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This paper examines whether the governance of regulatory agencies – regulatory governance – is positively 
related to financial sector soundness. We model regulatory governance and financial stability as latent 
variables, using a structural equation modeling approach. We include a broad range of variables potentially 
relevant to financial stability, employing aggregate regulatory, banking and financial, macroeconomic and 
institutional environment data for a sample of 55 countries over a period from 2001 to 2005. Given the 
growing importance of macro-prudential analysis, we use the IMF’s financial soundness indicators, a 
relatively new body of economic statistics which focuses on the banking sector as a whole. Our empirical 
evidence indicates that regulatory governance has a beneficial influence on financial stability. Thus, our 
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services? A thesis is that the reason may be complex, but might be found in an innovative Scandinavian 
regulatory approach rooted in the Nordic model.  
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