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What we know about foreign bank?

– Stabilizing role in developing countries
Demirgüc-Kunt and Detragiache (1997)

– Associated with credit growth and reduced likelihood of crises
Clarke et al. (2003)

– Higher competition and better efficiency of the domestic

banking sector
Claessens et al. (2001)

– Unaffected during local crises
Martinez Peria et al. (2002) and de Haas and van Lelyveld (2006 and 2010)



Home country effects and parent bank distress

Mixed evidence on home economic cycles and foreign bank lending
Adverse effects of home country problems

Peek and Rosengren (1997, 2000)
Mixed results for Asia and Latin America

Goldberg (2001)

Substitution effects
Martinez Peria et al. (2002) and De Haas and van Lelyveld (2010)

Financial distress of the parent
Strengh of the parent bank has a positive effect

De Haas and van Lelyveld (2010)

Foreign banks reduced lending during the crisis, as compared to
domestic banks

Popov and Udell (2010)



What we do

Analyze international transmission of bank liquidity shocks from 
multinational bank-holding companies to their subsidiaries 

Investigate the impact on subsidiary lending

Focus on interbank market dependence

Examine the existence of market discipline in host countries
- Does it explain the shortage of funding and the reduction in lending 

during the crisis?

- First  to investigate the market discipline in an international 
transmission context .



What we find

Parent bank fragility reduces subsidiary lending.
- stronger for those subsidiaries dependent on the interbank market 

Foreign bank lending is determined by different factors in emerging 
markets and in developed countries 
- “lending-channel” more relevant for developing economies 

Depositors react to a deterioration of bank performance 
- Market discipline less important during the crisis

- Liquidity needs determine the change in deposits in developing
economies, 

Especially for banks that rely on interbank borrowing. 



Data and methodology

Data source: BankScope

Sample of multinational banks and their foreign subsidiaries

from 1990 to 2008

We also exclude the offshore centers

 51 largest banks from twenty developed countries and

 all of their subsidiaries from 99 countries



Lending Channel
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Dependent Variables
ΔLoans Log (Total Loans)t - Log (Total Loans)t-1

Bank Characteristics
Total Assets in million USD
Loan Loss Loan Loss Provisions to Net Interest Revenues
Equity Equity to Total Assets
ROE Return on Equity
Liquidity Liquid Assets to Total Assets
Interbank Interbank Lending to Interbank Borrowing

Country Variables
GDP growth Yearly change
Exchange rate Exchange Rate from local currency to USD
Concentration Assets of three largest banks as a share of assets

of all commercial banks
Cost to Income Total costs as a share of total income of all commercial banks



Results: Determinants of loan growth



Results: Loan Growth and parent bank’s health



Summary of the results on foreign bank lending

Parent fragility  lending

In developing countries 
– higher economic growth and a stronger currency  in host country

lending

Substitution effect in developed countries
– Subsidiaries of highly capitalized and liquid parents  lending 

during the recent crisis.

– Total effect of crisis negative.



Results: Role of interbank market



  MarketDisciplineit = f (Bankit−1,Countryit , ParentBankit−1, ParentCountryit )

Market Discipline

Do subsidiary and parent bank characteristics explain the 
behaviour in deposit markets?

Measure Market Discipline by:

∆Time Deposits

∆Bank Deposits 

Interest Rates (Interest Rate Expenses to Interest-Bearing Deposits)



Results: Market discipline in developing countries

Market 
discipline

Liquidity 
needs



Results: Market discipline in developed countries



Conclusions

Multinational banks are sources of shock transmission between
the countries through their foreign subsidiaries.

The lending-channel more relevant for developing countries

Bank fundamentals determine the lending activity in more
advanced economies.

Market monitoring seem to exist

- related to subsidiary characteristics in developed countries

-liquidity needs determine the change in deposits in developing
countries during the crisis
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