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Abstract

A weak macroeconomic environment is one important factor behind many banking crises. In
this paper we test if banking crises induces long term institutional change aimed at improving
the macroeconomic performance and thus indirectly reduce the risk of future banking crises.
Our data set consists of 22 developed and 34 developing countries covering the period 1985
to 2009. We include four different indices of institutional quality in our analysis. Our results
show that banking crises associated with growth below long term GDP growth cause long
term institutional reforms. This result holds for both developed and developing countries.
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