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Abstract. The paper analyses the generally adopted classifications of the financial
system. Financial systems are classified, in this paper, as either Market-based and
Bank-based. However, many subgroups and the differences amongst them were pointed
out. Although these differences may look to an outside observer minor and
unimportant, at the very bottom line national differences may well influence the overall
structure of the financial system, and create a hybrid solution. Although both German
and Japanese financial systems are generally classified as Bank-based financial
systems, differences amongst them are significant and the role of banks somewhat
different. The paper does not deal with the area of financial system efficiency, but
focuses on the main concepts of organisation and their major characteristics and
features.

1. INTRODUCTION

The processes of social transformation re-opened the question of institutions building
and has raised, at the same time, many questions to which classic finance literature could
not find answers or was believed that that these problems have long been solved (Cf.
Sevic, 1996a). The existing 'transitional' literature addresses either different prospects of
changes or describes the results made in different transitional countries (see: Sevic,
1999a). At the same time there is limited literature addressing the development of the
financial system from the new institutional economics' point of view. This is a normal
consequence of the fact that financial theory has been mainly dominated by neo-classical
scholars. Moreover, neo-classical theory introduced some good concepts to economic
thought (principal-agent theory, rational expectations, theory of contracts) but, with the
passage of time, it became obvious that it was necessary to focus on the real economic
problems from another rather different prospective. The idea of a perfect competitive
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market lost its credibility when we realised that a social transaction imminently induces
transaction costs and when the concept of bounded rationality was fully endorsed. This
paper tries to contribute to the (neo-)institutional theory of financial architecture.

First, our point of departure are the social institutions. They, ostensibly, provide indi-
viduals (including defined legal persons) with the specific benefits of predictability of
others' behaviour and imposes "specific costs, in return."1 These costs are usually seen as
a limitation of (absolute) freedom of members of society. The quality and quantity of
benefits offered from social institutions create social satisfaction in members of society
and stability and social credibility on the side of institutions. This credibility, from a tech-
nical point of view, can be seen as enforceability. Namely, in a democratically based soci-
ety the institutions that lose their credibility cannot be enforced without the additional
social cost imposed. So, the institutions are the legal, administrative and customary ar-
rangements for regulated human interactions (Pejovich, 1995). Their repetitive character-
istic is of utmost importance. The provision of repetitive and/or predictive human behav-
iour leads to social security and harmonised human groupings. Since these institutions are
the framework for future human actions, their efficiency is to be measured with reference
to the cost that they incur.

Although neo-classical theoretical economic frameworks (partial and general equilib-
ria positions) tend to assume the absence of transaction costs, everyday life proves this
assumption false. Firstly, institutions change over time, and second the protection (and
maintenance) of the system which once was set (as an order of the rules for the social
game) is highly costly. Subsequently, institutional change is even more costly. In this
sense, transaction costs are to be interpreted as the costs of all resources required to trans-
fer the property rights from one economic agent to another.2 Consequently, positive trans-
action costs prevent resources from being used more efficiently. Therefore, the outcome
of institutional change depends highly on the social ability to force economic agents who
can produce at lower cost to do so (Pejovich, 1995, pp. 40-43).

An aim of this paper is to (re)address the issues of financial system design and, subse-
quently, its re-engineering3, taking into account the experiences and theoretical observa-
tions on the issues supported by the new institutionalist theory. Assuming that social in-
stitutions are created to reduce the unpredictability of human behaviour, we will explore
some of the issues of different choices that can be made in financial system design. On
this occasion only formal institutions are tackled, leaving informal institutional forms to
be researched at a later date. We consider market-based and market-based financial sys-
tem from a corporate governance standpoint, and observe their relative place in the
economy within which they operate. This leads us to the (in)definite set of choices avail-
able at the outset of financial reform. But, the sets are not, by any means, limited.

                                                
1 "Institutions are rules of the game in a society, or, more formally, are the humanly devised constraints that
shape human interactions. In consequence they structure incentives in human exchange, whether political,
social or economic" (North, 1990, p.2.)
2 Usually, the transaction costs include the costs of executing exchange and the costs of maintaining the
institutional set up. Some studies have shown that by freeing resources for alternative uses a reduction in
transaction costs increases the extent of exchange and production. (Wallis and North, 1986)
3 About the re-engineering concept in Banking, see: Allen, 1994
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2. MARKET-BASED VS. BANK-BASED FINANCIAL SYSTEM

Financial systems are traditionally a national category, but some common characteris-
tics can, relatively easily, be found. The classical structure of the contemporary financial
system comprises: 1) central monetary authority, 2) banking system (different kind of
banks and other financial deposit taking intermediaries), 3) financial markets and 4) fi-
nancial instruments (see: Sevic, 1999a). All these components have common theoretical
characteristics, although they are, generally, differently defined in a particular financial
system. Depending on which component of the financial system has higher relative im-
portance the financial systems are classified into different groups.4

Theory generally recognises two types of financial systems: 1) bank-based (banking-
based), and 2) market-based (securities-based) financial system. The first is connected
with the German/Japanese experience, while the latter with the Anglo-American practice.
The strategic choice between these two possible alternatives is crucial for the financial
structure design in a transforming economy, although in advanced economies the differ-
ences are sharper in theory than in practice. In a bank-based financial structure greater
emphasis is on financial intermediaries (especially banks), and their role is predominant,
while financial markets play a supplementary role. In this model the relationship between
the supplier of funds and the user of funds, typically a bank, or other financial intermedi-
ary is much more direct and closer. This closer relationship usually strengthens the banks'
sole equity holding in a firm which enhances control and commitment. It is believed that
this kind of consolidation of ownership allows the bank to influence the management of
the firm (Udell and Wachtel, 1995). This model allows a bank to invest funds directly in
other economic subjects in the real or financial sector of the economy. Simply by per-
forming this activity banks, as a specialised financial agent, control closely the perform-
ance of enterprise management. It has been noted that this approach helped fast and suc-
cessful privatisation in Eastern Laenders in the Federal Republic of Germany (Fels and
Schnabel, 1991, pp. 22-24). In this model problems concerning information abilities arise.
Some studies have suggested that the bank has insider information about a client and ob-
taining it is only possible through close relations with the bank. In such a kind of financial
system there is a general lack of publicly presented information.

The bank-based system is characterised by the dominance of a few large universal
banks involved in close relationships with industry. In this system pension funds and
similar types of institutional investors do not exist. From an organisational point of view
this concept is somewhat limited with regard to the set of participants. Limited publicly
accessible/available information is simply a direct consequence of particular accounting
rules and practices, as well as specific relations between firms and banks. The concentra-
tion of ownership is extremely high, therefore acquisitions and take-overs from outside
investors are very rare, and the stock market does not play an important role for corporate
control. The banks' presence is visible everywhere within the firm: on the board of di-
rectors, on the supervisory board... Simply, the bank-based financial system is highly con-
centrated, so the role of financial intermediaries, especially banks, is very important
(Grosfeld, 1994, p. 6). Consequently, because the bank is both lender and investor, risk-

                                                
4 See institutional features and theoretical implications of different financial system concepts in Allen and Gale,
2000
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shifting problems associated with debt financing might be less important (Chirinko and
Elston, 1996).

We have presented above some general characteristics of the bank-based financial
system, and we are now to compare some specifics of the German and Japanese bank-
based financial system. The German financial system, which is treated as a 'blueprint' for
the bank-based financial system, is really based on a bank credit thus the stock market is
poorly developed. The German financial system centres itself around three large universal
banks, which are closely linked to industry. As noted above, the banks own a substantial
amount of individual equity, as well as acting as proxies for small investors. Investment
banking enables enterprises to gain access to other sources of capital through the interme-
diary of banks. When the bank is also a shareholder, it is argued that the bank is more
likely to pursue actions which enhance the overall return on capital. In this model a bank
controls managers on two main grounds: as a creditor, and as a shareholder. The 'big
three' (Deutsche Bank, Dresdner Bank, and Commerzbank) have 65 per cent of seats in
Companies' Supervisory Boards and Boards of Directors (Carson, 1990, p. 603). The high
degree of concentration of corporate control, together with legal safeguards, written into
company statutes, make hostile take-overs extremely rare. Only two have occurred in
post-World War II Germany. So, as a consequence of a system set in such a way, between
banks and enterprises, there exist long-range forms of co-operation, which exceed the
framework of bank participation in enterprise management and has spread to the provi-
sion of business consulting and - auditing control. Banks also finance new business initia-
tives and play an important stabilisation role. Other groups of banks can form consortia to
rescue companies in financial difficulties. While there is a high concentration of banks at
federal level, banking at local levels is extremely decentralised and it is relatively easy for
SMEs to obtain funds from co-operative banks (3,151 in total), and regional banks (199
in number).5 The above holds also at local level, i.e. local and regional banks participate
intensively in the management of SMEs.

The Japanese main banking system (Hoshi, 1995) can be seen as an alternative bank-
based system. Japanese banks are severely constrained in their ownership of corporate
stock, and they own only about 5 per cent of the shares outstanding of any corporation.
Large companies in Japan are members of Keiretsu6, the industrial groups in which all
elements have very strong mutual ties. Keiretsu7 as an industrial group constitutes a loose
association of enterprises headed by a trade company, in whose centre a 'Main bank' op-
erates. These banks are closely involved with industrial enterprises. There is present com-
petition across these groups, whilst within a group member-firms co-operate, more or less
closely. The concentration is so high that nine of the leading trade companies control

                                                
5 For more information on the German banking system, see for instance: Stein, 1993; Francke and Hudson,
1984; Edwards and Fischer, 1993
6 Previously "zaibatsu". After 1882 most of the state property was sold to the private sector at extremely good
prices. The sales were made especially to members of Zaibatsu, prominent Japanese families. Later on, the
elements of Zaibatsu became large conglomerates, or holdings owning other firms. A Zaibatsu family had firms
in many branches of economy, because it was not limited. "To some extent this Zaibatsu control is like a semi-
national government". (Zhang, 1995, p. 130). On Keiretsu, see: Gilson and Roe, 1993
7 Etymologically the explanation is the following. "Kakari" means duty, person in charge; "Kakawari" means
relation, connection, while "Retsu" means row, rank, file, column, line. (Cf. A. N. Nelson, 1994)
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about 1,500 industrial enterprises. The main bank has great power in the management of
group members. Japanese enterprises prefer a much more unified and interdependent
mode of organisation.

The main bank's share in the ownership of the industrial enterprise cannot exceed 10
per cent in line with the provision of anti-monopoly law. There exists a pattern across
ownership among a group of members. The other members, usually, are in possession of
10-30 per cent of the equity of an enterprise, from the same group.8 Generally speaking,
the shareholders' role is one of the main relative positive features of the Japanese financial
system. There is a single 'main' bank which has the incentive to exercise the critical
monitoring function and because it also has an ownership stake, it does so in a way which
reflects both the interests of debt holders and equity holders.

However, the changes in the way the Japanese economy was financed are noteworthy.
Until the mid-1970s about 70 per cent of the capital needed for the financing of Japanese
corporations was drawn from external sources, mainly from banks. In the mid-1980s the
situation changed drastically - internal sources rose up to 70 per cent (Economist, 1986, p.
7). The tendency of strengthening external sources of capital, particularly bonds and eq-
uity shares, was actively pursued in the late 1980s.9 Generally speaking these changes had
no significant influence on the overall Japanese economic achievements at the time.

The Anglo-American market based model is set in a strong finance function, and is the
preference for internalising risk in the absence of close industry-bank connections. The
control is based on financial procedures and a reporting system that tends to treat each
unit as a separate profit centre. Many corporations develop market-like relationships be-
tween their component parts. Given the dispersion of shares, the individual shareholder is
not able to exert any major influence, so it seems that the most important a posterior con-
trol is based on take-over.10 With the debt/equity ratio in this system being relatively low,
banks are unable to exert any major influence on the managerial structure. If the perform-
ance of an enterprise is not satisfactory, the price of shares on the market will decline as a
result, and shareholders will be increasingly inclined to sell them. In this situation, the
interested investor will be in a position to put his/her hands on the controlling block of
shares; so he/she will be in a position to acquire the enterprise and dismiss the current
management.

In this model, traditionally, the asset side of banks' balance sheets shows a combina-
tion of a small amount of cash and deposits at the central bank, some highly liquid assets
such as governmental securities, and a high proportion of non-marketable loans and ad-
vances, mostly of indefinite maturity. Their liabilities are overwhelmingly deposits, a fair
proportion payable on sight. Also, the proportion of equity is quite small. The situation
slightly changed in the 1990s, with the extensive use of different combined active asset-
liability management instruments and techniques.

                                                
8 Regarding main concepts of the Japanese Economic system, see: Ito, 1991; HNK Overseas Broadcasting
Department, 1995; Abegglan and Stalk, Jr., 1995; Ballon and Tomita, 1992
9 In 1990 the debt/equity ratio of the listed corporations was of the order of 1.07, whereas the debt/total assets
ratio amounted to 0.3, which was less than in the 1960s and 1970s when this averaged between the 0.4-0.5
range (Economist, 1990, p. 104)
10 See: Harvard Business Review, 1991; Journal of Economic Perspectives, 1988, pp. 3-82
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The necessary capital for financing a company comes mostly from internal sources,
such as, for example, retained profits and depreciation. External sources of capital include
investors and creditors. The investors are buyers of various financial instruments issued
by the corporation, and they buy diverse financial instruments expecting a profit. Cur-
rently in this model, outside sources of institutional investors predominate and the banks
are only one group of players amongst several. The banking system is highly centralised
and bank lending tends to be short-term and has not entailed the establishment of close
industry-bank relationships. The financial system has imposed constraints on industrial
management of high short-term returns on capital, without offering any support through a
monitoring function. In this model banking was, to a large extent, until the 1980s a com-
fortable, profitable and oligopolistic industry, with relatively little freedom (due to over-
regulation), but enjoying stable long-term profits. This was a consequence of over-regula-
tion and a wide-spread scheme for deposit protection (insurance). Currently, the banking
industry in the Anglo-American model represents an industry of high concentration, while
most of the large banks have been organised along the line of holding companies. The
main business within these banks includes deposit transactions and extending credits to
the firms and households.

It is important to notice the real sector - bank relationship is less dependant on capital
volume than on the manner in which it is obtained. Banks are the most conservative in-
vestors after depositors. They focus on short-term crediting and have little interest in risk-
sharing, or following in corporate control. So, banks are strictly interested in - interest rates.
In this framework it is obvious that minimising the risk of bankruptcy cannot maximise the
returns of shareholders. Finally, it is obvious why this system is market-based. The stock-
market is the critical factor for overseeing company results and, through this, management
results. Financial markets, especially the stock-market, provide the concept of external
corporate control. In this model the system relies 'on wide dissemination of pubic
information and the importance of firm reputation - as opposed to relying on control
mechanisms associated with the debt instrument itself' (Udell and Wachtel, 1995, p. 41).

However, the recent (1980s) changes in the regulatory policy treatment of the finan-
cial sector brought these two theoretically different systems closer. Under the auspices of
deregulation new financial institutions (non-bank financial intermediaries) entered the
banking sector (bank-market), increasing competition, reducing the price of banking (in-
terest rate), but as a by-product increasing systemic (systematic) risk. Along with the de-
regulation went a great number of bank failures (Sheng, 1996, pp. 71-86). The direct link
has not been established, but considering the market strategies of banks, the conclusion
can be drawn that the management has been exposed to great pressure to be competitive
which often led to adventures business strategy and policy. Undoubtedly, deregulation
was, by a number of financial agents, comprehended as the end of regulation. But, they
forgot that in the well-established market formal rules are often not necessary, since the
market introduced effective operating practices and code of conduct. However, the legal
rules can stop or slacken the development of new products and self-advancement of the
system itself (Sevic, 1999b).

On the other hand, banks started to be involved in capital market operations. Explicit
or implicit limits on the banks' participation in the capital (long-term) market has been
gradually falling, and as a consequence the volume of trade increased, and banks started
to be more seriously involved in financial engineering. The special boom has been noticed
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within the trade in derivatives, especially exotic ones.11 They started to combine two or
more classic financial instruments creating new ones, or even 'banking' derivatives,
amongst themselves. All these started to change the balance sheet positions of banks. Pre-
viously, classical banks were interesting for the regulators because of their asset side of a
balance sheet, i.e. they were a major producer of lending services and they pursued this
function even in incomplete or failed market situations (Bernanke, 1983). Today, the bor-
rower has a much wider choice: she/he can address him/herself to a financial intermediary
(which as a rule is not necessary a bank) or can raise money in the financial markets. Of-
ten, even if the debt is towards the bank, debt can be transformed into securities and re-
sold in the financial market. This practice is quite common in the US.

This process of 'securitisation'12 required further a redefinition of classic financial in-
struments that were not tradable. Now, non-tradable financial instruments (usually differ-
ent kinds of loans) can enter the market, allowing the bank to change its liquidity policy.
Classic banks pursued only so-called asset-side management, while at present they prac-
tice both asset and liability management. However, innovation seriously affects the pow-
ers of supervisory authorities, because accountancy procedures are not as transparent.13

The emergence of securitisation initiated also the wider off-balance sheet activities of
banks, which are now even harder to monitor. On the other side, the financial markets had
a boom in the volume of trade and - volatility. The complex financial risk started to be
more influenced by a large share of systemic risk. Also, earlier the systemic risk in the
banking and financial (especially long-term) markets were formally separated due to legal
restrictions. But, with the liberalisation of entry in the banking sector, and involvement of
banks in security creation, it is quite difficult to distinguish systemic risks in different
markets. It seems that the financial system will have a 'consolidated systemic risk', that
will be more and more nationally (cross-industry) defined. At the moment it appears, the
question is whether there is a difference between a bank-based and market-based financial
system, and if there is - where is it?

In our opinion, particular cultural settings, a broader social framework, etc. will al-
ways affect the institutional design. Efficiently, unification of rules for the trade in finan-
cial services will cause convergence towards a unique international solution. However, it
should be kept in mind that 'ethos' as a social category can lead to (economically) irra-
tional choices. At present all the countries in the World strengthen the financial (long-
term) market, but special differences stay, as previously. Nevertheless, banking (and in-
vestment management) as an industry changes the shape... It might be that, perhaps, we
have adopted the wrong perspective... Namely, the change in the industry structure is an
institutional endogenous change, but such a change always finally needs a formal cover
expressed in law. The final decision is always in the hands of the supreme regulator.

In this paper we have observed the typology of the financial system, with attention de-
voted to the concept of corporate control.14 The corporate control question appeared natu-
rally to be the main benchmark for various financial systems because the financial system

                                                
11 On derivative activity of financial intermediaries (from a central banker's point of view), see: Federal Reserve
Bank of Atlanta, 1993
12 On this issue, see for instance: P. W. Freeney, 1995
13 See, for instance: Study Group Report, 1994
14 For extensive research on this issue, see: Prowse, 1995
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has its own flows, but here it serves the real sector. Depending upon how this relationship
is defined, the financial structure, as well as the regulatory framework, is built in addition
to business policy and the practice of financial institutions. At a glance the only difference
is in which institutions are prevalent within the system: banks or markets, but this is not
the only difference. Depending on this difference institutions policies, their market be-
haviour, as well as their liaisons with public institutions in this sector (Central bank, Stock
Exchange Commission, Banking Supervisory Authorities, etc.) will be determined. This
is, finally, the core difference, that gives to every particular financial system specific, na-
tionally 'coloured' characteristics.15

3. CONCLUSION

Financial system statics is usually considered as an issue that had been addressed
(successfully) many years ago. The wave of deregulation in the 1980s re-actualised the
problem of the financial system (structure) design. The large number of bank failures
around the world in those years implied that something was wrong with the framework
which all believed had been efficient. A wide cross-country action for the advancement of
financial systems and the search for solutions to the number of detected inefficiencies
within the system began in the 1980s and continued during the 1990s. These problems
have initiated the re-examination of the very foundations of the financial system and its
structure.

In this paper, we have presented the main features of the bank-based and market-based
financial system in an impartial manner. Every particular financial system is a result of
certain historical developments and serves the understanding of a national economy, not
an imaginary country from textbooks. Efficient institutions represent the best social re-
sponse to instability and insecurity. With the establishment of social institutions human
behaviour is much more predictable, and society has balanced development. A social cost
has to be paid, but it is sustainable if the institutions perform their functions properly.

The state is the supreme social institution. If the state lays on the firm democratic
foundations, it would represent the will of the vast majority of citizens and, generally not
pursue actions that are not supported by the people. In doing so, the state develops a
structure for other domains of social life. The financial system, as a sub-system of the
economic system, is one of them. In supporting the creation of the system the state pro-
vides the (formal) regulation and enforces both legal (formal) regulations and informal
rules (autonomous law, or conditionally self-regulation) emerged from positive practice,
if the latter is socially sustainable and efficient, supporting main points of the formal
rules.

Within this framework, it is clear that the financial system reflects all the main features
of the economic settings from which it emerges. We (economists) believe that markets are
efficient by themselves, either competitive or contestable. If they are not, there is always a
regulatory hand of the government to deal with 'market failures', i.e. to handle natural
monopolies, provide public goods, prevent external diseconomies, and remedy existing
information asymmetries (Sevic, 1996c). We do not consider banking (or unified financial

                                                
15 For an exhaustive presentation of the financial system see our paper: Sevic, 1995a
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sector) as a natural monopoly16, but banking is a highly regulated industry. The govern-
ment takes the responsibility for the system's proper functioning.

However, the financial system always follows very closely the economy that it serves.
The market-based financial system is associated with the consumer-driven economy of the
American (Anglo-American) type. This type of economy bases decisions on the needs of
consumers, there is no real long-term planning, often things are performed on a stop and
start basis. The least participation of government in economic life, the better. As a result,
there are often crises and recessions. The bank-based financial system is, in contrast, as-
sociated with the German type social economy or the Japanese administratively guided
economy (see: Sevic, 1999a). These countries practice industrial policy measures, support
long-term planning, and there is a quite developed social safety net. This is, of course,
reflected in the financial system, which is more stable, less subject to crises, and with
relatively balanced development.

Meanwhile, the financial crisis of the late 1980s was not avoided even in these well-
performing economies. The globalisation of the world financial services initiated in-
volvement of German and Japanese banks more and more in the security business. At the
moment, the capital market is not predominant in Japan or Germany, but it is fast-growing
in terms of both: volume of traded instruments, and total turnover. It could be expected
that it will play a more important role in the near future. However, it is quite unlikely that
these two 'big' economies will move towards an entirely market-based financial system.
This type of system is more suitable for fundamental liberalist governments, rather than
governments that support the firm implementation of industrial policy. If they opt to trans-
form their financial system, this can create large liquidity and structural problems. Also,
in these countries monetary policy instruments are more off-market based, so it requires
big changes in the monetary policy implementation process. There are many concessions
that the government must make in favour of 'raw' market forces (see: Sevic and Sevic,
1998). It contradicts the historical and social traditions of these countries. Therefore, the
financial systems can organisationally converge towards the unique solution, but there
always will be a choice, in the final instance: market-based or bank-based financial sys-
tem.

The question of system redesign has always been acute when some changes are fore-
seen. Namely, if the European Union is moving towards a federal internal organisation,
with the unique monetary system and central bank, it will be necessary to define the
unique financial system, which is one of the main prerogatives of federal relations in the
economic sphere. The 'Eurocrats' will face the problem that the present structure is quite
costly to preserve, so the new institutional arrangement is to be found. At that point the
marginal cost of regulatory change and redesign will match the marginal benefit, i.e. the
point when the institutional design can fully justify itself.

                                                
16 See: Dowd, 1993



Ž. ŠEVIĆ44

REFERENCES

1. Abegglan, J. C. and G. Stalk, Jr. (1995), Kaisha: The Japanese Corporation, Tokyo: Charles E. Tuttle
Company

2. Allen, F. and D. Gale (2000), Comparing Financial Systems, Cambridge, The MIT Press
3. Allen, P. H. (1994), Reengineering The Bank: A Blueprint for Survival and Success, Chicago: Probus

Publishing Company
4. Arrow, K. J. (1974), The Limits of Organization, New York: W. W. Norton
5. Baliga, S. and B. Polak (1995), Banks versus Bonds: A Simple Theory of Comparative Financial

Institutions, Cowles Foundation Working Paper No. 1100, New Haven: Yale University
6. Ballon, R. and I. Tomita (1992), The Financial Behaviour of Japanese Corporations, Tokyo
7. Baranzini, M. and R. Scarzzieri (1990), Introduction, in: M. Baranzini and R. Scarzzieri, eds. The

Economic Theory of Structure and Change, Cambridge: Cambridge University Press
8. Bell, D. (1973), The Coming of Post-Industrial Society, New York: Basic Books
9. Bernanke, B. (1983), Non-Monetary Effects of the Financial Crisis in the Propagation of the Great

Depression, American Economic Review, 73, pp. 257-276
10. Boot, A. and A. Thakor (1997a), Financial System Architecture, Review of Financial Studies, 10, pp.

693-733
11. Boot, A. and A. Thakor (1997b), Banking Scope and Financial Innovation, Review of Financial Studies,

10, pp. 1099-1131
12. Boulding, K. E. (1981), Evolutionary Economics, London: SAGE Publications
13. Buchanan, J. M., R. D. Tollison and G. Tullock, eds. (1980), Toward a Theory of the Rent-Seeking

Society, College Station: Texas A&M Press
14. Cameron, R. E., et al. (1967), Banking in the Early Stages of Industrialisation: A Study in Comparative

Economic History, New York: Oxford University Press
15. Cameron, R. E., ed. (1972), Banking and Economic Development: Some Lessons of History, New York:

Oxford University Press
16. Cantillon, R. (1931), Essai sur la nature du commerce en général [edited by and with an English

translation and other material by H. Higgs], London: Macmillan
17. Carson, R. (1990), Comparative Economic Systems, New York: M. E. Sharpe
18. Cheung, S. N. (1974), A Theory of Price Control, Journal of Law and Economics, 17, pp. 53-71
19. Cheung, S. N. (1983), The Contractual Nature of the Firm, Journal of Law and Economics, 26(2), pp. 1-21
20. Chick, V. and J. Toporowski (1995), Evolution and Sudden Transition in Banking: The Polish Case

Considered, Research Papers in International Business No. 29, London: South Bank University
21. Chirinko, R. S. and J. A. Elston (1996), Banking Relationship in Germany: Empirical Results and

Policy Implications, RWP No. 96-05, Kansas City: Federal Reserve Bank of Kansas City
22. Coase, R. H. (1960), The Problem of Social Cost, Journal of Law and Economics, 3 , pp.
23. Coase, R. H. (1990), The Firm, the Market and the Law, Chicago: University of Chicago Press
24. Coase, R. H. (1993), 1991 Nobel Lecture: The Institutional Structure of Production, in O. E. Williamson

and S. G. Winter, eds. The Nature of the Firm: Origins, Evolution, and Development, New York:
Oxford University Press

25. Cobham, D. (1994), Financial Systems for Developing Countries, With Particular Reference to Egypt,
Iraq, Jordan, Lebanon and Syria, Discussion Paper No. 9419, Department of Economics, St. Andrews:
University of St. Andrews

26. Cohen, S. and W. Roberds (1993), Towards the Systematic Measurement of Systemic Risk, FRB of
Atlanta Working Paper No. 93-14, Atlanta: Federal Reserve Bank of Atlanta

27. Commons, J. R. (1951), The Economics of Collective Action, New York: Macmillan
28. Commons, J. R. (1961), Institutional Economics: Its Place in Political Economy, Volume 1, Madison:

University of Wisconsin Press
29. Davey, J. D. (1995), The New Social Contract: America's Journey from Welfare State to Police State,

Westport: Praeger
30. Davis, L. E. and D. C. North (1971), Institutional Change and American Economic Growth, Cambridge:

Cambridge University Press
31. Deane, P. (1989), The State and the Economic System, An Introduction to the History of Political

Economy, Oxford: Oxford University Press
32. Demsetz, H. (1988), Ownership, Control and the Firm: The Organization of Economic Activity, Volume

1, Oxford: Basil Blackwell



Redesigning the Financial System: a Puzzle of the Institutional Choice and Capacity Building? 45

33. Dixit, A. K. And B. J. Nalebuff (1991), Thinking Strategically: The Competitive Edge in Business,
Politics, and Everyday Life, London: W. W. Norton

34. Dewatripont, M. and J. Tirole (1994), The Prudential Regulation of Banks, The Walras-Pareto Lecture,
Cambridge: The MIT Press

35. Dowd, K. (1993), Is Banking a Natural Monopoly?, Kyklos, 45(3), pp. 379-392
36. Economist (1986) June 7-13
37. Economist (1990) April 27 - May 3
38. Edwards, K. and K. Fischer (1994), Banks, Finance and Investment in Germany, Cambridge: Cambridge

University Press
39. Eggertson, T. (1990), Economic Behavior and Institutions, Cambridge: Cambridge University Press
40. Francis, A., J. Turk and P. Willman, eds. (1983), Power, Efficiency and Institutions: A Critical

Appraisal of the "Market and Hierarchies" Paradigm, London: Heinemann
41. Francke, H.-H. and M. Hudson (1984), Banking and Finance in West Germany, London: Croom Helm
42. Frankel, A. and J. Montgomery (1991), Financial Structure: An International Perspective, The Brookings

Papers on Economic Activity, pp. 257-310
43. Freeney, P. W. (1995), Securitization: Redefining the Bank, New York: St. Martin's Press
44. Freixas, X. and J. Rochet (1997), Microeconomics of Banking, Cambridge: The MIT Press
45. Geisst, C. R. (1988), A Guide to Financial Institutions, Basingstoke: Macmillan
46. Gilson, F. J. and M. J. Roe (1993), Understanding Japanese Keiretsu - Overlaps Between Corporate

Governance and Industrial Organisation, Yale Law Journal, 102(4), pp. 871-906
47. Goldsmith, R. W. (1969), Financial Structure and Development, New Haven: Yale University Press
48. Goldsmith, R. W. (1987), Premodern Financial Systems: A Comparative Study, Cambridge: Cambridge

University Press
49. Grant, A. T. K. (1977), Economic Uncertainty and Financial Structure: A Study of the Obstacles to

Stability, Basingstoke: Macmillan
50. Grosfeld, I. (1994), Financial System in Transition: Is There A Case for A Bank Based System?, CEPR

Discussion Paper No. 1062, London: Centre for Economic Policy Research
51. Hannan, M. T. and J. Freeman (1977), The Population Ecology of Organizations, American Journal of

Sociology, 82, pp. 929-964
52. Harvard Business Review (1991), Hothouse Management: Acquisitions, Take-overs, and LBOs,

Cambridge: Harvard Business School Press (Harvard Business Review)
53. HNK Overseas Broadcasting Department (1995), A Bilingual Guide to Japanese Economy, Tokyo: HNK
54. Hodgson, G. (1988), Economics and Institutions: A Manifesto for a Modern Institutional Economics,

Cambridge: Polity Press
55. Hodgson, G. (1993), Transaction Costs and the Evolution of the firm in C. Pitelis, ed. Transaction

Costs, Markets and Hierarchies, Oxford: Basil Blackwell
56. Horicuhi, A. (1995), Financial Sector Reforms in Postwar Japan: An Overview, Working Paper, Tokyo:

University of Tokyo
57. Institute of Fiscal and Monetary Policy (1996), Socio-Economic Systems of Japan, the United States, the

United Kingdom, Germany and France, Tokyo: The Ministry of Finance
58. Ito, T. (1991), The Japanese Economy, Cambridge: The MIT Press
59. Jafarey, V. A., ed. (1992), Structural Adjustment and Macroeconomic Policy Issues, Washington, D.C.:

The International Monetary Fund
60. Kadar, B. (1984), Structural Changes in the World Economy, Budapest: Academici Kiado
61. Key, S. J. and H. S. Scott (1991), International Trade in Banking Services: A Conceptual Framework,

Washington, D.C.: The Group of Thirty
62. Lange O. (1936), On the Economic Theory of Socialism - Part I, Review of Economic Studies, 3,

October, pp. 53-71;
63. Lange O. (1937), On the Economic Theory of Socialism - Part II, Review of Economic Studies, 4,

February, pp. 123-142
64. Lewis, M. K. (1999), Globalization of Financial Services, Northampton: Edward Elgar
65. Law, J. (1994), John Law's 'Essay on a Land Bank' [edited by A. E. Murphy], Dublin: Aeon Publishing
66. Libecap, G. D. (1986), Property Rights in Economic History: Implications for Research, Explorations in

Economic History, 23, pp. 227-252
67. Light, J. O. and W. L. White (1979), The Financial System, Homewood: Richard D. Irwin, Inc.
68. Marer P. (1991a), Models of Successful Market Economies, in P. Marer and S. Zecchini, ed. The

Transition to a Market Economy, Vol. I, Paris: OECD, pp. 108-114



Ž. ŠEVIĆ46

69. Marer P. (1991b), Pitfalls Transferring Market-Economy Experiences to the European Economies in
Transition, in P. Marer and S. Zecchini, eds. (1991), op. cit. pp. 38-56

70. Marer P. and S. Zecchini, eds. (1991), Transition to a Market Economy, Vol. I-II, Paris: OECD
71. Mayer, C. (1990), Financial Systems, Corporate Finance, and Economic Development, in R. G.

Hubbard, ed. Asymmetric Information, Corporate Finance and Investment, Chicago: The University of
Chicago Press, pp. 307-332

72. Mullineux, A. W. (1995), Progress with Financial Sector Reform in Six Transitional Economies,
IFGWP-95-04, International Finance Group, Birmingham: University of Birmingham

73. National Bank of Romania and Bank for International Settlements (1993), Seminar on the Establishment of
Securities Markets in Countries in Transition, Bucharest and Basle: National Bank of Romania and BIS

74. Neave, E. H. (1991), The Economic Organisation of a Financial System, London: Routledge
75. Neave, E. H. (1998), Financial Systems: Principles and Organisation, London: Routledge
76. Nelson, A. N. (1994), Nelson: The Modern Reader's Japanese English Character Dictionary, Second

Revised Edition, Rutland-Tokyo: Charles E. Tuttle Company
77. Nelson, R. R. and S. G. Winter (1982), An Evolutionary Theory of Economic Change, Cambridge:

Cambridge University Press
78. North, D. C. (1983), Comment on Stigler and Friedland: The Literature of Economics: The Case of Berle

and Means, Journal of Law and Economics, 26(2), pp. 169-271
79. North, D. C. (1990), Institutions, Institutional Change and Economic Performance, Cambridge:

Cambridge University Press
80. North, D. C. (1991), Institutions, Journal of Economic Perspectives, 5(1), pp. 97-112
81. OECD (1993), Transformation of the Banking System: Portfolio Restructuring, Privatisation and

Payment System Reform, Paris: OECD
82. Okada, M. ed. (1995), The Structure of Japanese Economy: Changes on the Domestic and International

Front, Basingstoke: Macmillan
83. Ostry, S. (1990), Government and Corporations in a Shrinking World: Trade and Innovation Policies in

United States, Europe and Japan, New York: Council on Foreign Relations
84. Pejovich, S. (1995), Economic Analysis of Institutions and Systems, Dordrecht: Kluwer Academic

Publishers
85. Pratt, J. W. and R. J. Zeckhauser (1985), Principals and agents: An Overview, in J. W. Pratt and R. J.

Zeckhauser, eds. Principal and Agents: The Structure of Business, Boston: Harvard Business School Press
86. Prowse, S. (1995), Corporate Governance in an International Perspective: A Survey of Corporate Control

Mechanisms Among Large Firms in the United States, the United Kingdom, Japan, and Germany,
Financial Markets, Institutions and Instruments, 4(1), pp. 1-72

87. Putterman, L. (1986), The Economic Nature of the Firm: A Reader, Cambridge: Cambridge University
Press

88. Pyle, D. J. (1988), The Economics of Crime in Britain, Economic Affairs, 9(2), pp. 6-9
89. Rowlinson, M. (1997), Organisations and Institutions: Perspectives in Economics of Sociology,

Basingstoke: Macmillan
90. Sachs, J. D. (1995a), Reforms in Eastern Europe and the Former Soviet Union in Light of the East

Asian Experience, mimeo, Cambridge: HIID
91. Sachs, J. D. (1995b), Understanding Shock Therapy, mimeo, Cambridge: HIID
92. Saunders, A. and I. Walter (1994), Universal Banking in the United States: What Could We Gain? What

Could We Lose?, New York: Oxford University Press
93. Sevic, Z. (1995a), Concept of the Financial System: An Institutional Financial Economics Approach,

mimeo, Dundee: Department of Economics & Management, University of Dundee
94. Sevic, Z. (1995b), Notices on the Contemporary Central Bank Management, mimeo, Dundee:

Department of Economics & Management, University of Dundee, Dundee
95. Sevic, Z. (1996a), Financial Reform in a Transitional Economy: Some Conceptual Issues, Tokyo-

Belgrade: SYLFF-YASF
96. Sevic, Z. (1996b), Ekonomska analiza prava svojine u tranziciji [Economic Analysis of Property Rights

in Transition], Pravni zivot, 46(10), pp. 19-32
97. Sevic, Z. (1996c), The Political Economy, Economics and Art of Negotiation and Reconciliation: The

Production of Law and Legal Order in a Polycentric Federation of a Yugoslav Type, paper for the 9th
Maastricht Workshop in Law & Economics, University of Limburg, Maastricht, April 2-4, 1996

98. Sevic, Z. (1996d), Centralna Banka: Polozaj - Organizacija - Funkcije... [Central Bank: Position -
Organisation - Functions...], Belgrade: Cigoja-stampa



Redesigning the Financial System: a Puzzle of the Institutional Choice and Capacity Building? 47

99. Sevic, Z. (1996e), New Institutional Framework for Yugoslav Banking, mimeo, Department of
Economics & Management, Dundee: University of Dundee

100. Sevic, Z. (1997a), Slovenia: Economic and Institutional Perspectives for Impending EU Membership,
paper presented at the EU/UACES workshop 'East-Central Europe: Prospects for Accession to the
European Union', University of Leicester, Leicester, February 21-22, 1997

101. Sevic, Z. (1997b), Yugoslav Path to Privatisation: Why It so Differs and What is to be Done with the
Financial System?, in: E. Zavadskas, B. Sloan and A. Kaklauskas, eds. Property Valuation and
Investment in Central and Eastern Europe During the Transition to Free Market Economy, Vilnius:
Technika, pp. 114-123

102. Sevic, Z. (1999a), Restructuring Banks in Central and Eastern European Countries as a Part of
Macroeconomic Changes towards Market-oriented Economy, Belgrade: BCPPRS and Cigoja stampa

103. Sevic, Z. (1999b), Financial Innovations, in P. O'Hara, ed. Encyclopaedia of Political Economy,
Routledge, London, 1999, pp. 392-394;

104. Sevic, Z. (2002), Community Development Banking: A Comparative Analysis, ongoing research project
105. Sevic, Z. and A. Sevic (1998), Monetary Policy in a Transitional Economy: Some Open Questions and

the Experience, Economic Systems, 22(3), pp. 299-304
106. Sheng, A. (1996), The United States: Resolving Systemic Crisis, in: A. Sheng, ed. Bank Restructuring:

Lessons form the 1980s, Washington, D.C.: The World Bank
107. Singh, A. and J. Hamid (1992), Corporate Financial Structures in Developing Countries, Technical

Paper No. 1, Washington, D.C.: The International Finance Corporation
108. Smith, P. F. (1978), Money and Financial Intermediation: The Theory and Structure of Financial

Systems, Englewood Cliffs: Prentice Hall
109. Spong, K. (1990), Banking Regulation: Its Purposes, Implementation and Effects, Third Edition, Division of

Bank Supervision and Structure, Kansas City: Federal Reserve Bank of Kansas City
110. Stankovic, V. (1991), Pravo privrednog sistema [Law of the Economics System], Anali Pravnog

fakulteta u Beogradu, 40(1-3), pp. 277-288
111. Stankovic, V. (1996), Pravo privrednog sistema [Law of the Economic System], 2nd edition, Belgrade:

Pravni fakultet Univerziteta u Beogradu
112. Stein, J. (1993), The Banking System in Germany, Cologne: Bank-Verlag
113. Steuart, J., Sir (1783), A Dissertation on the Policy of Grain, with a View to a Plan for Preventing

Scarcity, or Exorbitant Prices in the Common Markets of England, London: Strahan and Cadell
114. Steuart, J., Sir (1966), An Inquiry into the Principles of Political Economy [edited and with an

introduction by A. S. Skinner], Edinburgh: Oliver & Boyd for the Scottish Economic Society
115. Steuart, J., Sir (1994), Collected Works of James Steuart, 7 vol., London: Routledge
116. Strange, S. (1986), Casino Capitalism, New York: Oxford University Press
117. Study Group Report (1994), Defining the Roles of Accountants, Bankers and Regulators in the United

States, Washington, D.C.: The Group of Thirty
118. Tomasic, R. (1991), Casino Capitalism: Insider Trading in Australia, Canberra: Australian Institute of

Criminology
119. Udell, G. F. and P. Wachtel (1995), Financial System Design for Formerly Planned Economies: Defining

the Issues, Financial Markets, Institutions and Instruments, 4(2), pp. 1-60
120. Wallis, J. and D. North (1986), Measuring the Transaction Sector in the United States Economy, in: S.

Engerman and R. Gallman, eds. Long-Term Factors in American Economic Growth, Chicago: The
University of Chicago Press

121. Williamson, O. E. (1983), Organisation Form, Residual Claimants, and Corporate Control, Journal of
Law and Economics, 26(2), pp. 351-366

122. Williamson, O. E. (1985), The Economic Institutions of Capitalism: Firms, Markets, Relational Contracting,
London: Macmillan

123. Williamson, O. E. (1993), The Logic of Economic Organisation, in O. E. Williamson and S. G. Winter,
eds. The Nature of the Firm: Origins, Evolution, and Development, New York: Oxford University Press

124. Winter, S. G. (1990), Survival, Selection, and Inheritance in Evolutionary Theories of Organization, in
V. J. Singh, ed. Organizational Evolution: New Directions, London: SAGE Publications

125. Zhang, P. G. (1995), Barrings Bankruptcy and Financial Derivatives, Singapore: World Scientific



Ž. ŠEVIĆ48

REDIZAJNIRANJE FINANSIJSKOG SISTEMA - NEDOUMICA
IZBORA INSITUCIJA I IZGRADNJE NJIHOVOG POTENCIJALA

Željko Šević

U radu se analizira opšte prihvaćena klasifikacija finansijskog sistema. Finansijski sistemi se
klasifikuju u ovom radu kao orjentisani na tržište i i orjentisani ka bankama. Takođe se ukazuje na
mnoge podgrupe i razlike među njima. Mada ove razlike spoljnim posmatračima mogu izgledati
kao nebitne, u krajnjoj liniji nacionalne razlike mogu znatno uticati na ukupnu stukturu
finansijskog sistema i stvoriti hibridno rešenje. Mada i Japanski i Nemački finansijski sistemi mogu
biti klasifikovani kao finansijski sistemi zasnovani na bankama, razlike među njima ostaju
značajne a uloga banaka u izvesnom smislu različite. U radu se ne analiziraju problemi efikasnosti
finansijskog sistema, već se pažnja usmerava na glavne koncepte organizacije i njegove osnovne
karakteristike.


