and FMS Wertmanagement to dispose of NPLs from WestLB and Hypo Real Estate,

respectively. These entities are independent of the banks they acquire assets from and are supervised by the

German Federal Agency for Financial Market Stabilisation.13

Though they share some similarities, especially when designed to address bad assets from specific banks,

public decentralised AMCs are different from bad banks and restructuring units created and controlled by

individual private banks to restructure their own asset portfolios.14 There are two key differences (a) the

assumption of risk and (possibly) gain and (b) accountability. Publicly owned AMCs assume the risks
7Klingebiel (2000) suggests that we can further classify centralised AMCs into by their operational focus: either they fit a

broader strategy of restructuring the financial sector, or they are designed to dispose assets rapidly.
8Interestingly, Sareb was designed to be majority private owned–just under 55%–so that its debt would not need to be counted

against the public debt (see http://www.ft.com/intl/cms/s/0/7bd74504-7618-11e2-9891-00144feabdc0.html#axzz2PEpFteCP
accessed April 2013). We nonetheless classify it as a public AMC because it was created by a public initiative and public actors
seem to be largely in control or its general operations.

9The overwhelming shareholder in these institutions is the Deposit Insurance Corporation of Japan. See: http://www.dic.
go.jp/english/e_kikotoha/e_kogaisha/index.html.

10See: http://www.dic.go.jp/english/e_kikotoha/e_kogaisha/index.html.
11UKAR shares responsibility for the disposal of Northern Rock’s assets with Northern Rock Asset Management, a government

created entity that holds bad assets from Northern Rock. See: http://www.nram.co.uk/en/customers/about-us.aspx.
12See: http://www.ukar.co.uk/.
13See: https://www.aa1.de/en/homepage/ and http://www.fms-wm.de/en/about-us/structure-control for more details.
14It is unlikely that a private centralised-type bad bank would be created, especially without considerable public subsidies,

as potential investors would be unlikely to invest in such an entity (Klingebiel, 2000, 7). Likewise, we did not find any AMCs
of this type.
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associated with the disposal of the assets they hold. If the assets’ values decline from the price they were

acquired for then the public loses the difference. Similarly, if the value increases then the public gains. With

privately controlled bad banks the risks and gains are held by the private bank. The public decentralised

AMCs we have seen so far are accountable to the government, usually the ministry of finance or another

public agency. Private bad banks may have their own management that is accountable to another segment

of the bank or directly to the bank’s board of directors. For example, in 2006 Germany’s Hypo Vereinsbank

created a bad bank as an internal division that is accountable to the risk management division (Aggarwal

et al., 2012, 19). Sometimes the bad banks are created as legally separate entities, like the bad bank recently

created by Citibank (Aggarwal et al., 2012, 19).

It is important to point out that the distinction between public and private bad banks can be murky.

Privately controlled bad banks may not be a viable way to deal with NPLs during a systemic financial crisis.

During crises, where many assets are illiquid, simply creating an entity dedicated to winding down NPLs

may not satisfy creditors (especially in the short term) that the bank will be able to actually recover value

from their bad assets. If these bad assets are a large proportion of a bank’s total assets, then creditors will

likely question whether or not the bank can meet its obligations to them. Creditors will therefore be more

likely to remove financing and less likely to provide further support to the bank, pushing it closer to failure.

Because of this, in many cases, such as the Citibank example, the government chooses to guarantee at least

a portion of the private bad bank’s assets in an attempt to reassure depositors. Depending on how these

guarantees are extended, the government may be assuming the bad bank’s risks without the possibility of

sharing its gains. Because of the possibility of government involvement in nominally private bad banks, it is

probably better to conceptualise the difference between public and private AMCs as a spectrum rather than

a dichotomy.

Bad banks created by publicly controlled financial institutions present another grey area between public

decentralised AMCs and privately controlled, bank-specific bad banks. These types of arrangements have

been used extensively in Germany following the recent financial crisis. A number of Landesbanken, including

HSH Nordbank, BayernLB, and LBBW, created internal bad bank restructuring units. We treat these as

distinct from public decentralised AMCs because though the public is ultimately liable for losses and may

benefit from gains, the ownership and management–depending on the situation–may remain largely the

same as before the bad asset restructuring process began. For example, HSH Nordbank’s restructuring

unit’s management is accountable to the bank’s board (Aggarwal et al., 2012, 19).
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Table 1: Types of AMCs

AMC Type Description

Centralised
A public entity with the sole responsibility for acquiring, manag-
ing, and disposing of toxic assets in a banking system.

Decentralised

One of multiple public entities with shared responsibility for ac-
quiring, managing, and disposing of toxic assets in a banking
system. Typically each entity has responsibility for assets from
specific banks, types of financial institutions, or asset types.

Private & Bank
Specific

An entity created and controlled by a private bank to manage
and dispose of its toxic assets. It may or may not receive public
support such as guarantees.

2 Crisis Responses and AMCs

The nature of a banking crisis is that it will require some sort of government action. One or more banks are

in such financial straits that they are impacting capital markets. The private sector alone cannot continue

as before. Governments face a set of choices when they confront a banking crisis. Some choices, of course,

may not be “choices” at all; they may be conditional on the approval of outside actors, such as markets, to

be feasible. But it is fruitful for understanding why AMCs are chosen to first go through the game tree even

if some choices do not exist. We will then focus in on the choices policymakers face if they decide to use

public AMCs.

2.1 Crisis Responses

Rosas (2006) suggests there are primarily two choices–to follow “Bagehot,” which means to allow the depos-

itors and the bank shareholders to bear the costs of the crisis, or to use public money to bail out distressed

banks. He then identifies a set of policies that fall under either classification. A government following Bage-

hot policies is not passive; it will close insolvent banks, force banks to write off non-performing loans, and

pressure banks to find private financing for recapitalization. It will also extend liquidity to the banking

sector, but only to banks with good capital and for a limited time. A bailout, in contrast, means that the

government does not close insolvent banks or force a write-off of non-performing loans. Instead, it recapi-

talizes banks, offers protection to all depositors, and provides liquidity assistance for an indeterminate time.

He notes that some combination of these policies is what one finds in practice, and he tests which of the

various policy options his empirical model best captures.
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Figure 1: Banking Crisis Nested Decision-Model
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His explanation focuses on whether the “cronies” of a government are likely to receive a government

bailout, and an important variable in his analysis is the democracy/autocracy dichotomy. In autocracies,

governments are likely to protect their friends, while under democracies the public interest is more likely to be

served. He also finds countries with low amounts of trade; under IMF programmes; with more transparency;

and with more independent central banks are more likely to opt for “Bagehot.” He notes in his conclusion that

he is assuming a common bailout propensity across different types of policies, and he suggests that future

work explore whether the use of different policy instruments depend upon different political covariates. This

paper is very much in that spirit.

Figure 1 presents the sequence of choices that confront policymakers. As already noted, they are not

mutually exclusive, and governments do mix both the sequence and the content of options. We widen

the focus from choices directly focused on banks to look at whether decision-makers respond with macro-

economic policies or direct intervention in banks. Governments that can use macro-economic policies may
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choose different direct bank intervention policies than those that cannot.

Macro-economic policies could include a big fiscal expansion for stabilization purposes that can help the

banking sector by maintaining demand. On the monetary side, a cut in interest rates allows banks to borrow

cheaply directly from the government. Both measures help keep the banks in the private sector. The stabi-

lization of the economy also treats one of the symptoms of the banking crisis, namely a weakened economy

that increases the proportion of non-performing loans. These policies can be costly to the government, but

they do not represent financing banks

Of course, another response is for governments to directly assist banks. This, in turn, can take several

forms. Liquidity assistance allows banks to continue to function even if they face significant withdrawals and

asset illiquidity. While the amounts can be large, they can also be given to banks for very short periods of

time, such as only overnight. Money can also go into banks to recapitalize them. In practice, this can be a

full nationalization of a given bank, as happened in the UK with RBS. Such measures can also take the form

of the creation of a certain number of shares in the bank, which keep the bank officially in private hands

but mean that the government has an ownership stake in the bank. Rather than provide direct funds to

banks the government could assume the bulk of the non-performing loans. This should allow a leaner bank

to emerge that can remain viable on its own. What the government then does with these assets is the final

question. It could write them down and assume the loss. In accounting terms, the gross debt burden will

increase. It can also decide to hold such assets, and/or to sell them off. The asset management role often

requires the creation of an asset management corporation, which is the focus of this paper.

Before moving on, it would be useful to consider how the options differ.

At the first node of the game tree, the use of macro-economic tools assumes the government has significant

control over its own economy and the resources to exert this control. Laeven and Valencia (2012) argue that

developed countries have the resources to use macro policies. This may mean that they do not need to resort

to direct intervention in banks or at least as much intervention. Developing countries, however, may not

have the same choice when it comes to macro policies. This implies that they will engage in direct bank

interventions more frequently. In his study, Rosas (2006) includes per capita income. The total size of the

economy may be as important as GDP per capita, with a country like China, which has a low per capita

income but the second biggest economy in the world, having more options than a very small, but wealthier,

country like Singapore.

A related issue is the banking sector itself. There is a debate about what makes a bank “systemically

important,” but governments will feel compelled to do something with banks they think fall into this category.

8



A concentrated banking sector will make bank interventions more likely.

Rosas (2006; 2009), focuses on the distribution and size of the costs. These factors are not independent

of one another; he finds countries that choose bailouts have larger overall costs than those that choose

“Bagehot”. That is, forcing depositors and shareholders to bear the costs leads to lower overall costs, not just

lower overall costs to taxpayers. One could question whether there is some sort of threshold above which this

relationship no longer holds. That is, one could argue that the lack of a public bailout of Lehmann Brothers

was far more damaging than if the US government had indeed bailed it out. As already noted, his focus is

on whether states provide any direct assistance or not and not on which policy instruments the government

chooses.

Nonetheless, a focus on the overall costs of a given banking crisis is prevalent in the literature, and

there are further explanations. The number of veto players is one key political variable. In an influential

article, MacIntyre (2001) argues that the relationship between the number of veto players and the costs of

a financial crisis are U-shaped. With one veto player, policy responses are too volatile while with many

players policy responses are too rigid. While MacIntyre’s study is qualitative, Angkinand and Willett (2008)

find confirming evidence in a quantitative test. Satyanath (2006), however, suggests the reverse relationship

looking at a somewhat different dependent variable, namely whether banking regulation was lax or strict.

He finds that whether authoritarian regimes have lax regulation depends upon whether the chief executive

has crony links with bank owners. If so, then regulation was lax; if not, then regulation was strict. With

several veto players, which increase under democracy, executives have less control over who is appointed to

regulate banks, and the signal that there will be long-term stringent bank regulation becomes incredible.

Added to this are the difficulties that MacIntyre also identified, namely that policy action is less likely the

greater number of veto players. Satyanath (2006) stresses that these predictions are valid for developing

countries only; in developed countries, it is possible to appoint a regulator who truly is at arm’s length

from the politicians. The only developing country case he knows that approximates a developed country

setting when it comes to an independent banking bureaucracy is Chile, which he finds so exceptional that

its experience cannot be generalized to other countries (p. 132).

An important issue for veto players may be who implements the policies. A number of the crisis re-

sponse policy options–especially liquidity assistance and recapitalisation–are usually implemented through

the ministry of finance. In contrast, other policy responses, chiefly AMCs, are generally controlled by at

least notionally independent actors. As such we could think of some policies as ways of delegating the im-

plementation of crisis responses. Bernhard (1998; 2002) looks at the design of central banks, and he argues
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that under governments with multiple coalition partners–or veto players–the respective parties are wary of

delegating a complex policy field like monetary policy to any one actor. If the finance minister controls this

policy, she will have informational advantages over the other coalition partners, and she may use them for

her party’s political advantage. He argues that coalition partners that do not control finance ministries push

for central bank independence as a way of removing these advantages. In his empirical analysis, he finds

that multi-party governments are more likely to have more politically independent central banks than one

party governments. While Bernhard does not address financial crises, an extension of his argument would

be that coalition partners may be wary of the advantages that a minister of finance would have during a

financial crisis if there are several veto players. This actor could apportion liquidity assistance and recapi-

talisation funds to banks, favouring some parties in government over others The conscious delegation of at

least some of the crisis response to AMCs may address this problem. For more information on this literature

see Hallerberg (2002).

There is another important factor we would like to raise as well, namely when banking crisis resolution

costs are borne. The choices have different implications about the shadow of the future as well as about

its certainty. Macro-economic stimulus and recapitalization require immediate funding. The assumption of

“bad” assets can also require funding if the government assumes immediate losses. But the government can

also assume responsibility for the “bad” assets and hold them. In cases where the government creates an AMC

and funds it indirectly by guaranteeing the AMC’s bonds, the direct fiscal impact of bank intervention can

by lengthened considerably. In the best case scenario the guarantees are never paid out, and the government

may even retain profits when the AMC is wound down. In any case, AMCs are potentially beneficial to

banks, which can move on with the “good” parts of the bank, and to the government, which does not have

to bear the immediate losses.

Beyond the fiscal impact of using AMCs to shift crisis resolution costs into the future is the possibility

that shifting costs will result in voters not viewing AMCs as a ‘bailout’.

These differences in the shadow of the future under different policy options leads one to consider under

what conditions governments will want to stretch out resolution. Rosas (2006) assumes that it will be

autocracies willing to assume the bad assets in the first place. But there is good reason to think that

democracies may prefer policies that kick the problem into the future more than autocracies. Governments

in these countries face electoral cycles, and politicians would like to solve the problem now but pay for it

later, or at least after the next election. This would suggest that AMCs would be useful for politicians

especially in democracies. But–following Rosas–the government has to decide to bail out banks in the first
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place.

2.2 Previous Literature on AMC Choices

Previous research on the political economy of AMCs is extremely limited, with the focus on what makes a

“successful” AMC. Klingebiel’s (2000) World Bank working paper remains the best-known study. She provides

case studies of four countries, and she focuses on features that predict the success or failure of AMCs. She

argues that the unsuccessful AMCs were found in countries with weak institutions and where banking crises

in general were more severe, which are Mexico and the Philippines in her sample. In contrast, the successful

AMCs were in countries with stronger institutions, such as in Spain and in the United States. She concludes

that AMCs need to be politically independent, have professional management, and be transparent in order

to be successful. In a later paper with coauthors (Calomiris and Klingebiel, 2012) she provides a positive

example from Sweden in the mid-1990s. While the paper provides plausible arguments, there are unobserved

political factors at work that could explain much more of the variation in these outcomes (for a similar general

argument see Acemoglu et al., 2003). To know more about AMC success, one needs to know why they are

adopted and then structured the way they are in the first place. Most other work in the largely policy-

focused AMC literature has used similarly small sets of individual country or region-specific comparative

case studies. This includes studies on the early 1990s Swedish experience (Ergungor, 2007), select European

experiences in the 1990s and 2000s (Schäfer and Zimmermann, 2009), comparative case studies of East Asian

countries (Fung et al., 2004; Terada-Hagiwara and Pasadilla, 2004), the Korean experience (He, 2004), and

the possible consequences of China’s four AMCs (Bonin and Huang, 2001). Though these works contribute

to our understanding of how AMC governance may affect outcomes and has informed a number of policy

recommendations (see Ingves, Seelig and He, 2004; European Central Bank, 2009), we do not learn why they

are created and why they take the form they do.

These discussions beg the following question: what choices do governments face when they choose to

create an AMC?

2.3 Advantages & Disadvantages

Different types of AMCs present different advantages and disadvantages. Table 2 summarises some of the key

potential advantages and disadvantages of each type. It, and much of the following, discussion is adapted
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Table 2: Potential Advantages and Disadvantages of Particular AMC Types

AMC Type Advantages Disadvantages

Centralised

• Consolidate scarce skills.

• Has a larger pool of assets that
may be more easily securitized.

• Potentially more leverage over
debtors.

• Enables standardised practices.

• Less information about borrow-
ers.

• More difficult to wind-down.

Decentralised

• Potentially more information
about borrowers than Cent.
AMCs.

• More limited focus, easier to
wind down.

• Less potential for economies of
scale.

Both Types of
Public AMC

• Assets removed from banks, so
they can focus on core functions.

• Can be given special legal pow-
ers to acquire and dispose of as-
sets.

• Assets removed from banks,
possibly disincentivizing their
rapid & effective disposal.

• May be used by politicians to
aid cronies or delay public ex-
penditures before elections.

Private & Bank
Specific

• More information about bor-
rowers.

• Possibly stronger incentives to
dispose of assets.

• Less potential for political ma-
nipulation.

• May entrench the staff that con-
tributed to creating the large
proportion of NPLs.

• Less potential for economies of
scale.

• Unlikely to be viable during a
systemic financial crisis.

• May require public involvement
in the form of guarantees, for ex-
ample.

• Requires a strong regulatory en-
vironment that incentivises as-
set disposal.

Partially based on Klingebiel (2000, 6).
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from Klingebiel (2000). All types of AMCs improve the quality of bank balance sheets15 while at least

partially shielding the public budget from the costs of bank crisis over the short term.16 Furthermore, by

removing bad assets from banks and placing them in entities at least partially separated from the public

budget both types of AMCs can decrease incentives to dispose of the assets in a timely and profitable

manner. Public AMCs may also be given special legal powers or coordinate with other public actors, like

financial regulators, to make it easier for them to acquire and dispose of assets. There are at least three

major differences between centralised and decentralised public AMCs (a) potential economies of scale, (b)

knowledge about assets, and (c) ease of winding down.

Centralised public AMCs are able to pool the technical skill needed to acquire assets at prices that

will minimize ultimate losses, administer the assets, and sell them off. This pooling of skill could create

standardised practices. With a bigger pool of assets under their management, centralised AMCs may be

able to more successfully securitize them. They may have more potential leverage over debtors. In all of

these ways, centralised AMCs could take advantages of economies of scale afforded by their size.

Decentralised AMCs would not gain as many economies of scale, but because of their more limited focus

they potentially have more detailed information about borrowers than centralised AMCs. This information

could help them improve the recovery value of their bad assets. Also, because decentralised AMCs have a

more limited focus it may be easier to wind them down. It could be easier for example to dispose of all of

the bad assets from one bank as opposed to the bad assets from a banking system. A potential problem

with AMCs is that they could fail to dispose of assets in a timely manner, instead becoming ‘warehouses’ for

distressed assets that drags on the public’s finances. As decentralised AMCs have more limited objectives,

they may be better able to avoid becoming NPL warehouses than centralised AMCs.

Generally it may be most desirable to not create a public AMC. Instead banks themselves could set up

bad banks or other restructuring units. These would have many of the advantages of decentralised public

AMCs, i.e. detailed knowledge about borrowers, strong incentives to dispose of the assets in a timely manner

and for maximum value.17 Similarly private bad banks are less likely to be used as a way to benefit well

connected cronies or elected politicians. However, as we discussed before, these types of restructuring units

may simply not be viable during crises without considerable public support.
15The extent of balance sheet improvement depends on what and how many assets the AMC acquires and what haircut it

imposes on purchases.
16The degree to which an AMC shields the budget is a function of how they are funded and what value they are able to gain

from the bad assets relative to the cost of their acquisition. AMCs that are directly capitalised by the government obviously
would shield the public budget less than AMCs that issue government guaranteed bonds. AMCs may even ultimately generate
a profit if they are able to dispose of their assets for more than they were acquired for.

17These incentives may be contingent on accounting rules. If the banks can retain the assets on their books at their original
value, then their may be little incentive to sell them off for less, or declare them non-performing.
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It is important to note that these advantages and disadvantages are what we would expect ‘all else equal’.

There are ways to turn a disadvantage into an advantage and vice versa. For example, centralised AMCs

may be able to consolidate scarce asset disposal skills, but not if they are staffed by politically-connected

lower skilled cronies. Politics could explain many of these deviations. We intend to investigate what causes

these variations in future work.

2.4 Who chooses what?

Referring back to the game tree in Figure 1, the first question we want to answer is why would a country

choose to intervene directly in its banking system by acquiring bad assets? As we discussed earlier, Rosas

(2006) argued that countries with less democratic and cronyistic governments who are not as beholden to

public-cost conscious voters would be more likely to undertake bailout policies. He classifies public AMCs

as bailout policies since removing bad assets from banks forestalls their insolvency.18 This concern was

recently expressed in Slovenia, where a referendum on creating a bad bank was proposed. Supporters of

the referendum argued that the bad bank would be used for corruption.19 Using a rather limited sample of

crises from the late 1970s through the 1990s and focusing exclusively on centralised, AMCs Rosas finds that

less democratic countries are more likely to create AMCs.

Laeven and Valencia (2012) argue that more economically developed countries would be more likely to

use macro-economic stabilization policies rather than direct interventions in banks. Less developed countries

would not be able to use these tools, so they would be more likely to directly intervene in their banking

system, including acquiring assets via AMCs.

As the recent crisis has shown, although less democratic and less economically developed countries may

be more likely to use direct interventions and bailout policies, AMCs are far from unheard of in more

democratic and wealthier countries. Directly intervening in banks with AMCs may also be an attractive

option for elected politicians. They can help forestall the cost of cleaning up a crises in a way that alternatives

like macro-economic policies, liquidity assistance, and especially direct acquisitions of assets do not. AMCs

can help shift crisis clean up costs into the future, perhaps after elections. If AMCs are able to dispose of

their assets for more than the price that they were acquired, they may even be profitable. Though some types

of political systems may be more likely to create AMCs, the relationship is far from deterministic. This is

probably because AMCs have immediate benefits for decision-makers in both democratic and undemocratic
18The degree to which they bailout banks is determined by what and how many assets they acquire as well as the haircut

they apply to purchases.
19The referendum was prevented by Slovenia’s constitutional court. See: http://www.reuters.com/article/2012/12/19/

slovenia-referendums-idUSL5E8NJ8GL20121219.
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systems.

Particular democratic institutions and arrangements may also incline countries to be more likely to create

AMCs. MacIntyre (2001) argued and Angkinand and Willett (2008) found evidence that countries with very

many veto players would be slow to respond to banking crises. So we might expect countries with many

veto players to be less likely to use AMCs along with any other crisis response policy. Another strain of

research on veto players and delegation (see Bernhard, 1998, 2002; Hallerberg, 2002) finds that countries

with more and more polarised veto players are more likely to delegate policy in order to prevent political

advantages accruing to any one party. Creating an AMC to deal with bad assets can often be a way of

delegating NPL resolution. Having AMCs acquire and dispose of these assets takes the responsibility, and

possible benefits away from from the minister of finance in particular.

International institutions and creditors may play an important role in AMC creation and design

decisions. Recently, there have been a number of examples of International Monetary Fund (IMF) and

European Union (EU) influence in AMC creation decisions. In Slovenia, the IMF recently was an active

supporter of the creation of an AMC;20 support that the Slovenian Ministry of Finance actively signaled

to investors.21 The European Union was very involved in the creation of Spain’s Sareb. For example,

transfer of bank assets to what would become Sareb was a condition of EU support.22 These two examples

illustrate three ways that international institutions may influence institutional creation choices. The first

is indirectly, by endorsing policies so as to reassure international lenders. These institutions may also use

coercion, e.g. requiring that a policy be adopted as a condition of receiving financial assistance. Vreeland

(2003) notes that policymakers may actually invite international assistance to help push through unpopular

reforms. Compliance with international expectations was cited by the Slovenian Constitutional Court when

it prohibited a referendum on creating an AMC.23

The Spanish and Slovenian examples indicate that international actors and institutions may want coun-

tries in crisis to create AMCs. Is there reason to believe that this will usually be the case? Foreign creditors,

generally prefer AMCs creation because problem assets will be removed from the banks they are invested

in making it more likely that they will be paid back. Even if there is no direct international institutional

assistance, countries that need to attract foreign capital–e.g. those with low reserves–may need to create

AMCs in order to retain and attract foreign credit.
20See the IMF’s 2012 article IV consultation document which “welcomes the creation of the Bank Asset Management Com-

pany”: http://www.imf.org/external/np/ms/2012/100212.htm.
21See: http://www.mf.gov.si/en/investor_relations/news/ (accessed 15 March 2013).
22See: http://ec.europa.eu/economy_finance/publications/occasional_paper/2013/pdf/ocp130_summary_en.pdf (ac-

cessed 15 March 2013).
23See: http://www.sloveniatimes.com/court-bans-holding-bad-bank-referendum/2 (accessed 15 March 2013).
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International institutions, beyond possibly representing the interests of international creditors may also

like an AMC strategy if it can reassure potential future foreign creditors. This could lower their potential

assistance costs as foreign private sector actors may be more willing to invest in a country’s banking system in

the future. It is difficult to separate empirically the different mechanisms foreign actors may use to influence

AMC creation decisions, but overall countries that have less need for international assistance and creditors

will be less likely to be influenced by them. So, countries that do not need to rely on external credit may

be less likely to create AMCs. Countries more susceptible to these external influences would be those that

have a large proportion of foreign investment and have lower foreign reserves.

Governments in countries with large proportions of foreign owned banks may be less inclined to create

AMCs. In countries with many foreign owned banks, governments may not need to create AMCs as the

foreign owned banks are able to access capital from their owners. These owners may have suffered less from

a crisis overall than domestic banks and may be in a better position to prevent insolvency. Furthermore,

creating an AMC in countries with high proportions of foreign owned banks may be politically unpalatable

as they could be seen as transferring losses from foreign institutions to the state.24

So, if governments decides to create an AMC, how do they decide whether it should be centralised or

decentralised?

Centralised or Decentralised?

If a country has a scarcity of skills for acquiring, maintaining, and disposing of toxic assets, then it

may be able to benefit from a centralised AMC that can concentrate this scarce talent. More centralised

AMCs could find it easier to attract foreign talent, which may be necessary if asset management skills are

very scarce. Countries with larger pools of AMC talent would not benefit as much from a centralised AMC’s

economies of scale. Because of this they may want to create decentralised AMCs in order to take advantage

of their more in depth knowledge and higher likelihood of successful wind down.

Satyanath (2006) argued that countries policymakers who have to contend with fewer veto players can

appoint financial regulators with preferences closer to their own. Policymakers in these countries who decide

to create AMCs may be more inclined to create centralised AMCs as it would allow them to more easily

appoint management that shares their interests. Such interests could include advantaging politically well

connected banks, timing actions so that they positively, or at least don’t negatively affect policymaker’s
24International institutions may be less concerned with the financial position of incumbent foreign bank owners. Attracting

new foreign owners to purchase troubled banks can be a tool for addressing financial crises. However, the process of buying
a bank can be time consuming and may require substantial changes to a country’s regulatory structure if, for example, there
are limits on foreign ownership. Therefore, international actors who want to stabilize a country’s banking system over the
short-term will be more concerned with creditors’ interests than potential owners. They will be more likely to support AMCs.
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electoral chances, and disposing assets to maximize value for the public. Decentralised AMCs may be more

likely in countries with many highly polarized veto players as they would not want the benefits of a centralised

AMC to accrue to their rivals (Hallerberg, 2002).

There may also be an element of path dependence in AMC design decisions. If a country has previously

created a centralised or decentralised AMC they may either continue to use the centralised AMC to deal

with future crises or they may adopt a previous decentralised institution’s design to address new problems

at particular banks. In both cases policymakers would be taking advantage of the increasing returns Pierson

(2000) discussed as a cause of path dependence.

3 AMCs 1980-2012

We create a global AMC data set to test these hypotheses. Asset management companies have been used for

many decades. For example, an AMC (the Revisionsgesellschaft) was created in the wake of Austria’s early

1930s banking crisis (Dziobek, 1998, 6-8). Nonetheless, in our search to understand why they are created

and why they are designed the way they are we need to be able to take full advantage of data on a wide

range of political and economic variables. Many of these variables are available only for recent decades. We

create a global data set of public AMCs from 1980 through 2012. We intend our coverage of centralised and

decentralised public AMCs to be exhaustive during this time period.

We also gathered data on private bad banks. A useful source of information about these institutions is

Aggarwal et al. (2012). However, we have far from exhaustive data on these entities, and so they are not

the focus of our early investigations.

At this stage of our research, we specifically collect data on AMCs’ start and end dates (if they have one),

their name, their corporate website (if any), their type (centralised or decentralised), whether or not they

are part of a deposit insurer, and whether or not they are based in a private bank. Beyond being directly

useful for research on why they are created and their basic design features, this data set will be our jumping

off point for much more detailed future investigations of AMC governance, operations, and outcomes.

We rely on a wide range of sources to build our data set. The full list of AMCs in the data set and the key

sources we found them in is available at: http://bit.ly/V7Q4T6. For currently active institutions or those

succeeded by a currently active institution25 we usually used the official corporate website as the primary

source of information. We also relied on previous, less exhaustive, compilations of AMCs. In particular, our
25For example, Malaysia’s Pengurusan Danaharta Nasional Burhad was succeeded by the currently active Prokas.
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Table 3: Political & Institutional Predictions

AMC Type More likely to create

Any Public AMC

• Less democratic

• Less economically developed

• Fewer or more/more polarised veto play-
ers

• High foreign investment in banking sys-
tem

• Low foreign reserves

• Low foreign bank ownership

• Past use of an AMC

Centralised AMC

• Less democractic

• Less bureaucratic capacity

• Lower financial sector capacity

• Fewer, less polarized veto players

• Past use of a centralised AMC

Decentralised AMC

• More financial sector capacity

• More/more polarized veto players

• Past use of a decentralised AMC
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Figure 2: Number of Public AMC-type Institutions Created (1980-2012)

data set includes the seven AMCs that Klingebiel (2000) investigated, most of which are no longer active.

Tang, Zoli and Klytchnikova (1999) was useful for information on AMCs in emerging economies mostly

created during the 1990s.26 Previous studies have focused on AMCs created during crises. We are also

primarily concerned about AMCs created to help resolve banking crises. However, past choices to create or

use an AMC may influence future creation decisions. So our data set includes institutions created at any

time. Key examples include China’s four AMCs created in 1999, not during a crisis. In addition to AMC

websites and previous data sets we also relied on information from many other sources including IMF and

World Bank working papers. Please see our data website (http://bit.ly/V7Q4T6) for full details.

In total our data set records 105 public AMCs and public AMC-like institutions in 68 countries. See

Figure 2 for an overview of where all of the AMCs in the data set were created from 1980 through 2012. Our

data set is in country-year format with information on when the AMCs opened and (if applicable) closed.

Figure 3 shows the number of countries with AMCs operating by year. It is no surprise that the number

of countries with AMCs operating tends to increase around major economic changes and crises. The first

major increase in the number of operational AMCs occurred shortly after the fall of communist states in the
26We did our best to identify the AMCs mentioned by Laeven and Valencia (2012). However, we were not able to find

corroborating information for all of the institutions included in their database. So, we did not rely on this as a primary source.
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early 1990s. Particularly in Eastern Europe and Central Asia, AMCs were used to acquire and dispose of

sizable non-performing loan portfolios27 at state run banks and corporations. At the same time, a number of

Scandinavian countries had financial crises. Sweden and Finland responded by creating AMCs. East Asian

countries used them in response to the 1997 financial crisis. Finally, we see a spike in the use of AMCs in

response the 2008/09 crisis.

Figure 3 also shows the relative prevalence of centralised vs. decentralised institutions operating in

any year and how this prevalence has changed over time. Centralised and decentralised AMCs were used

fairly equally in the early 1990s during the restructuring of former communist countries. Following the

1997 financial crisis there was a jump in centralised AMCs. In the 2008/09 crisis both new centralised and

decentralised AMCs we opened. The higher overall prevalence of centralised AMCs may be the result of a

selection effect. The countries that may be more likely to create AMCs–less democratic, less economically

developed–are also the countries that are more likely to create centralised AMCs.

Early in the data set there are very few AMCs. We are currently unable to determine if this is because

countries rarely used them in this time period or if records of their existence fell outside of our search.

Countries most often continue using the same AMC style once they create their first AMC. Also, most

AMCs in our sample were not wound down over the observation period. There are exceptions. Figure 4

shows how countries ‘transitioned’ from utilising one type of AMC (or none) to another type or shutting

down their institutions. We observe 15 centralised AMCs, such as Indonesia’s Bank Restructuring Agency,

being shut down and not replaced. 5 countries including Sweden closed their decentralised AMCs and did

not replace them. Some countries changed the type of AMC they used, though this was less common in our

data set. France, for example, created the Consortium de Réalisation in 1995 specifically to deal with NPLs

at Crédit Lyonnais. Consortium de Réalisation closed in 2007. The next year the French Government took

a centralised approach in response to the 2008/09 crisis. Overall, 20 countries created more than one AMC

of any type in our sampling frame.

4 Empirical Analysis

For this very first draft, we face some restrictions. Our focus is on presenting a new dataset, and in providing

some preliminary intuition about why governments make the choices they do concerning AMCs. But our

empirical model is not yet complete. In particular, we are not using a selection model that would explain
27NPLs in countries like Bulgaria and the Czech Republic were over 50 percent of total banking system assets. Macedonia

had NPLs of about 80 percent (Tang, Zoli and Klytchnikova, 1999).
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Figure 3: Countries with AMCs Operating per Year (1980-2012)
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why governments find themselves down one of the branches of the game tree provided earlier. Such a model

would require a first equation to decide whether to bail out banks with public funds or whether to force the

industry to bear the costs alone. Once it is clear there is a bailout, countries may nationalize a given bank

or inject capital without taking direct control. The assumption of responsibility of bad assets is another

step. We also face a data problem. We want to consider countries in banking crises. There are issues with

their measurement; the traditional measures of “crisis” conflate the response to the crisis with its outbreak.

Laeven and Valencia (2012), for example, who provide a superb overview of banking crises from 1970 to

2011, define a systemic banking crisis as one where there are significant signs of stress in the banking sector,

and where there have been significant policy intervention measures. In practice, they note that a sufficient

condition for a crisis is that non-performing loans are above 20% or bank closures represent at least 20% of

bank assets, or that the fiscal costs of restructuring the crisis exceed five percent of GDP (p. 5).

With these restrictions in mind, we briefly discuss our choice of statistical model–a conditional Cox

Proportional Hazards model–to examine why countries create the AMCs that they do. Then we describe

independent variables we include on the right-hand side of our statistical models that may affect AMC

creation decisions.

4.1 Conditional Cox Proportional Hazards

We are first interested in examining why countries create AMCs of any type. We use a conditional Cox

Proportional Hazards (PH) model to examine this. Event history models like Cox PH allow us to easily

examine the possibility that the effects of our variables of interest on AMC choice may change over time. The

Cox PH model is widely used to study how political and economic factors impact institutional creation and

policy choices and how these choices change over time (Box-Steffensmeier and Zorn, 2001; Box-Steffensmeier

and Jones, 2004; Elkins, Guzman and Simmons, 2006; Golub, 2008; Gandrud, 2013c).

We are interested in not only why countries create AMCs, but why they choose to centralise AMC

functions in one agency or disperse the functions across a number of different institutions. However unlike in

a competing risks situation (see Fine and Gray (1999) as well as Gandrud (2013c, forthcoming) for political

economy applications), choosing one type of AMC does not preclude a country choosing another type later

on or creating more AMCs. So we need a model that is able to (a) handle multiple event types–creating

centralised or decentralised AMCs and (b) repeated event types. Furthermore, we (c) also need to deal

with the fact that there is likely unobserved heterogeneity across countries. Following Box-Steffensmeier and

De Boef (2006) we use a conditional Cox Proportional Hazard (PH) with robust standard errors based on
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country clusters to account for these issues.28 We intended to condition the models–stratify them–on both

how many AMCs are created in a country as well as what type of AMC they are–centralised or decentralised.

In effect, this allows the baseline hazard to vary by AMC number and type. Given the relatively low number

of AMCs compared to the number of different strata this would create, the results we show below are from

models stratified only on the number of AMCs created.

Box-Steffensmeier and De Boef (2006, 3520) discuss how it is important in repeated events models to

choose between gap time and elapsed time. We use elapsed calendar time–i.e. time in years since 1980–rather

than gap time. Gap time would allow us to frame our results as how likely it is that a given AMC (both

type and number) will be created since the last AMC was created. The interpretation of results in calendar

time is different. With calendar time we are looking at what affects the probability of making a given AMC

choice in a specific year. This allows us to take into consideration any unobserved effects that are common

to all countries in a given year.

The full conditional model for the hazard of a country i creating a particular AMC (k) at in a given year

t (�ik(t)) with elapsed time is given by:

�ik(t) = �0k(t)e
Xik� , (1)

where k is the event type (i.e. AMC number) and �0k(t) is the baseline hazard for event type k at year t. �

is a vector of effect parameters for covariates in vector X.

We tested for covariate effects that vary over time and modeled non-linear relationships with splines

(Keele, 2010; Licht, 2011). Doing so helps us address the issue of non-proportional hazards, a violation

of the Cox model’s proportional hazards assumption (Chung, Schmidt and Witte, 1991; Box-Steffensmeier

and Zorn, 2001; Keele, 2010). We primarily rely on simulations to interpret our findings (King, Tomz and

Wittenberg, 2000; Licht, 2011; Gandrud, 2013a).

One drawback of our country-year data is that we are unable to distinguish between countries that only

created one AMC in a given year and those that created more than one. The main difficulty preventing

us from solving this problem is that most of our covariates are recorded on a yearly basis. So it is largely

impossible to have observation time spans of less than a year. Another drawback in the current set up is that

it does not explicitly incorporate information about what type of AMC a country had before another one
28We intended to take their recommendation that we use frailties rather than random effects. Using frailties–outside of event

history analysis they are often called random effects–would allow us to directly incorporate country-level heterogeneity into our
estimates Box-Steffensmeier and De Boef (2006, 3520). However, we were unable to achieve convergence models with frailties.
So, we used country clusters as a second-best approach.
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was created.29 We could incorporate this information as another stratification factor. However, this would

lead to very few observations per stratification factor.

4.2 Variables

In Section 3 we described the AMC data we are using. Now we briefly discuss the variables we will use to

understand why countries create an AMC of a particular type and why they create as many AMCs as they

do.

To examine the affect of systemic banking crises in general on AMC creation decisions we used data

from Laeven and Valencia (2012). They aim to capture the universe of banking crises (Laeven and Valencia,

2008)–147 in total–from 1970s through 2011. Their data records systemic banking crises in the year that

they began. Because an AMC may be created in response to a crisis in a later year we lagged the crisis

variable so that it included the two years after the first crisis year as well.

Countries may be more likely to create AMCs if they are more dependent on international investors.

Countries with low reserve levels relative to their gross domestic product would be much more vulnerable to

capital flight than those with high reserve levels. So, we gathered data on reserves as a percentage of

GDP from the World Bank’s Development Indicators (2013). We also used the World Bank Development

Indictor variables for counties’ total GDP and GDP per capita in current US dollars. These variables

help us asses the relationship between the size of the economy and a country’s wealth and AMC creation

decisions.

We created a variable capturing the percentage of a country’s banks more than 50% foreign owned in

any given year. We created this variable from Claessens and van Horen’s (forthcoming) bank-level foreign

ownership data. Their data is available for 137 countries from 1995 through 2009. We used this variable to

examine if countries with high foreign ownership of their banking sectors are less likely to create AMCs.

We used a number of indicators to examine the possible influence of the IMF. The first measured the most

direct type of influence: conditionality. We created a dummy variable equalling one if a country had signed an

agreement with the IMF that included a condition explicitly requiring either the creation of or modifications

to an AMC. This data was from the IMF’s Monitoring of Fund Arrangements (MONA) database.30 The

database includes information on programs from 1993 through 2013. There were nine instances when an

AMC was explicitly mentioned in programs’ conditionality.31 The variable equals 1 for the first year of the
29Of course it includes information about how many prior AMCs a country created as discussed above.
30See: http://www.imf.org/external/np/pdr/mona/index.aspx (accessed Fall 2013).
31For full information please visit http://bit.ly/1eeCSF6.
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Table 4: Coefficient Estimates from Cox PH Models for Creating Any Type of AMC
A1 A2 A3 A4 A5 A6 A7 A8 A9 A10

Crisis 3 yr. Lag 2.14⇤⇤⇤ 2.35⇤⇤⇤ 2.72⇤⇤⇤ 2.52⇤⇤⇤ 2.38⇤⇤⇤ 2.24⇤⇤⇤ 2.26⇤⇤⇤ 2.17⇤⇤⇤ 2.25⇤⇤⇤ 2.27⇤⇤⇤
(0.32) (0.36) (0.42) (0.35) (0.42) (0.38) (0.38) (0.60) (0.39) (0.40)

MONA IMF Condition 2.03⇤⇤⇤ 1.95⇤⇤⇤ 1.59⇤⇤ 1.50⇤⇤ 1.54 1.86⇤ 1.75⇤ 1.82⇤ 1.87⇤
(0.47) (0.52) (0.51) (0.46) (0.92) (0.80) (0.82) (0.83) (0.86)

Reserves/GDP �0.04⇤⇤ �0.02 �0.04⇤ �0.04 �0.01 �0.03 �0.03 �0.05 �0.03 �0.04
(0.02) (0.02) (0.02) (0.02) (0.03) (0.03) (0.03) (0.04) (0.03) (0.03)

Foreign Ownership �0.01 �0.01 �0.02 �0.02 �0.02 �0.02⇤ �0.02 �0.02⇤
(0.01) (0.01) (0.01) (0.01) (0.01) (0.01) (0.01) (0.01)

Economic Inst. �5.65⇤⇤⇤ �9.64⇤⇤⇤ �8.62⇤⇤ �8.90⇤⇤ �8.09⇤ �8.34⇤⇤ �7.44⇤⇤
(1.33) (2.78) (2.65) (2.76) (3.58) (2.72) (2.79)

UDS �0.30 0.96 1.23 1.23 1.47 1.28 1.15
(0.25) (0.62) (0.67) (0.69) (0.81) (0.73) (0.67)

Polarise 0.12 �1.65⇤ �1.52⇤ �1.61 �1.66⇤ �1.77⇤
(0.28) (0.79) (0.78) (0.98) (0.78) (0.76)

Checks 0.02 �0.48 �0.47 �0.51 �0.47 �0.42
(0.18) (0.36) (0.35) (0.57) (0.35) (0.35)

Polarise*Checks 0.46⇤ 0.43⇤ 0.43 0.46⇤ 0.48⇤
(0.21) (0.21) (0.34) (0.21) (0.21)

Election Year �0.42
(0.45)

IMF Stand-By �0.62
(0.53)

Log GDP/Capita �0.08
(0.31)

Log Total GDP �0.17
(0.13)

AIC 445.75 333.71 318.74 366.28 219.70 216.88 218.16 169.35 218.77 217.47
R2 0.02 0.03 0.04 0.03 0.04 0.04 0.05 0.04 0.04 0.04
Max. R2 0.15 0.18 0.18 0.15 0.16 0.16 0.18 0.16 0.16 0.16
Num. events 53 41 41 43 28 28 28 22 28 28
Num. obs. 3115 1971 1970 2680 1455 1455 1281 1148 1439 1455
Missings 3452 4596 4597 3887 5112 5112 5286 5419 5128 5112
PH test 0.93 0.83 0.49 0.16 0.96 0.99 0.99 0.67 1.00 1.00
Robust standard errors in parentheses. ***p < 0.001, **p < 0.01, *p < 0.05

program and the next two. If there is a positive association between this variable and AMC creation the

most straightforward explanation would be coercion. However, it may be more complicated than that. For

example, governments may have already intended to create an AMC and pressed the IMF to include it as

a program condition in order to increase the credibility of its implementation.32 The next two variables

indicate more diffuse influence, such as technical assistance, in that they capture involvement in an IMF

program generally. We included data on whether or not a country used IMF credits in a given year. This

includes countries that drew on IMF stand-by agreements and other support such as structural adjustment

programs.33 This dummy variable is rather blunt so we also examined IMF credits a country received as a

percentage of a country’s GDP in a given year.34 These IMF credits variables include many different types

of IMF support. To see if IMF stand-by agreements in particular affected AMC decisions we included data

from Dreher (2006, updated 2010) on countries that had IMF stand-by aggrements. Stand-by agreements

are given to countries facing external financing crises. Four of the nine instances of countries with AMC

conditions in their IMF program were using Stand-by agreements. We also lagged this variable in the same

way as systemic crisis.

We include Kuncic’s (2012) economic institutional quality variable as a proxy measure for a country’s
32Further case study work is needed to disentangle these processes for each individual case.
33The data was from World Bank (2013). We turned the variable into a dummy as did Elkins, Guzman and Simmons (2006).

We also lagged the IMF credits variable in a similar way as the IMF stand-by agreements and crisis variables.
34GDP data is also from World Bank (2013).
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Table 5: Coefficient Estimates from Cox PH Models for Creating a Centralised AMC

B1 B2 B3 B4 B5 B6 B7 B8 B9 B10
Crisis 3 yr. Lag 2.58⇤⇤⇤ 2.58⇤⇤⇤ 3.29⇤⇤⇤ 2.98⇤⇤⇤ 3.07⇤⇤⇤ 2.96⇤⇤⇤ 3.15⇤⇤⇤ 2.93⇤⇤⇤ 3.13⇤⇤⇤ 3.20⇤⇤⇤

(0.43) (0.47) (0.48) (0.50) (0.55) (0.54) (0.51) (0.54) (0.53) (0.53)
MONA IMF Condition 2.32⇤⇤⇤ 2.42⇤⇤⇤ 1.97⇤⇤⇤ 1.51⇤⇤ 2.12⇤⇤ 2.33⇤⇤⇤ 1.90⇤ 1.92⇤⇤⇤ 2.06⇤⇤⇤

(0.48) (0.57) (0.44) (0.51) (0.72) (0.67) (0.74) (0.52) (0.54)
Reserves/GDP �0.03 �0.01 �0.05⇤ �0.05 �0.07 �0.09⇤ �0.02 �0.04 �0.03 �0.03

(0.02) (0.02) (0.02) (0.03) (0.04) (0.04) (0.03) (0.04) (0.03) (0.03)
Foreign Ownership 0.00

(0.01)
Economic Inst. �8.91⇤⇤⇤ �9.96⇤⇤⇤ �9.72⇤⇤⇤ �9.33⇤⇤⇤ �9.04⇤⇤⇤ �9.42⇤⇤⇤ �8.90⇤⇤⇤

(1.54) (2.25) (1.95) (2.11) (1.91) (1.96) (2.06)
UDS �0.84⇤ 0.80 1.07 0.49 �0.13 0.43 0.51

(0.37) (0.62) (0.71) (0.51) (0.53) (0.61) (0.51)
Polarise �0.09 �1.67

(0.40) (1.29)
Checks �0.14 �0.58

(0.30) (0.53)
Polarise*Checks 0.42

(0.34)
Election Year 0.04

(0.65)
IMF Stand-By 0.01

(0.41)
Log GDP/Capita 0.03

(0.21)
Log Total GDP �0.11

(0.12)
AIC 261.78 202.11 231.31 222.72 165.01 164.14 201.64 221.22 210.00 209.43
R2 0.02 0.02 0.03 0.02 0.03 0.03 0.03 0.03 0.03 0.03
Max. R2 0.10 0.11 0.10 0.10 0.10 0.10 0.11 0.10 0.10 0.10
Num. events 29 22 29 25 21 21 24 26 25 25
Num. obs. 3115 1971 3050 2680 2075 2075 2151 2560 2617 2650
Missings 3452 4596 3517 3887 4492 4492 4416 4007 3950 3917
PH test 0.87 0.54 0.97 0.30 0.41 0.16 0.48 0.49 0.57 0.40
Robust standard errors in parentheses. ***p < 0.001, **p < 0.01, *p < 0.05

capacity to acquire, maintain, and dispose of toxic assets.35 This variable was created with a factor analysis

of a number of economic institutional indicators including those from the Index of Economic Freedom, the

World Bank’s Governance Indicators, and the Fraser Institutes’ EFW Index. The variable is available from

1990 through 2010.

We included Pemstein et al.’s (2010) Unified Democracy Scores (UDS) as a measure of democracy.

They created these scores using Bayesian latent variable analysis of 10 measures of democracy including

Freedom House and Polity IV.36 UDS scores allow us to avoid the tricky and often arbitrary decision to

choose one type of democracy indicator over others. Unfortunately UDS scores are available only through

2008, so to investigate the affect of democracy on more recent AMC creation we also examined democracy

as measured by Polity IV (Marshall and Jaggers, 2011).37 It has been updated through 2011. The Polity

results were largely the same as those for the UDS variable, so we do not show them below. Elected politicians

may want to create AMCs before elections to shift crisis resolution costs until after the vote. To examine

this we included a one year-backwards lagged executive election variable based on the executive election

variable from Marshall and Jaggers (2011).

We included a number of variables from the Database of Political Institutions (DPI) (Beck et al., 2001,
35Specifically, we use the variable he labels “economic_abs”.
36We used the posterior means from this analysis.
37Specifically we used the “polity2” variable.
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Figure 5: Hazard Ratios of Foreign Banking System Ownership (%) on Creating Any AMC

0.00

0.25

0.50

0.75

1.00

0 25 50 75 100

Foreign Bank Ownership (%)

H
az

ar
d 

R
at

io
 

These results were simulated from Model A10.

The central tendency is summarised by a median line.

The widest ribbon represents the the middle 95% of 1,000 simulations for each value of UDS. The narrower ribbon summarises the

middle 50% of this interval.

updated through 2012) to examine the role of veto players, we include an interaction between the DPI

indicators checks and polarisation. Checks captures the number of veto players in legislative systems

while polarisation captures the maximum ideological distance between the veto players. Countries with

fewer checks and low polarization should have higher government control over economic policy. Policy

outcomes can also be easily identified as being influenced by the government.

5 Results

The results from our initial models are presented in tables 4, 5, and 6. Because of difficulty finding data for

a number of our independent variables, we are currently limited in the types of models we can run and the

hypotheses that we can test. We are limited in the number of variables we can include in our models at one

time and expect to get meaningful results. Furthermore we currently lack comprehensive data on financial

sector skills and instead use Kuncic’s (2012) economic institutional quality variable as a weak proxy. Also
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Figure 6: Hazard Ratios of Economic Institutional Quality on Creating Any AMC
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These results were simulated from Model A10.

The central tendency is summarised by a median line.

The widest ribbon represents the the middle 95% of 1,000 simulations for each value of UDS. The narrower ribbon summarises the

middle 50% of this interval.

because of a lack of data, we don’t have a good way to test comprehensively for path dependence.38 So,

these results should be taken as indicative of issues that we will need to address empirically as our research

program progresses.

Crisis A trivial, but strong and consistent finding is that AMCs of any type are more likely to be created

within three years of the start of a systemic banking crisis. We include this variable in all of the models

to help control for spurious relationships between the other independent variables and AMC creation where

crises may be causing both. It is also an important robustness check to verify the underlying soundness of

our empirical approach.

Reserves In models that did not include information about foreign bank ownership, countries’ reserves as

a percentage of their GDP had a significant negative affect on the creation of an AMC. This is in line with

the expectation that countries with high reserves do not face as much pressure to keep and attract foreign

capital. We expect to find this result because countries with low reserves are more dependent on foreign
38One solution would be a multi-state Markov model (for example see Pan et al., 2007). However, we need more data on

both our independent and dependent variables to be able to estimate these models.
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Figure 7: Hazard Ratios of Unified Democracy Scores on Creating a Decentralised AMC
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The graph has been split up along the range of fitted values to ease interpretation.
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creditors to keep their banking systems from collapsing. Foreign creditors generally would prefer that AMC

be used to remove problem assets from banks in which they invest to policies such as nationalisation or

allowing insolvencies. All else equal, AMCs protect foreign creditors and shift banking crisis resolution costs

to domestic public institutions.

However, we have some reason to be skeptical about this finding. In almost all models that included

both reserves and foreign bank ownership information, the reserves variable was not statistically significant.

Perhaps the drop out of statistical significance was related to the truncated sample created by adding the

foreign ownership data–recall this variable was only available for 1995-2009. This appears to be the case.

When we rerun model A1 (see Table 4) with a data set limited to the period 1995-2009 and do not include

the foreign ownership variable the reserves variable nonetheless loses statistical significance. We need to

further investigate why this is.

Foreign Bank Ownership Using the percentage of foreign bank ownership variable created from Claessens

and van Horen’s (forthcoming) data we found a negative association with any AMC and decentralised AMC

creation. This indicates that countries with high levels of foreign ownership of their banking systems are less

likely to create AMCs. To understand the magnitude and uncertainty of this estimated effect we simulated

hazard ratios for creating any AMC type. Figure 5 shows the middle 95% of these simulations for a range of

fitted values. We can see in this figure that a country with about 30% of its banks foreign owned is estimated

to be half as likely to create any AMC than a country with no foreign owned banks.39 So we find some

evidence for the idea that governments of countries with high proportions of foreign owned banks may not

need to use AMCs to help banks that can rely on their less crisis impacted foreign owners. Governments in

these countries may also find it politically difficult to directly aid banks in general. As we just discussed,

the availability of Claessens and van Horen’s (forthcoming) data mean that the findings are limited to the

1995-2009 period.

Economic Institutional Quality Kuncic’s (2012) economic institutional quality variable is consistently

negatively associated with AMC creation. Using the same simulation procedures as before, we can see in

Figure 6 that countries with an economic institutional quality score of about 0.6 and above are very unlikely

to create an AMC. Given that this variable is a composite measure of economic institutional quality, we need

to unpack this result further before making any strong statements about its possible implications.
39I.e. a hazard ratio of 1 indicates no effect.
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GDP/ GDP per capita We included both total GDP and GDP per capita as proxies for the overall size

of a country’s economy and its level of economic development. Laeven and Valencia (2012) argued that more

developed countries would be better able to use macro-economic policies to address crises and would not

need to resort to policy tools like AMCs. Using both natural logarithmic transformed and absolute GDP per

capita variables (the results that did not violate model assumptions are show) we do not find much evidence

for an association between either measure of economic activity and AMC creation of any type.

Election Year It may be that elected politicians would like to create AMCs before elections to shift the

cost of banking crisis resolution into the future. However, we did not find evidence of this in our models

using a executive election lag variable either by itself or in interaction with the crisis lag (results not shown).

This does not completely rule out a cost-shifting motive for elected politicians, but clearly does not provide

evidence that this motive has led to AMC creation in years before executive elections.

Democracy Using continuous measures of democracy, we found weak similarities with Rosas (2006) re-

sults. 40 We found some evidence that democracy had a negative relationship with creating any type of AMC

and centralised AMCs, i.e. more democratic countries are less likely to create AMCs and centralised AMCs

in particular than less democratic countries (see Table 5). We should note that the statistical significance

of this association disappeared once we controlled for other political system variables, primarily veto players

and veto player polarisation (see table 4 and 5).

We found a more robust and positive association between democracy and decentralised AMC creation

(see Table 6).41 This finding fits with the idea that policymakers who are more accountable to taxpayers

would be concerned with limiting bank resolution costs. As such they may be trying to create circumscribed

AMCs that limit costs while allowing governments to shift the costs into the future.

To get a sense of the magnitude of this effect we simulated 1,000 hazard ratios for a range of UDS scores42

for a country creating a decentralised AMC. Figure 7 shows the middle 90% of these simulations per fitted

UDS value. We can see that countries with a Unified Democracy Score less than 0 are much less likely to

create a decentralised AMC compared to countries with a score of 0. Those with UDS scores of about 0.5 are

predicted to be not much more likely to create a decentralised AMC compared to countries with UDS scores

of 0. Those with scores of approximately 1 and up are much more likely to create a decentralised AMC.43

40He used a dichotomous democracy variable from Przeworski et al. (2000).
41Though this effect only appeared once we included information about economic institutional quality in the model.
42UDS scores in our sample range from -2.03 to 2.11.
43Examples of countries with UDS scores very close to 1 include Belize in the 1990s and France in the 1980s and 1990s.
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Table 6: Coefficient Estimates from Cox PH Models for Creating Decentralised AMCs

C1 C2 C3 C4 C5 C6 C7 C8 C9 C10
Crisis 3 yr. Lag 1.82⇤⇤⇤ 2.04⇤⇤⇤ 2.17⇤⇤⇤ 1.91⇤⇤⇤ 1.49⇤⇤ 1.48⇤⇤ 1.85⇤⇤⇤ 2.28⇤⇤⇤ 1.94⇤⇤⇤ 1.95⇤⇤⇤

(0.42) (0.49) (0.55) (0.48) (0.52) (0.51) (0.49) (0.66) (0.48) (0.48)
Reserves/GDP �0.06⇤⇤ �0.04 �0.05 �0.04 �0.04 �0.04 �0.04 �0.07 �0.02 �0.03

(0.02) (0.02) (0.03) (0.04) (0.04) (0.04) (0.04) (0.04) (0.03) (0.04)
Foreign Ownership �0.02⇤⇤ �0.02⇤⇤

(0.01) (0.01)
Economic Inst. �3.35 �9.92⇤⇤ �9.33⇤⇤ �10.46⇤⇤⇤ �13.34⇤⇤ �10.67⇤⇤⇤ �9.91⇤⇤⇤

(1.96) (3.45) (3.50) (2.73) (4.37) (2.74) (2.59)
UDS 0.37 2.17⇤⇤ 2.16⇤⇤ 2.42⇤⇤⇤ 2.26⇤⇤⇤ 1.77⇤⇤ 1.96⇤⇤⇤

(0.33) (0.83) (0.81) (0.69) (0.58) (0.60) (0.59)
Polarise 0.50 �0.20

(0.42) (1.02)
Checks 0.07 �0.18

(0.21) (0.31)
Polarise*Checks 0.18

(0.23)
Election Year �0.70

(0.46)
IMF Stand-By �0.69

(0.96)
GDP/Capita 0.00

(0.00)
Log Total GDP 0.09

(0.15)
AIC 211.41 135.22 134.08 164.32 114.89 116.53 133.37 62.42 140.07 140.97
R2 0.01 0.01 0.02 0.01 0.01 0.01 0.02 0.01 0.01 0.01
Max. R2 0.05 0.08 0.08 0.04 0.05 0.05 0.06 0.03 0.06 0.05
Num. events 26 19 19 20 15 15 18 10 19 19
Num. obs. 4783 1971 1970 4152 2391 2391 2423 2560 2964 3006
Missings 1784 4596 4597 2415 4176 4176 4144 4007 3603 3561
PH test 0.97 0.83 0.82 0.26 0.90 0.90 0.53 0.82 0.52 0.30
Log GDP/Capita not used because it violates the PHA. Robust standard errors in parentheses. ***p < 0.001, **p < 0.01, *p < 0.05

We should note that the uncertainty around the estimates for more democratic countries are relatively large

even if statistically different from 1.

IMF Assistance Countries that signed IMF agreements explicitly mentioning AMCs are very likely to

create a new AMC. In fact only one of the nine countries (Sri Lanka, which was under a Poverty Reduction

and Growth Facility) did not or were not in the process of creating an AMC within three years of signing the

agreement. Interestingly, every one of the AMCs that was created was centralised.44 However, the IMF’s

role in the creation of these AMCs is unclear and likely varies from case to case. Five of the nine times

AMCs are mentioned in a program’s conditions the requirement does involve creating an AMC.45 In three

of the cases the conditions involve the reform of a recently created AMC46 and in one case the condition

was to privatise an existing institution.47 It appears that the IMF’s role is just as much about reforming

nationally made AMCs as creating new ones.

Both of the more diffuse the IMF stand-by agreement variable and IMF credits variables were not found

to be associated with AMC creation. For simplicity we only show results using the IMF stand-by agreement
44As there is no variation in the models for the decentralised AMC creation, we did not include it.
45These are for programs in Thailand, Lithuania, Sri Lanka, Antigua and Barbuda, and St. Kitts and Nevis. For the text of

the relevant conditions please see our table at: https://github.com/christophergandrud/amcData/blob/master/BaseFiles/
MONA/MONA_AMC_ConditionDescription.csv.

46Columbia, South Korea, and Indonesia.
47Albania
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variable.

Veto Player We find relatively strong evidence for an interaction between polarisation and checks on

general AMC creation. To understand the nature of the polarisation/checks interaction we simulated the

marginal effect (Brambor, Clark and Golder, 2006; Gandrud, 2013b) of polarization for each one unit increase

in checks on the hazard rate.48 Figure 8 shows the middle 95% of these simulations.49 We can see that rather

than causing policymaking paralysis as suggested by MacIntyre (2001) and Angkinand and Willett (2008),

when there are more checks polarisation has a stronger positive affect on the hazard of creating AMCs.

This is what we would expect if highly divided government veto players were able to force the delegation of

crisis responses away from the ministry of finance to prevent them from being used to advantage the actors

who control this ministry. The interaction only appears in models for any type of AMC creation, but not

centralised or decentralised AMCs specifically. This suggests that governments with small numbers of veto

players are not creating centralised AMCs so that they are able to appoint staff with preferences closer to

their own as in Satyanath (2006).

6 Conclusion

This has been a first attempt to understand why AMCs are created and why they are governed the way that

they are. In our limited research so far we have found evidence that complicates previous findings (Rosas,

2006) that less democratic countries are more likely to create centralised AMCs than more democratic ones.

By separating centralised and decentralised AMCs from one another we have added nuance to this finding

as we found weak or no evidence for a relationship between democracy and centralised AMC creation. In

particular the relationship between democracy and general AMC creation weakened significantly once we

took into account the interaction of polarisation and number of veto players. We did find some evidence that

more democratic countries are more likely to create decentralised AMCs, perhaps as a way of minimising

taxpayer costs. We find a consistently strong negative relationship between a countries’ proportion of foreign

owned banks and AMC creation of any type, even when we control for whether or not a country is in a banking

crisis. Possibly this is because countries with high foreign ownership levels do not need to respond to crises

with direct measures and can instead use other crisis responses–such as macro-economic policy or Bagehot
48Formally, we found the marginal effect ME of a variable X1 given a value of some interaction variable X2 with: MEX1 =

ebX1
+bX1X2

X2 .
49The plot shows simulations when checks are between 1 and 7. Though some countries had up to 18 checks in our sample,

99 percent of countries-years had checks between 1 and 7.
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Figure 8: Marginal Effect of Polarization per Value of Checks on Creating an AMC of Any Type
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These results were simulated from Model A10.

The central tendency is summarised by a loess smoothing line.

The dots represent individual simulations from the middle 95% of 1,000 simulations for each value of Checks.

policies like short-term liquidity assistance and insolvency.

We also found preliminary evidence that political competition may affect AMC creation decisions. Coun-

tries with more and more polarised veto players are more likely to create AMCs overall. If we think of

creating an AMC as a way to delegate crisis responses, especially relative to having a minister of finance

hand out liquidity assistance or recapitalisation funds, then this finding fits snuggly within the findings of

the broader literature on delegation, especially to central banks (see Bernhard, 1998, 2002; Hallerberg, 2002).

AMCs may be an attractive policy choice for veto players that do not control the ministry of finance and are

worried that the MoF will pursue crisis responses that benefit them politically at the expense of the other

veto players.

An interesting finding given a small number of anecdotal examples that the IMF may play a role in AMC

creation is that we found no evidence of a relationship between IMF support and AMCs. This is an issue

that we intend to investigate further. Also, using case studies in particular, we intend to examine the recent

role of the EU in a number of European countries’ decisions to create AMCs and their specific design choices.

To develop this research further we are going to examine how the source of the toxic debt–e.g. mortgages,

corporate debt, and sovereign debt. Countries may be very constrained in their ability to directly acquire
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toxic assets if, for example those assets are debt it issued. We also need to gather data on countries’ financial

sector skills capacity. This may be a key determinant of choices to create centralised or decentralised AMCs.

Financial sector size and concentration data is crucial for understanding how ‘too big to fail’ may impact

AMC choices. Separate pieces of research will also examine the reasons that AMCs are wound down, if at

all. We anticipate that the winding down of an AMC is partially enabled by market conditions, i.e. how

easy it is to sell the assets at non-fire sale prices,50 and partially bureaucratic and political conditions. If an

AMC does not have competent staff able to market the assets well or the AMC was instructed to buy very

poor or even fraudulent assets with no little or no resale value then it will likely take much longer wind it

down. We hope to expand our sample to include more private AMCs in order to understand why these are

used rather than public AMCs. Or since it is more useful to think of a spectrum between public and private,

why more public or more private AMCs are used.
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