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SUMMARY

This paper studies the processes of negotiating and implementing the Basel Accord on bank capital
adequacy, with a particular focus on the G-5 states (US, UK, France, Japan, and Germany) that played major roles
in its establishment. The central question of this paper is: why did these sates designed the Basel Accord as a "lax
institution" which would bring about a regulatory "divergence," rather than "convergence," among these countries?
The existing IPE literature has explained the creation of international institutions mainly as inter-governmental
cooperation purporting to reduce "negative externalities" among nations. The previous literature on the Basel
Accord has also analyzed it from the "negative externalities" perspective and has understood its establishment
mainly as an attempt to harmonize domestic regulations, thereby securing stability of the financial markets and/
or leveling the playing field for the banks. However, the significant discretion given to each country's regulators in
implementing the Accord and the subsequent divergence in G-5 countries' implementation outcomes are at odds
with these explanations. This paper pays attention to the domestic incentives the regulators had in transforming the
financial structure in each country and, specifically, introduces a "financial structure hypothesis" which takes into
account the difference in domestic financial structures and the incentives of the regulators to retain and strengthen
their power. By conducting case studies, this paper tests this hypothesis in two steps. First, by collecting economic
data and drawing upon existing studies on the typology of financial systems in the advanced economies, the
independent variables (the financial structure in each country) are carefully identified, and their correlation with the
dependent variables (the regulators' behavior in negotiating and implementing the Accord) is confirmed. Second, in
order to verify the causal mechanisms of the hypothesis, this paper conducts process tracing on the three countries
which exhibit "extreme" values in their independent variables: the US, France, and Japan. Specifically, this part of
the paper confirms (i) the incentive of each country's regulators to maintain or strengthen their regulatory power,
and (ii) whether the regulators responded to the preference of banks and firms in each country, which reflected
its financial structure. This paper concludes that the Basel Accord was not only purported to reduce "negative
externalities" internationally, but it was also useful for the regulators to domestically promote the transformation
of financial regulatory systems: smoothing the transition of financial structures and retaining new regulatory tools

which would fit the new environment, albeit in varying degrees according to their specific financial structures.
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