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This paper investigates the determinants of financial deepening across regions in Indonesia after the institutional reforms which brought the country to become more decentralized.

Using provincial-level data for 33 provinces from 2004 to 2010, we find that poor local governance significantly impedes financial deepening. Our results also conclude that in the socioeconomically less developed regions, the level of financial deepening is lower than that of more developed regions. Various policy implications are provided. Even though decentralization has been implemented, regional disparity in the form of financial deepening still exists. Improving local governance should be imposed to facilitate favorable business environment. Moreover, regulators have to reconsider regulations that have constrained bank lending.

Introduction

Severe regional development disparity under the New Order regime in Indonesia (Akita and Alisjahbana, 2002;[START_REF] Aritenang | A Study on Indonesia Regions Disparity: Post Decentralization[END_REF] was believed to be due to strong centralization during such a regime 3 . Following the harmful 1997/1998 economic crisis and the fall of the regime, decentralization and local democratization have been implemented as a part of the institutional reforms [START_REF] Henderson | Corruption and local democratization in Indonesia: The role of Islamic parties[END_REF]. Decentralization is expected to reduce inequality in economic development as the local governments at the provincial and district/municipal levels now have more latitude in establishing cooperation with organizations in foreign countries which could increase the openness of the regions [START_REF] Aritenang | A Study on Indonesia Regions Disparity: Post Decentralization[END_REF]. To bolster economic growth, one important aspect that should be considered is developing the financial sector to facilitate growth (e.g. [START_REF] King | Finance and growth: Schumpeter might be right[END_REF]Levine, 1997;[START_REF] Demirguc-Kunt | Law, finance, and firm growth[END_REF][START_REF] Rajan | The Great Reversals: The Politics of Financial Development in the Twentieth Century[END_REF][START_REF] Roe | Political instability: Effects on financial development, roots in the severity of economic inequality[END_REF]. However, even though decentralization has already been extensively implemented, the degree of financial deepening in Indonesia still highly varies across regions.

Indonesian commercial banks have performed well in terms of profitability and soundness; however, they fail to broaden access to finance, particularly for the poor as well as micro, small and medium enterprises, which therefore in general Indonesia are still categorized as "underbanked" [START_REF] Rosengard | If the Banks are Doing So Well, Why Can't I Get a Loan? Regulatory Constraints to Financial Inclusion in Indonesia[END_REF].

The present paper investigates the determinants of cross-region differences in financial deepening in Indonesia. More specifically we question whether local governance and socioeconomic conditions contribute to determine the level of financial deepening which is measured by three proxies: the ratio of loans to province's GDP, the ratio of loans granted to micro, small, and medium enterprises (MSMEs) 4 over province's GDP and the ratio of commercial bank offices per million province's population 5 . We extend the literature on the determinants of financial deepening by studying differences within a country instead of differences across countries which enables us to reduce noise and the number of controlling factors in our investigation. Controlling for regional characteristics, we find that poor local 3 The New Order (Indonesian: Orde Baru) regime under President Soeharto led Indonesia for 32 years . President Soeharto stepped down in May 1998 when the chronic 1997/1998 economic crisis dragged the country into a social riot. 4 Micro, small and medium enterprises are dominant business units in Indonesia. These firms represent a significant contribution both in urban and in rural areas. Therefore, bank lending to micro, small and medium enterprises is an important issue in Indonesia (Trinugroho et al., 2012). 5 We focus on the banking development as the measure of financial deepening because the capital market and other financial intermediation institutions were still relatively underdeveloped and highly concentrated in some large cities.

governance is significantly and negatively associated with financial deepening. Our results also reveal that in the socioeconomically less developed regions, the level of financial deepening is significantly lower than that of more developed regions.

The rest of this paper is structured as follows. Section 2 reviews previous work on related issues. We discuss the institutional background in Indonesia in section 3. In Section 4, we describe the methodology. Section 5 reports the results and robustness checks. Section 6 concludes our findings and provides policy implications.

Literature Review

Financial deepening is generally defined as the growth in the scale of financial transactions related to the real economy [START_REF] Hamori | The effect of financial deepening on inequality: Some international evidence[END_REF]. A growing body of literature has outlined factors determining cross-country differences in financial development particularly stressing on institutional factors. According to the seminal papers of La [START_REF] Porta | Legal determinants of external finance[END_REF]Porta et al. ( , 1998) ) on law and finance, that have empirically examined (e.g. La [START_REF] Porta | Legal determinants of external finance[END_REF][START_REF] Levine | The legal environment, banks, and long-run economic growth[END_REF][START_REF] Levine | The legal environment, banks, and long-run economic growth[END_REF][START_REF] Beck | Law and finance: why does legal origin matter[END_REF]Gallindo and Micco, 2004;Gallindo and Micco, 2005;[START_REF] Laeven | Does judicial efficiency lower the cost of credit[END_REF][START_REF] Djankov | Private Credit in 129 Countries[END_REF][START_REF] Dehesa | Relative Price Stability, Creditor Rights, and Financial Deepening[END_REF][START_REF] Dietrich | Why are net-interest margins across countries so different?[END_REF], several country-level variables -related to legal institutions such as legal origin, credit rights, rule of law and quality of law enforcement -matter to explain some aspects of finance, for instance credit to private sector, capital market development, investor protection and cost of financial intermediation. La [START_REF] Porta | Legal determinants of external finance[END_REF] and [START_REF] Levine | The legal environment, banks, and long-run economic growth[END_REF], in a cross country study, find that the breadth of the credit market is positively correlated with good law enforcement and protection of creditor rights. Creditor rights protection stimulates both lenders and borrowers to enter into financial contracts and subsequently boosts financial development [START_REF] Galindo | Creditor Protection and Financial Markets: Empirical Evidence and Implications for Latin America[END_REF]. [START_REF] Djankov | Private Credit in 129 Countries[END_REF] underline two major determinants of private credit as suggested by economic theory. First, the power of creditors which reflects how easy lenders can force repayment, take collateral or even take control of the firm plays an important role. Second, the quality of information is also important as lenders would more likely act as lenders if they are well-informed on the borrowers. [START_REF] Rajan | The Great Reversals: The Politics of Financial Development in the Twentieth Century[END_REF] and [START_REF] Becerra | The politics of financial development: The role of interest groups and government capabilities[END_REF] emphasize the impact of political factors on financial development. Another comprehensive explanation on the determinants of financial development is provided by [START_REF] Herger | What Determines Financial Development? Culture, Institutions or Trade[END_REF] highlighting three determinants of a country's financial development: cultural heritage, institutional factors, and the degree of openness and transparency. More recently, [START_REF] Roe | Political instability: Effects on financial development, roots in the severity of economic inequality[END_REF] underline the impact of political stability on financial development indicating that after controlling for investor protection, legal origin, and trade openness, political instability can significantly impede a country's financial development.

Referring to those who work on the matter of institutional factors, first, we consider that the quality of local governance greatly influences the level of provincial financial depth.

As explained by [START_REF] Rajan | The Great Reversals: The Politics of Financial Development in the Twentieth Century[END_REF], government interventions in the financial sector development should be in the forms of improving property rights, promoting transparency and disclosure, ensuring legal system effectiveness, and facilitating regulatory infrastructure.

Although law including its features is generally identical among regions within a country, the quality of its enforcement is not necessarily the same. Accordingly, the quality of local governance is important to ensure that legal institutions are well enforced particularly regarding the creditor/ lender rights. Moreover, local governance, especially with regard to the bureaucratic process in doing business, indicates how well the local government facilitates favorable business conditions. Poor governance is highly associated with corruption and rent seeking behaviors which are detrimental factors to business investment and public infrastructure development. Subsequently, commercial banks may be reluctant to establish their business in the poor governance regions because it is quite risky and costly.

Another major factor that could determine the degree of financial intermediation at the provincial level in Indonesia is the socioeconomic conditions. The socioeconomic conditions represent some aspects of quality of life such as education, poverty, life expectancy, living standards, and unemployment. Related to financial deepening, the impact of socioeconomic conditions could be viewed from lender (banks) and borrower sides. From the lender side, as argued by [START_REF] Djankov | Private Credit in 129 Countries[END_REF] and Japelli and Pagano (2002) lenders would be more willing to deal with borrowers if they are well informed. Hence, in the socioeconomically less developed regions banks have less incentives to channel credits as the information as well as the quality of borrowers are inadequate. It is therefore more expensive for banks to grant loans in terms of information and dealing costs. Moreover insufficient quality of borrowers could increase bank credit risk.

From the borrower side, the decision to borrow money from banks is also determined by socioeconomic conditions. For instance, for less educated people, the process of getting loans from banks may be perceived as more complicated than the process of obtaining a loan from predatory lender6 or a pawnshop. Therefore, they tend to avoid borrowing money from commercial banks.

Institutional Background

As an archipelago and comprised of so many ethnic groups with different languages, religions, and traditions, it is quite difficult to manage Indonesia and to achieve equal economic development. The New Order regime applied the "trickle-down economics" theory which relied on growth as the most important element in economic development. It was expected that this economic system would lead to a common prosperity because the trickledown effect could also reach the poor. However, the implementation of this system failed.

The chronic 1997/1998 economic crisis dragged the country into a social and political unrest and it generated a serious conflict of class between the poor and the rich as the gap between the two has widened over the years. Economic development inequality across regions was also pronounced during the regime. The Indonesia's institutional reforms which were implemented in the latter half of 1998 have led the country to become more democratized, decentralized, and deregulated [START_REF] Mursitama | Creating relational rents: The effect of business groups on affiliated firms' performance in Indonesia[END_REF][START_REF] Henderson | Corruption and local democratization in Indonesia: The role of Islamic parties[END_REF]. Referring to the Indonesian decentralization Law No 22/1999, the local governments now have authorities in all governmental functions except foreign policy, security and defense, religion, judiciary, fiscal and monetary policy, and some other aspects. Moreover, local governments are also permitted to establish cooperation with organizations in foreign countries which could increase their openness [START_REF] Aritenang | A Study on Indonesia Regions Disparity: Post Decentralization[END_REF], and subsequently should accelerate the financial development of the regions [START_REF] Herger | What Determines Financial Development? Culture, Institutions or Trade[END_REF]. On the other hand, however, decentralization and local democratization lead to abuse of power as well. Many powerful local political figures play dominant roles in many aspects. They tend to act as "little kings" including providing privileges to those who seek the rents.

For years, broadening access to finance, particularly for the poor as well as micro, small and medium enterprises (MSMEs), has been a central issue in Indonesia. Even though this country is known as an example of the success of microfinance 7 [START_REF] Hamada | Commercialization of Microfinance in Indonesia: The Shortage of Funds and the Linkage Program[END_REF], Indonesia is generally still "underbanked" [START_REF] Rosengard | If the Banks are Doing So Well, Why Can't I Get a Loan? Regulatory Constraints to Financial Inclusion in Indonesia[END_REF], especially with regard to access to finance for the poor and MSMEs. Moreover, paradoxically, this credit constraint is strengthened by bank regulation; for risk management purposes, bank borrowers' income has to exceed three times the borrowed funds. Another regulatory constraint to widen access to bank financing, as revealed by [START_REF] Rosengard | If the Banks are Doing So Well, Why Can't I Get a Loan? Regulatory Constraints to Financial Inclusion in Indonesia[END_REF], is the introduction of Indonesian banking architecture (Indonesian: Arsitektur Perbankan Indonesia/ API) 8 stressing banking consolidation which subsequently has strengthened market power exacerbating the inefficiency of bank intermediation.

Methodology

We investigate the determinants of financial deepening across regions in Indonesia after the decentralization process. We use panel data for 33 provinces from 2004 to 2010.

Variables and Data

-Financial Depth

As explained earlier, we have three proxies of our dependent variable (financial depth) which are:

 The ratio of credit released by commercial banks located in a province to province's GDP  The ratio of commercial bank loans given to micro, small and medium enterprises in a province over the province's GDP  The ratio of number of bank branches per million population of the province Data on bank loans, bank loans to MSMEs and commercial bank offices at the provincial level are collected from Bank Indonesia (Central bank of Indonesia), while data on 7 Hamada (2010) exemplifies BRI (Indonesian: Bank Rakyat Indonesia), the third largest Indonesian stateowned bank, as the one of the world's most successful commercialization of microfinance as it is supported by nationwide network of microfinance local units enabling this bank to release large quantity of loans. 8 The Indonesian Banking Architecture, a road map of the Indonesian banking sector which would be implemented gradually, was introduced by the Indonesian government in 2004 (Trinugroho et al., 2012).

provinces' GDP and provinces' population come from the Indonesia Statistics Bureau (Indonesian: Biro Pusat Statistik/ BPS).

-Local Governance

To measure local governance, we rely on the local governance index released by the Partnership (Indonesian: Kemitraan), a multi-stakeholder organization which is assigned to promote and institutionalize good governance principles in Indonesian society by implementing harmonized reform programs to strengthen public service governance, deepen democracy, improve security and justice and improve economic and environmental governance. This index defines governance as the process of formulation and implementation of rules and regulation through interaction between state, civil society, and economic society.

Therefore, it consists of four sub-indexes which are bureaucracy index, government index, civil society index, and economic society index. However, as the focus of local governance in this paper is to assess the government roles in promoting financial development, we only take the bureaucracy index and government index as the proxies of local governance. The bureaucracy index reflects the governance of public service, local revenue collection and the regulation of the local economy, while the government index measures the governance of the government functions which are regulatory function, development coordination and budget allocation function. Each index consists of six principles of governance which are participation, fairness, accountability, transparency, efficiency and effectiveness. The score ranges from 0 to 10.

-Regional socioeconomic Conditions

Socioeconomic conditions reflect some aspects of quality of life. Therefore, human development and the level of poverty could be considered as suitable proxies for regions' socioeconomic conditions.

 Human Development Index

We retrieve data on the regional human development index (HDI) from the BPS.

Referring to the UNDP, the BPS defines the human development index as a process of enlarging the choice of people. Therefore, there are three aspects in measuring the HDI which are life expectancy, education and living standards.

 Poverty

We obtain data on the level of poverty of regions from the BPS. The level of poverty is measured as the number of population below the poverty threshold (line) to total population.

-Control Variables

 Conflict Regions

We include a dummy variable for regions that are unstable in terms of politic and security (conflict regions). The dark side of the institutional reforms is political instability in some regions which lead to a disintegration problem as they insist to be much more decentralized. [START_REF] Roe | Political instability: Effects on financial development, roots in the severity of economic inequality[END_REF] also find that cross country difference in financial development is also influenced by the level of political stability.

 Outside Java island

Indonesia has a unique feature regarding its location that is geographically spread out.

To control for this geographical aspect, we account for a dummy variable taking a value of 1 for provinces situated outside the Java Island. Java is considered as the most developed island in Indonesia as it benefited much more from the centralization policy of the New Order regime. Java is also the island where the capital of Indonesia (Jakarta) is located.

 New Province

Another implication of the institutional reforms was splitting some provinces into new provinces. Before the reforms, the number of provinces was 27 provinces. 7 new provinces emerged early after the reforms and 1 province (East Timor) decided to become a new country. Therefore currently Indonesia consists of 33 provinces. To account for possible differences in financial development between new provinces and existing provinces, we include a dummy variable for new provinces.

 Budget Deficit

We include a dummy variable taking a value of 1 for regions with governments facing budget deficits following the study of Gallindo and Micco (2004). Two contradictory consequences may arise concerning the impact of deficits of local government budgets on financial deepening. As argued by [START_REF] Chen | Rent-seeking incentives, corporate political connections, and the control structure of private firms: Chinese evidence[END_REF], budget deficits could increase incentive to rent-seeking which is a detrimental factor to investment and business growth. On the other side, budget deficits could also encourage the local government to promote investments and infrastructure development through public-private partnerships which subsequently could increase the bank lending for project financing.

We collect information regarding the budget of local governments from the Supreme Audit Institution (Indonesian: Badan Pemeriksa Keuangan/ BPK). Local governments have to report their financial reports to the BPK for the auditing purpose.

 GDP per Capita

We also control for natural log of GDP following the studies of Gallindo and Micco (2004) and [START_REF] Roe | Political instability: Effects on financial development, roots in the severity of economic inequality[END_REF]. Data on regional GDP as well as provincial population are obtained from the BPS. Because the data on population are based on ten-yearly census, we interpolate them to get yearly data.

 Oil or Gas Producer

The last control variable is a dummy variable to account for regions which are oil or gas producers. Data to identify whether a region is an oil or gas producer is obtained from the Ministry of Energy and Natural Resources.

Estimation Strategy

We use OLS to run our specifications on the determinants of financial development following the studies of [START_REF] Galindo | Creditor Protection and Financial Markets: Empirical Evidence and Implications for Latin America[END_REF] and [START_REF] Dehesa | Relative Price Stability, Creditor Rights, and Financial Deepening[END_REF] in a crosscountry study. As the bureaucracy index and government index are highly correlated, we do not introduce these two variables concurrently. Similarly, because of their strong correlations, we do not introduce variables such as the human development index, the poverty variable and the dummy for conflict regions at the same time.

Results

Descriptive Statistics and Correlation of variables

Descriptive statistics of variables is presented in table 1. We present the statistics of financial depth for each province in table 2. Table 3 exhibits the correlation matrix of variables.

- ----------------------------Insert Table 1 here - ---------------------------------------------------------Insert Table 2 here - ---------------------------------------------------------Insert Table 3 here - ----------------------------As presented in the descriptive statistics in table 2, the average ratio of credit released by commercial banks located in Jakarta to Jakarta's GDP during the period we study is 80.41% (the maximum), while 6.07% is the minimum average of such a ratio which is for the province of Sulawesi Tenggara. As shown in table 1, the standard deviation of this ratio is 15.2%, while the standard deviation of the ratio of commercial bank loans given to micro, small and medium enterprises in a province over the province's GDP is 10.4%. The data clearly show that the level of financial deepening is imbalanced across regions. If we turn to the ratio of the number of bank branches per million population of province, again we notice a large dispersion among regions. During the observation period, the average of this ratio for Jakarta is 54 bank branches per million of inhabitants, while in Sulawesi Tenggara, 4 bank offices per million people is the average. As expected, the correlation matrix shows that the proxies of local governance which are the bureaucracy index and the government index are positively correlated with all of our dependent variables. We also find that the human development index is positively correlated with the proxies of financial depth, while the level of poverty is negatively correlated with the financial depth's measures. -----------------------------Insert Table 4 here - ----------------------------Table 4 presents the results of OLS regression of our first proxy of financial depth which is the ratio of credit released by commercial banks located in a province to local GDP.

Empirical Results

Our results show that provinces with a higher level of bureaucracy index have a significantly higher ratio of commercial bank credit to local GDP. Likewise, the government index is significantly and positively associated with our first measure of financial depth. Turning to the impact of socioeconomic conditions, as expected, we find that human development index is positively associated with the level of bank loans to province's GDP. Similarly, the ratio of loans released by commercial banks located in a province to province's GDP is significantly lower for the provinces with a higher level of poverty.

- ----------------------------Insert Table 5 here - ----------------------------Table 5 reports the results of OLS regressions of the ratio of commercial bank loans given to micro, small and medium enterprises (MSMEs) in a province over province's GDP.

The coefficients of bureaucracy index and government index are all positive and significant.

Similar results are found for the coefficients of the human development index. Poverty is negatively associated with the depth banks released loans to MSMEs.

- ----------------------------Insert Table 6 here -----------------------------Table 6 exhibits the results of OLS regressions of the ratio of number of bank branches per capita. Similarly to those obtained for the two first dependent variables, we find evidence that local governance matter to explain the level of financial deepening. Regions with good governance, represented by a high degree of bureaucracy index and government index, have a higher level of financial deepening. As expected, we also find that the coefficient of the human development index is positive and significant in all the regressions.

In general, our results provide evidence that unequal financial deepening in Indonesia is significantly influenced by how well the local governments manage their regions. There are several possible explanations. First, as argued by the law and finance literature (e.g. [START_REF] Porta | Legal determinants of external finance[END_REF][START_REF] Levine | The legal environment, banks, and long-run economic growth[END_REF], the quality of local government is important to ensure that legal institutions are well-imposed especially with regard to the creditor/ lender rights to stimulate banks in channeling credit. Second, bureaucratic procedure in doing business indicates to which extent the local government is capable of facilitating a favorable business climate to attract business investments. This is consistent with some cross country studies which show the positive relationship between the degree of openness and financial development (e.g. [START_REF] Herger | What Determines Financial Development? Culture, Institutions or Trade[END_REF][START_REF] Rajan | The Great Reversals: The Politics of Financial Development in the Twentieth Century[END_REF]. Moreover, it is generally known that governments with poor governance are keen on corruption and rent seeking behaviors, which are detrimental factors to business investment and public infrastructure development.

Subsequently, commercial banks and other types of banks may be reluctant to establish their business in the poor governance regions which in turn impedes banking competition in the regions.

Our results also show that in the socioeconomically less developed regions, the level of financial deepening is lower than that of more developed regions. Overall, this finding is consistent with our expectations. As explained earlier, the impact of socioeconomic conditions on the level of financial deepening could be viewed from lender (banks) and borrower sides. From the lender side, it is generally accepted that lenders are much more willing to channel loans when they know more about borrowers [START_REF] Djankov | Private Credit in 129 Countries[END_REF]. In the socioeconomically less developed regions, reflected by high degree of poverty and low human development, banks lack incentives to release credit as the information as well as the quality of borrowers are deficient. To grant loans, banks face expensive costs in terms of information and dealing costs. Furthermore, banks have to deal with borrowers with lower quality which subsequently increases their risk. Even though banks could charge a higher risk premium to cover the higher risk, Indonesian banks generally tend to behave prudently. On the other hand, in such regions deficit spending units also tend to be reluctant to use bank loans as they perceive that the process of getting loans from banks is more complicated than the process of obtaining, for example a loan from predatory lender or a pawnshop.

Moreover, some banking regulations might have exacerbated the unequal banking development. First, the regulation on the income of bank borrowers have naturally created a barrier to financial deepening. Second, as revealed by [START_REF] Rosengard | If the Banks are Doing So Well, Why Can't I Get a Loan? Regulatory Constraints to Financial Inclusion in Indonesia[END_REF], the banking consolidation process which has been promoted by regulators has strengthened banking oligopoly maintaining a high intermediation cost.

Regarding control variables, we find that the level of financial deepening is lower in the conflict (politically and securitically unstable) regions than in other regions. The results confirm the finding of [START_REF] Roe | Political instability: Effects on financial development, roots in the severity of economic inequality[END_REF] in a cross country research showing that political instability impedes financial development. Second, we find that credit released by commercial banks is lower in the provinces located outside Java Island even though the ratio of bank offices per capita is higher in such regions. Our results also show that there is a significant difference in financial development between existing provinces and new provinces. Interestingly, the latter have a significantly higher level of financial depth. We find that the ratio of number of bank branches per capita is positively associated with GDP per capita. In contrast, the ratio of commercial bank loans given to micro, small and medium enterprises (MSMEs) in a province to its GDP is lower in the regions with a higher ratio of GDP per capita. No difference in financial deepening is found between deficit and surplus budget provinces. Likewise, we find only little evidence of differences in financial depth between regions which produce oil or gas and their non-producer counterparts.

Robustness Checks

We perform several robustness checks. First, we use secondary school enrolment following the study of [START_REF] Hasan | Institutional development, financial deepening and economic growth: Evidence from China[END_REF] as a proxy of socioeconomic conditions to replace the human development index. Contextually, the Indonesian government has also implemented a policy that the minimum education should be secondary (junior high) school9 .

The results show that provinces with a higher level of secondary school enrollment significantly have a higher level of financial depth. For all the remaining variables the results are also consistent.

Second, we run regressions by excluding the natural log of GDP per capita as it has a strong correlation with the proxies of socioeconomic conditions (human development index and poverty). With regard to our variables of interest (local governance and socioeconomic variables), our results remain unchanged.

Third, we change the proxies of financial depth to the ratio of bank loans to province's population and the ratio of bank loans to MSMEs over province's population.

Again, the results show that local governance and socioeconomic conditions matter to explain cross region differences in financial deepening.

Conclusions

We investigate the determinants of unequal financial deepening across regions in Indonesia by considering local governance and socioeconomic conditions as the main factors.

We use data of 33 provinces over the 2004-2010 period (after the decentralization policy).

We find that local governance quality is significantly and positively associated with the importance of bank lending -and to MSMEs specifically -with regards to local GDP.

Local governance quality is also positively linked with the number of bank offices per capita.

Our results also show that in the socioeconomically less developed regions, as reflected by low human development and high degree of poverty, the level of financial deepening is lower than that of more developed regions. In general, even though decentralization has been implemented globally in Indonesia, regional disparity in the form of financial deepening still exists.

Our findings have some noteworthy policy implications. First, improving local governance, particularly for regions having poor governance, should be encouraged to facilitate a favorable business environment. An encouraging business climate could provide incentives for banks to expand their business more specifically in granting loans. Second, regulators have to reconsider regulations that have constrained bank lending especially the regulation on the income of bank borrowers and its strong limitations. This regulation might have improved the soundness of banks but it might also have gone too far by excluding a large number of borrowers from the formal system encouraging "predatory lending" practices in the financially less developed regions.

Table 1: Descriptive Statistics

This table presents the descriptive statistics of variables. CRE_GDP is the ratio of credit released by commercial banks located in a province to province's GDP. SME_GDP is the ratio of commercial bank loans given to micro, small and medium enterprises in a province over province's GDP. OFF_POP is the ratio of number of bank branches per million population of province. BUREAU is the bureaucracy index, while GOVERN stands for the government index. HDI represents human development index. POVERTY is the level of poverty. LNGDPPERCAP is the natural log of province GDP per capita. 2004-2010 2004-2010 2004-2010 2004-2010 2004-2010 2004-2010 2004-2010 2004-2010 2004-2010 2004-2010 

Table 3 :

 3 Correlation MatrixThis table presents the descriptive statistics of variables. CRE_GDP is the ratio of credit released by commercial banks located in a province to province's GDP. SME_GDP is the ratio of commercial bank loans given to micro, small and medium enterprises in a province over province's GDP. OFF_POP is the ratio of number of bank branches per million population of province. BUREAU is the bureaucracy index, while GOVERN stands for the government index. HDI represents human development index. POVERTY is the level of poverty. LNGDPPERCAP is the natural log of province GDP per capita.

		CRE_GDP SME_GDP OFF_POP BUREAU GOVERN	HDI	POVERTY LNGDPPERCAP
	CRE_GDP	1							
	SME_GDP	0.637	1						
	OFF_POP	0.659	0.278	1					
	BUREAU	0.409	0.280	0.344	1				
	GOVERN	0.311	0.063	0.318	0.696	1			
	HDI	0.310	0.018	0.459	0.307	0.233	1		
	POVERTY	-0.260	-0.005	-0.304	-0.335	-0.270	-0.630	1	
	LNGDPPERCAP	0.125	-0.351	0.569	0.201	0.299	0.587	-0.393	1

Table 4 : OLS Regressions of Bank Loan to Region's GDP The

 4 values in parentheses are robust standard errors. *, ** and *** indicate significance at the 10%, 5%, and 1% levels, respectively.

	Bank Loan/ GDP

Table 5 : OLS Regressions of Bank Loan to MSMEs over Region's GDP The

 5 values in parentheses are robust standard errors. *, ** and *** indicate significance at the 10%, 5%, and 1% levels, respectively.

				Bank Loan to MSMEs/ GDP		
		1	2	3	4	5	6
	Bureaucracy Index	0.039***	0.045***	0.042***			
		(0.008)	(0.010)	(0.009)			
	Government Index				0.042***	0.040***	0.040***
					(0.009)	(0.011)	(0.010)
	Human Development						
	Index	0.009***			0.011***		
		(0.001)			(0.001)		
	Poverty		-0.001			-0.001*	
			(0.001)			(0.0007)	
	Conflict			-0.047***			-0.073***
				(0.010)			(0.010)
	Outside Java	0.010	0.003	0.006	0.018	0.004	0.011
		(0.010)	(0.010)	(0.010)	(0.012)	(0.011)	(0.011)
	New Province	0.082***	0.077***	0.080***	0.104***	0.099***	0.102***
		(0.019)	(0.020)	(0.019)	(0.021)	(0.023)	(0.022)
	Budget Deficit	-0.003	-0.003	-0.004	-0.004	-0.003	-0.005
		(0.014)	(0.015)	(0.015)	(0.014)	(0.015)	(0.015)
	Natural Log GDP Per						
	Capita	-0.084*** -0.071*** -0.063*** -0.090*** -0.073*** -0.060***
		(0.010)	(0.009)	(0.010)	(0.010)	(0.009)	(0.010)
	Oil or Gas Producer	-0.033***	-0.022**	-0.024**	-0.048**	-0.035*** -0.037***
		(0.011)	(0.011)	(0.011)	(0.012)	(0.012)	(0.012)
	Constant	0.743***	1.140***	1.011***	0.664***	1.227***	1.003***
		(0.149)	(0.143)	(0.152)	(0.150)	(0.142)	(0.146)
	Year dummies	Included	Included	Included	Included	Included	Included
	Method	OLS	OLS	OLS	OLS	OLS	OLS
	Number of Province	33	33	33	33	33	33
	Number of Observations	212	212	212	212	212	212
	Period						

Table 6 : OLS Regressions of Bank Branches to Population (Million)

 6 The values in parentheses are robust standard errors. *, ** and *** indicate significance at the 10%, 5%, and 1% levels, respectively.

	2004-2010

Predatory lending in Indonesia is a non-bank lending with high interest rate charged mostly on daily or weekly repayment basis. It is slightly different with the concept of payday lending that has been regulated in some states in the US (e.g.[START_REF] Stegman | Payday Lending: A Business Model that Encourages Chronic Borrowing[END_REF][START_REF] Stegman | Payday Lending[END_REF][START_REF] Morse | Payday Lenders: Heroes or Villains?[END_REF]. Payday lending is a source of short-term consumer credit in low-and moderate-income communities given to those having fixed-income (mostly salary), while predatory lending in the Indonesia's case is such loans given to those with or without (mostly without) fixed-income. In the Indonesian language, such money lenders are usually called rentenir or tengkulak or bank plecit.

This policy is called nine-year compulsory education (Indonesian: wajib belajar sembilan tahun).
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