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Increase in foreign bank activity 

0

10

20

30

40

50

60

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005

[in percent]

ASIA (13) ECA (23) LAC (21) MENA (9) SSA (31) total average
no. of countries in parentheses

(ASIA: emerging Asia, ECA: Eastern Europe and Central Asia, LAC: Latin American Countries, MENA: Middle East and Northern Africa, SSA: Sub-Saharan Africa)
Source: Claessens et al. (2008), own calculations



3

Foreign banks and financial stability

• capital flows and credit cycles in emerging economies in the 1990s

• link between capital inflows and credit booms preceding financial turmoil (e.g. Mendoza/Terrones 2008)

• policy conclusion: strengthening domestic financial systems (Krugman 1998, Llewellyn 2002), for example by
inviting foreign banks (EBRD 1998, Mishkin 2001)

• contribution of foreign banks to financial stability

• better capitalization and sounder lending practices (Hellmann/Murdock 1998, Giannetti/Ongena 2009)

• greater access to international liquidity via parent banks (Chang/Velasco 2000, De Haas/van Lelyveld 2010)

• foreign banks and the global financial crisis

• advantages smaller than expected due to institutional weaknesses (Mihaljek 2008)

• mitigate capital outflows in the crisis in CEE (EBRD 2009) but are not a determinant of post-Lehman 
credit growth (Aisen/Franken 2010)

• act as shock transmitters from ‘vulnerable mature economies’ banking sectors’ (Cetorelli/Goldberg 2010)
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Revival of cross-border bank flows

-200

-150

-100

-50

0

50

100

150

200
Q

1
Q

2
Q

3
Q

4
Q

1
Q

2
Q

3
Q

4
Q

1
Q

2
Q

3
Q

4
Q

1
Q

2
Q

3
Q

4
Q

1
Q

2
Q

3
Q

4
Q

1
Q

2
Q

3
Q

4
Q

1
Q

2
Q

3
Q

4
Q

1
Q

2
Q

3
Q

4
Q

1
Q

2
Q

3
Q

4
Q

1
Q

2

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

[bn USD]

0

500

1,000

1,500

2,000

2,500

[bn USD]

   quarterly bank flows (lhs)    outstanding claims (rhs)

Source: BIS International locational banking statistics, own calculations



5

Growth in real credit to the private sector
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Data sources

Cross country study – 97 EMEs and developing countries – 5 regions

Main variables:

• cross-border bank flows (BIS International locational banking statistics)

• claims of BIS reporting banks vis-à-vis countries, quarterly exchange rate adjusted changes

• real domestic credit (IMF International Financial Statistics, national sources)

• credit to private sector series, deflated with CPI series, seasonally adjusted, mom growth rates

• foreign bank presence (Claessens et al. 2008)

• share of banking sector assets held by foreign banks 

Controls:

• structural and macroeconomic variables, vulnerability indicators
(IMF World Economic Outlook, IFS, World Development Indicators, GFSR, Chinn/Ito 2008, Lane/Shambaugh 2010)
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Measure of instability
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Basic OLS-model

 foreign banks stabilize bank flows but not real credit growth

 main determinant of FALL is SURGE

 SUR estimation confirms these results

 findings are robust to different specifications of FALL and SURGE
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Controlling for other potential determinants

• we add FIN.OPENNESS and Exportpartner-GDPgrowth as further main determinants
 only open economies can be affected

 Exportpartner-GDPgrowth to avoid endogeneity problems

 FIN.OPENNESS significantly aggravates FALLflows

• we then control for further potential determinants
 INST.QUALITYchange significantly aggravates FALLflows

 FOREIGN LIABILIY DOLLARIZATION significantly aggravates FALLcredit

• main results hold:
 foreign banks stabilize bank flows

 but they do not stabilize credit growth
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Regional differentiation

 substantial regional differences in the pattern 
of bank flows, credit growth and foreign bank 
presence

 does this lead to regional differences in the 
impact of foreign bank presence?

 foreign banks stabilized bank flows to ECA 
and SSA

 in SSA this is translated into stable credit 
growth



11

Foreign bank presence
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The line in the box indicates the median, the bottom and the top of the box are the 25th and 75th percentiles and the ends of the whiskers the 
5th and 95th percentiles.
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Regional or global phenomenon?

 we group countries according to the banking 
asset share held by foreign banks

T1 FBAS <= 33%

T2 33% < FBAS <=66%

T3 66% < FBAS <=100%

 none of the interactions shows significant 
impact

 holds with groups H1 and H2

 holds with FBAS2
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Conclusions

 Foreign banks had a stabilizing impact on bank flows but not on credit growth 
during the global financial crisis

 Main destabilizing determinant is pre-crisis boom

 Financial openness aggravates instability of bank flows

 Impact of foreign banks is not a global but a regional phenomenon

 in Eastern Europe and Sub-Saharan Africa foreign banks mitigated the sudden stop in capital 
flows

 only in Sub-Saharan Africa foreign banks transformed a higher stability of cross-border flows into 
a more stable pattern of credit growth – region with the lowest degree of financial openness
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Conclusions

 Eastern Europe and Sub-Saharan Africa regions with special characteristics

 Eastern Europe: foreign banks enter extension of home market

 Sub-Saharan Africa: foreign bank presence reflect colonial past

 Stabilizing impact of foreign banks for EMEs unclear

 as regions with significant impact have special features of financial integration

 as crisis has been a global one, triggered in mature economies

 Foreign banks no panacea to achieve stability 
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Thank you for your attention. 
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- back up -
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Robustness checks – SURGE measures [1/2]
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Robustness checks – SURGE measures [2/2]
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Robustness checks – FALL measures
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Regional differences in cross-border bank flows
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Regional differences in real credit growth
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SUR-estimation

• capital flows and credit growth are closely linked
• two models might be related due to common determinants

 control for the correlation of their error terms

Seemingly unrelated regression estimation
Equation Obs Parms RMSE R-sqr Chi2 P
FALLflows 78 3 2.309576 0.5909 114.83 0.0000
FALLcredit 78 2 1.144419 0.2524 26.73 0.0000

Coef. Std. Err. z P>|z| [95% Conf. Interval]

FALLflows
FBAS -.01626 .0087343 -1.86 0.063 -.0333789 .0008589
SURGEflows .1371797 .067449 2.03 0.042 .0049822 .2693773
SURGE^2 .0646446 .0093888 6.89 0.000 .046243 .0830463
constant 1.040308 .6360204 1.64 0.102 -.2062691 2.286885

FALLcredit
FBAS -.0054514 .0043591 -1.25 0.211 -.0139951 .0030923
SURGEcredit .6895482 .1338541 5.15 0.000 .427199 .9518973
constant -.2323562 .2663358 -0.87 0.383 -.7543648 .2896524
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Main variables and model

FALLflows
difference between the average cross-border bank flows in 2007Q3 - 2008Q2 and 
the average bank flows in 2008Q4 - 2009Q1 (logs) (BIS locational statistics)

FALLcredit
difference between average monthly real credit growth in Sep. 2007 – Aug. 2008 
and the average real credit growth in Oct. 2008 – Mar. 2009 (IMF IFS)

FBAS percentage of assets of foreign banks among total banks (Claessens et al. 2008)

SURGEflows
aggregated cross-border bank flows over the three years prior to the Lehman
bankruptcy (i.e. 2005Q3-2008Q2) (logs) (BIS locational statistics)

SURGEcredit
average month-on-month real credit growth in the three years prior to the crisis 
(July 2005-June2008) (IMF IFS)

iikkiii XSURGEFBASFALL εγβα +++= ***
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Controls - FALLflows
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Controls - FALLcredit
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List of sample countries by region
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Descriptive statistics [1/3]
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Descriptive statistics [2/3]
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Descriptive statistics [3/3]
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