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Motivation

What explains the diffusion of banking regulation to the 
periphery?

• Distinction between core harmonization and peripheral harmonization 
(Singer 2004)

• Explanations for peripheral harmonization have focused on:

– International market drivers (Simmons 2000, 2001; Simmons & 
Elkins 2004)

– International coercion (Simmons 2001; Drezner 2007; Sharman 
2008)

– Domestic drivers or impediments of adoption (Chey 2007; Walter 
2008; Mosley 2010)
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Our contribution

What explains the diffusion of Basel II to the periphery?

• Prime case for market driven diffusion (Simmons 2001)

• Therefore, want to:

– Specify the exact links through which diffusion occurs, and

– Empirically test the effect of those links on harmonization in the 
periphery

• Basel II agreed in 2004 by 13 countries

• Core harmonization well studied (Tarullo 2008; Quaglia 2014)

• Became international reference point for banking regulation

• Findings: peripheral harmonization is driven by (1) interdependence 
created by cross-border banking and (2) networks of regulatory peers. 
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Basel II: a global standard?
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Spatial dependence and 
policy diffusion
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• Policy diffusion increasingly modeled in terms of spatial dependence 
(Elkins, Guzman et al 2006; Cao 2009, 2010; Greenhill 2010; 
Neumayer and de Soysa 2011; Böhmelt, Ruggeri et al 2015; Gadinis
2015)

• Tobler’s law: “All things are related, but near things are more related 
than distant things” 

• Space is more than geography, but which “space” is relevant for 
banking regulation? (Beck, Gleditsch et al 2006; Neumayer & 
Plümper 2015)



Spatial dependence in the 
diffusion of Basel II
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1. Cross-border banking:

a. Incoming foreign banks: 

- Large banks “tempted to put pressure on supervisors” to 
expand Basel II adoption (BCBS 2014)

- Incoming banks as sources of information 

- Focal points for home-host cooperation (Tarullo 2008)

b. Outgoing domestic banks:

-Market entry considerations (Chey 2007; Knaack 2014)

-Focal points for home-host cooperation



Spatial dependence in the 
diffusion of Basel II
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2. Learning from peers: regulatory and supervisory networks

-Regulators in the periphery operating under uncertainty

-Peers as sources of information (Cao 2009; Cho 2013)

-Socialization and reputational effects (Romano 2013)

3. Competition for capital

-Competition driving convergence (Simmons and Elkins 2004; 
Elkins Guzman et al 2006; Gadinis 2015)

-Adoption of international standards as “epistemic signpost” for 
investors (Brummer 2012)

-Competition among banking sectors, rather than economies as a 
whole



Data
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Dependent variable:
• Basel II adoption in 111 “standard takers” 2004-2015
• Sources: Financial Stability Institute Survey; Banking regulators’ reports; 

legislation

Spatial lags:
• Wy

Incoming Foreign Banks Source: Claessens and van Horen (2014)

• Wy
Banks Abroad Source: Claessens and van Horen (2014)

• Wy
Supervisory networks Membership of 17 networks and forums

• Wy
Competitors Source: BRSS data on credit rating of top banks

Controls: Financial sector depth, FDI inflows, government-owned banks, 
democracy, corruption, central bank independence, banking sector 
concentration, banking crises, FATF listing, IMF program
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Methodology
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• Spatial-OLS model of 2008 and 2013 cross-sections, with lagged 
spatial lags and explanatory variables 

• Robustness checks: 

– Panel spatial-OLS of the Δ in Basel II components annually, with 
year fixed effect and lagged DV 

– Spatial-count models (negative binomial regression models)

yit =a +rWijt-1yjt-1 +bXt-1 +eit
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Conclusions and 
future research 
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• Evidence of spatial dependence in the diffusion of Basel II:

– Markets matter: Cross-border banking linkages create channels 
for policy diffusion

– Networks of regulatory peers

• Next steps and extensions:

– Gather additional data on cross-border bank linkages

– Case studies of low income standard takers

– Explore the role of concrete market links in other standards: IFRS 
accounting standards



Thank you.

Alexandra Zeitz
Department of Politics and International Relations
University of Oxford 
alexandra.zeitz@politics.ox.ac.uk
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Appendix 
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Summary statistics 

14



Findings 
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Extent of Basel 
II Adoption by 
Standard-
Takers, 2013



Findings 
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Additional Basel 
II components 
adopted 
annually, 
2007-2013


