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Empirical Extension: Paths to Financial Policy Diffusion in a Global Sample


Restricting our main focus to Latin America, while on balance very useful, does come at a cost. Naturally, the external validity of such results cannot be directly established there, nor can certain particular mechanisms of diffusion posited in the literature (for example, cultural similarity or colonial heritage) be examined directly. For precisely this reason we complement our analysis of Latin America with an examination of the same diffusion mechanisms across the (noncommunist) developing world, and in so doing also evaluate the nature and weight of cultural and  postcolonial channels of international policy diffusion that would have been impossible to test in a single-region setting.
 In other respects (estimation strategies, models, etc.), however, this analysis parallels that of the Latin American region.


For our developing world dataset, we evaluate two additional diffusion processes that cannot be properly modeled in Latin American data, for both consider diffusion within large historical or cultural groupings. On the one hand we examine whether diffusion processes follow the distinctive patterns of colonial legacies (colonial area), which tests whether shared institutional or regime characteristics bequeathed by a common colonial-era metropole lead to diffusion within the English, French, and Iberian postcolonial states of the developing world.
 Following earlier work, we also examine the possibility of diffusion within cultural areas, here defined by the majority religion (religious tradition) (Catholic, Protestant, Muslim, or no majority).


In Table 3, Models  1 and 2, we replicate the analysis from Table 1, but now in a sample that includes all noncommunist developing countries.
 To begin, both the direct and diffusion effects of the advanced ISI peer group are confirmed in both models. The results also show that universal emulation (all countries) is not the operative dynamic (Model 1). In Models 1 and 2 we see for the first time the possibility that superior performance (in terms of control of inflation) may be an additional channel of policy diffusion via a learning mechanism, and there is some evidence of a vertical diffusion mechanism via the IMF. But the former results are not robust to the inclusion of two new extra-regional possible diffusion channels in Models 3 and 4—colonial area and religious tradition. In these models we see that while diffusion among advanced ISI peers continues to be significant as in all other models, the results for inflation performance and partially for IMF influence appear to have been artifacts of the omission of the variable capturing emulation among countries sharing a colonial heritage. Indeed, this result suggests that a fertile area for future research may be to examine the structural and institutional legacies of English, French, and Iberian colonialism as they affect long-term economic and policy outcomes.
 We see also an implausible negative diffusion effect based on economic performance, but this is likely an artifact of the model and in any event is substantively insignificant in importance. In other respects, the results of the developing world analysis are consistent with the Latin America-only analysis—partisanship continues to matter as expected (conservatives favor greater capital account liberalization), checks on authority appears unrelated to the outcome, and the economic controls are typically similarly signed, though more frequently statistically significant in the broader sample.
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Summary statistics of main variables

	
	Latin American countries
	Developing world

	all peers
	-19.9364

(31.4373)
	-18.4504

(31.8016)

	isi peer
	-0.1830

(0.5168)
	-0.0591

(0.3166)

	success
	-0.0553

(0.4813)
	-0.0122

(0.5597)

	negative learning
	-0.3241

(0.3851)
	-0.3170

(0.3783)

	inflation performance
	0.0693

(0.4082)
	0.1573

(0.4061)

	competition
	0.1471

(0.3450)
	0.0676

(0.2827)

	partisanship
	1.3652

(0.8693)
	0.9477

(0.9442)

	checks on authority
	3.3297

(1.4044)
	2.4448

(1.7486)

	usrate
	5.4636

(2.3858)
	5.4231

(2.3756)

	ln(inflation)
	2.7613

(1.4822)
	2.0286

(1.3972)

	bank ra
	17.7659

(13.9177)
	15.8646

(18.6023)

	current account
	-1.7083

(5.4355)
	-2.3943

(10.3858)

	gdp growth
	3.3071

(4.3413)
	3.7262

(6.0831)

	trade balance
	-0.8800

(7.3530)
	-4.6198

(16.0113)

	ln(gdp/cap)
	7.9726

(0.6539)
	6.9280

(1.4119)

	ln(gdp)
	24.3130

(1.5297)
	23.1984

(1.8928)


Notes: Table shows mean values. Standard errors are in parentheses.

TABLE 3. Robustness: Diffusion processes in the developing world

	Variables
	Model 1
	Model 2
	Model 3
	Model 4

	Diffusion

	all countries
	-0.0002

(0.0017)
	
	
	

	isi peers
	0.5771**

(0.1434)
	0.5680**

(0.1385)
	0.2523**

(0.1511)
	0.2956*

(0.1560)

	success
	-0.0301*

(0.0170)
	-0.0312*

(0.0162)
	-0.0412**

(0.0165)
	-0.0412**

(0.0166)

	negative learning
	0.0081

(0.0247)
	0.0038

(0.0241)
	-0.0044

(0.0246)
	-0.0076

(0.0248)

	inflation performance
	-0.0141

(0.0268)
	-0.0237*

(0.0263)
	-0.0434

(0.0274)
	-0.0408

(0.0274)

	competition
	-0.0314

(0.0431)
	-0.0291

(0.0435)
	-0.0348

(0.0452)
	-0.0372

(0.0451)

	imf
	0.0351

(0.0253)
	0.0250*

(0.0255)
	0.0193

(0.0260)
	0.0201

(0.0261)

	colonial area
	
	
	0.5116**

(0.0902)
	0.5612**

(0.1004)

	religious tradition
	
	
	
	-0.1694

(0.1514)

	Economic legacy

	isi
	0.3952**

(0.1765)
	0.3102*

(0.1807)
	0.3168*

(0.1926)
	0.3554*

(0.1954)

	Political dynamics

	partisanship
	0.1198**

(0.0289)
	0.1593**

(0.0295)
	0.1620**

(0.0303)
	0.1652**

(0.0302)

	checks on authority
	0.0232

(0.0163)
	0.0232

(0.0164)
	0.0258

(0.0161)
	0.0261

(0.0161)

	Controls

	us ratet-1
	-0.0016

(0.0074)
	-0.0022

(0.0074)
	0.0004

(0.0075)
	0.0011

(0.0075)

	ln(inflation)t-1
	-0.0362**

(0.0132)
	-0.0322**

(0.0128)
	-0.0350**

(0.0130)
	-0.0347**

(0.0130)

	bank rat-1
	0.0002

(0.0011)
	0.0015

(0.0012)
	0.0014

(0.0013)
	0.0014

(0.0013)

	current account
	0.0013

(0.0027)
	0.0004

(0.0027)
	-0.0002

(0.0027)
	-0.0003

(0.0027)

	gdp growtht-1
	-0.0043**

(0.0019)
	-0.0043*

(0.0018)
	-0.0052**

(0.0020)
	-0.0054**

(0.0020)

	trade balancet-1
	-0.0041

(0.0026)
	-0.0034

(0.0026)
	-0.0012

(0.0026)
	-0.0011

(0.0026)

	ln(gdp/capita)
	0.3847**

(0.0647)
	0.3432**

(0.0671)
	0.3385**

(0.0557)
	0.3389**

(0.0558)

	ln(gdp)
	-0.2122**

(0.0304)
	-0.1954**

(0.0346)
	-0.2084**

(0.0323)
	-0.2185**

(0.0333)

	break
	-0.3635**

(0.0924)
	-0.3740**

(0.0834)
	-0.4190**

(0.0833)
	-0.4115**

(0.0843)

	time trend
	0.0565**

(0.0091)
	0.0544**

(0.0085)
	0.0404**

(0.0085)
	0.0423**

(0.0086)

	year 1995
	0.3055**

(0.0646)
	0.3025**

(0.0626)
	0.2890**

(0.0615)
	0.2878**

(0.0613)

	Constant
	0.4044

(0.5297)
	0.3442

(0.5935)
	1.0492*

(0.6061)
	1.2110**

(0.6128)

	N
	752
	752
	752
	752


Notes: Table shows generalized least squares models, corrected for panel-specific AR-1 autocorrelation. The dependent variable is capital account openness. Standard errors are in parentheses. * p < 0.10;  ** p < 0.05.
�The advanced ISI economies of the noncommunist developing world are Algeria, Argentina, Brazil, Chile, Colombia, Egypt, Iran, Mexico, Morocco, Peru, the Philippines, South Africa, Uruguay, and Venezuela.


�British, French, and Iberian colonial areas are derived from data from Bernhard, Reenock, and Nordstrom 2004, aggregating the Portuguese and Spanish colonial spheres into the Iberian.


�Data are from Bernhard, Reenock, and Nordstrom 2004.


�As before, and following convention, we also exclude micro-states of under 1 million in population.


�As in Simmons and Elkins 2004. There are good reasons to expect this sort of coordination in financial policy. For example, in West Africa, twelve former French colonies share a single currency—the CFA franc—that was itself a colonial-era creation.
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