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Does Capital Account Liberalization Narrow Interest
Rate Spreads of Commercial Bank?
Evidence from 41 Emerging Market Economies

ZHANG Deliang, LI Wei
(Faculty of Economics and Management, East China Normal University, Shanghai 200062, China)

Abstract: Bank interest rate spreads reflect the efficiency of banking industry, and it is of great practical significance to study the
impact and mechanism of capital account liberalization on bank interest rate spreads. Constructing a multi-sectoral analysis frame-
work that includes heterogeneous enterprises, this paper makes an analysis on the internal mechanism of capital account liberal-
ization affecting bank interest rate spreads from the micro level and then makes an empirical test with the data of 41 emerging
market economies from 1996 to 2016. The results show that capital account openness significantly reduces the interest rate
spreads of commercial banks. Bank interest rate spreads decrease by 0. 68 and 0. 90 percentage points respectively for each unit
of standard deviation increased in the de jure measure and de facto measure of capital account openness. Therefore, accelerating
capital account liberalization is an important way to improve the efficiency of banking industry, reduce the cost of social financing
and achieve high-quality economic development under the new normal. It is also recommended that commercial banks should vig-
orously expand non-interest businesses, promote product and business upgrades, and create new profit growth points to compen-
sate for the adverse effects of narrowing interest rate spreads.

Key Words: capital account liberalization; bank interest rate spreads; banking industry efficiency; emerging market economies ;

financial openness; interest rate liberalization; dynamic panel model; fixed effects model
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