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Abstract

Financia market recommendations for less industrialized economies, particularly in the wake of
the recent financial crises, have included a push for moreinternational financial competition. The
entry of multinational banks (MNBs) into developing economies is supposed to create more
market discipline for domestic banks, thus making them more efficient, and enhancing financial
stability. Using data from the BIS and the IMF, we look at the determinants of MNB presence,
at MNB activities, and their impact on credit supply and on financial stability. With respect to the
determinants of MNB presence, we find that lower asset prices, aready market and competition
with other MNBs matter more than economic fundamentals of the host economy. In line with
these results, MNBs focus their activities predominantly on serving MNCs, and on providing
services that domestic banks cannot offer to domestic corporations, and high net worth
individuas. Thus, we aso find that domestic banks lower their total credit exposure by reducing
their commercial loans in response to increased competition, particularly in serving MNCs,
domestic corporations, or high net worth individuals, which may lead to real implicationsfor less
industrialized economies, particularly lower business investment.
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l. I ntroduction

Financid policy recommendationsfor devel oping economies, particularly in the wake of
the recent financial crises, have included a push for more international financial competition. By
the end of the 1997, one of the most comprehensive agreements on trade in financial services,
which covers multinational banks (MNBS), the General Agreement on Tradein Services (GATS)
has been negotiated at the WTO. Consequently, while both international and multinationa
banking have grown in recent decades, banks in industrialized economies have increasingly
emphasized lending within over cross-border lending to less industrialized economies. By mid-
1998, banksin BIS member countries lent atotal of $850 billion abroad, whereas |oans of their
branches and subsidiaries amounted to $242 billion. Not surprising, then, MNB activitiesin less
industrialized economies have grown on average by double or even triple digit ratesin all areas
of theworld since the mid-1980's, leading to a sizable market share for MNBS, e.g. close to 20%
of banking market assets in Chile and Argentina.

With respect to the supply of credit, and the closely connected issue of financia stability,
anumber of different positionsregarding MNBs exist. Proponents of more financial competition
assert that MNB entry increases market discipline, the efficiency of domestic banks, and thereby
financia intermediation, and the supply of credit (Fry, 1995; BIS, 1988). Due to a growing
efficiency in loan alocation, the banking system should become more stable, as banks become
better at eval uating borrowers. Others, however, arguethat agrowing MNB presence may indeed
induce domestic banks to lend more, but for riskier projects as they become less prudent in their
activities under mounting competitive pressures (Demirguc-Kunt and Detragiache, 1998). Inthis
view, expanding loan exposure of domestic banks The opposite argument, namely that domestic
banks tend to lend less if they are facing more international financial competition as one would
expect with an “infant industry”, has also been put forth (Weller, 1999). By virtue of a reduced
credit exposure, banks in emerging economies should become more stable as the most stable
banks are the ones that do not lend. In this paper, we will attempt to disentangle the different
views regarding credit supply and financial stability as they relate to the presence of MNBs.

To understand the impact of agrowing MNB presence on lessindustrialized economies,
we provide first some background on the determinants of MNB presence in section |1, and on
thelr activitiesin section |11, before discussing the effects on credit supply and financial stability

in section 1V. Findly, afew concluding remarks follow in section V.
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. Background

I1.1 TheRecent Growth of MNBs

MNBs are understood here as banks, which establish operationsin more than one country.
Hence, MNBs are also sometimes referred to as foreign banks or are comprised in the general
category of foreign direct investment (FDI) in financial services. In contrast, international banks
are banks, which operate across international borders, but which do not establish a physica
presence in other countries. MNB operations can come in different forms, namely as branch
offices, assubsidiaries, asjoint ventures, or as strategic partnerships. Branch offices, for instance,
areanintegral part of the mother company, that is, they have no capita of their own. Subsidiaries,
however, are their own corporate entities, which are fully owned by the mother company, but
chartered in the host economy. Similarly, joint ventures are separate corporate entities owned
jointly by more than one mother company. For instance, Dresdner Bank and Bangue National de
Paris have been establishing anumber of joint venturesin emerging economies over the past few
years. Finaly, MNBsmay establish astrategic partnership by buying amaority stake of an aready
existing domestic bank. The main difference between the various operational forms of MNBsis
their regulatory treatment, asbanks, which are domestic corporate entitiesmay receive adifferent
treatment than bankswhich are not, similar to bankswhich are mgority foreign owned compared
to banks, which have only a minority foreign ownership share.

Most research on MNBs are hampered by their limited scope as they tend not to include
more than two or three countries, and are mainly focused on the US, Japan or other Asian
economies. So far, consistent data across countries has been lacking which would allow for a
comparison of MNB presence. The BIS Consolidated International Banking Statistics is
therefore an improvement asit includes semi-annual dataon international aswell as multinational
bank developments for atotal of 184 countries and territories from 1985 to the present’. What
IS, however, gained in compatibility across countries has to be traded off against the drawback
that the BIS provides only aggregated data for each economy without distinguishing by
originating economies. Similarly, the data do not allow us to distinguish between the

aforementioned different formsof MNB operations. Thus, whileour study offersacomprehensive

! Developed economies are not included, and neither are offshore banking centers due to the
peculiar nature of their financial systems.



view of alarge sample of emerging economies, its scopeininvestigating the determinantsof MNB
presence or its impact on host economiesis limited by the aggregated nature of the data.

Figures compiled from the BIS Consolidated International Banking Statistics highlight
the growth in MNBs across different regions (table 1). By the end of 1998, 107 emerging
economies and territories out of 167 reported MNB credit operations. The largest recipient of
MNB credit is Latin America. Further, while Asia has experienced a steady continuous growth
of MNB loans between 1985 to 1997, thistrend holds for the Middle East and Africaonly for the
1990's’. Their growth rates pale, though, compared to the growth of MNB credit in Latin
Americaand in Eastern Europe in the 1990's (table 2). Not only has MNB credit grown rapidly,
it isalso expanding faster than MNB deposit taking, thereby making MNBs mostly net importers
of capital (table 1). Between 1985 and 1997, MNBs have also grown in their importance relative
to international banking (table 2). By the end of 1998, international loans to less industrialized
countries amounted to $706 billion, while local currency MNB loans totaled about one third of
that with $239 billion. While MNB loans have grown faster than international bank credit in all
areas, MNB loans still remain small on average, below 10% in Eastern Europe and the Middle
East, below 20% in Asia and Africa, and at around 22% in Latin America. The ratio of MNB
credit to international bank credit is highest in Latin Americawith $143 billionin MNB credit to
$288 hillion in international bank loans by the end of 1998. In contrast, the ratio of MNB credit
to international bank credit islowest in the Middle East with $ 8 billion in MNB loans and $63
billion in international bank credit.

Oneimportant policy issue should be kept in mind. In some cases, the growth rate of NBs
has been so rapid that within a short time span MNBs have gained a sizable market share, and
sometimes even amgority share of the domestic banking sector. This has been the particularly
the case in Central and Eastern Europe, where MNBs gained a double digit market share often
inlittle over five years after their first entry. At the end of 1997, MNBs had a credit market share
of 11% in the Czech Republic, 12% in Poland and 14% in Romania. Further, by the end of 1995,
the mgority of large Hungarian banks was already foreign owned. Considering that the presence

of MNBs s not only a matter of domestic banking development, but also of international trade,

2

MNB loans and deposits reported by the BISinclude only foreign currency positions, and hence
exclude any foreign currency denominated loans expanded by MNBs in their host economies. In
other words, where MNBs are allowed to lend in foreign currency, the loan figures reported here
are underreporting the actual size of MNB operations.

4



implementing financia policy measures, which may affect MNBs, may be complicated by bilateral
or multilateral agreements, such as GATS, especialy in financia markets where MNBs play a
major role. As the latest multilateral agreements, in particular the GATS, have meant greater
mobility for MNBS, their presence is likely to grow further in the near future, which makes
especially smaller economies more vulnerable to adverse decisions in trade disputes if they want

to implement restrictions on MNB activities (Brown, 1999)3.

I1.2 TheDeterminants of MNB Presence

While the numbers reveal a growing interest of MNBs in less industrialized economies,
the question remains as to whether the recent growth in MNB operations can be attributed to
some of the same factors found in earlier studies’. Most earlier research is based upon an
application of the theory of multinational corporations (MNCs) to banking (Dunning, 1979; Gray
and Gray, 1980). Based on this framework, which alows for the inclusion of economic factors
beyond the firm specifics, earlier research hasfound anumber of motivational factorsfor theentry
of MNBs. Among these determining factors some host economy characteristics have been found
to be significant, such as current account balances (Terrell, 1979; Goldberg and Saunders, 1981;
Sabi, 1988, 1994), interest rate differentials (Khoury, 1979), the exchange rate (Goldberg and
Saunders, 1981), market size (Terrell, 1979; Khoury, 1979), demand for MNB products (Cho,
1985), servicing MNCs (Fieleke, 1977; Goldberg and Saunders, 1981; Khoury, 1981),
underdevel oped banking markets (Terrell, 1979; Khoury, 1979; Guillen and Tschoegl, 1999), the
presence of other MNBs (Ball and Tschoegl, 1982; Engwall and Wallenstél, 1988; Jacobsen and
Tschoegl, 1998; Guillen and Tschoegl, 1999), real economic growth (Sabi, 1988, 1994), or
country risk (Sabi 1988, 1994). Similarly, some characteristics of the originating economy seem
to matter for MNBs to expand operations abroad, such as the market size of the originating
economy (Terrell, 1979; Khoury, 1979), or saturated home markets (Guillen and Tschoegl, 1999).

3

In the case of Hungary, the large and growing presence of FDI, particularly in the banking sector,
has been found to limit the government’ s public policy scope (Dancs, 1999).

* Multilateral agreements, such as GATS, have made it easier for MNBs to move abroad. A
greater ability to internationalize operations, however, should not be conflated with a greater
willingness of MNBsto do so, asthis depends on economic factors aswell asregulatory aspects.
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Findly, firm level characteristics appear to play a significant role, too, such as an MNB'’s
knowledge of international operationsand of the host economy (Ball and Tschoegl, 1982; Ursacki
and Vertinsky, 1992), or itsreserve ratio (Terrell, 1979; Goldberg and Saunders, 1981).

To analyze MNB presence across a large sample of countries more systematicaly, we

estimate a reduced form equation of the following form:

MNBCredit CurrentAccount DFDI MNBCredit

—— — )t=a +by(————————— )t+b + b 3De: + Populationt+b 4( —M )
(P X (—gpp  M*hAgpp hthe P —eop M )
wbsD(— 2Py i hep(— Py pp o BAOKCrEdit
Population Population BankDeposits

with MNBCredit as total loans of MNBs, GDP as nominal GDP, Gdp as real GDP, Population
aspopulation, FDI asforeign direct investment, Current Account asthe current account balance,
Bank Credit as the sum of bank loans to private and public enterprises and of loans to the
government, Bank Deposits as the sum of time and demand deposits a banks, and e as the real
exchange rate and mas the error term.

The ratio of MNB credit to GDP is chosen here, rather than MNB credit to total credit,
as the dependent variable for two reasons. First, there is some evidence that a growing presence
of MNBs has an adverse effect on the total credit supply (Weller, 1999). Hence, relating these
two measures would overstate the presence of MNBs. There is no such negative connection
between MNB loans and GDP. Second, since our interest here is to establish the importance of
less industrialized economies for MNBS, their operations should be related to the economy and
not the financia market. AsMNBs are entering underdevel oped financial marketstheir presence
should be seen in relationship to the potential share of the economy they could serve, and not the
probably much smaller share of the economy, which the financial sector actually serves.

The choice of explanatory variables reflects the earlier findings®. The ratio of the current
account balance relative to GDP is expected to measure an economy’s need for international
capital, with adecline in the current account balance resulting in more MNB loans. The ratio of

FDI flows to GDP is added as a larger MNC presence may increase the demand for MNB

5

Only host economy characteristics can be accounted for due to the aggregated nature of the data,
which does not alow to include characteristics of the originating economy or of the MNB itself.
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services. The changein the real exchange rate isincluded as MNBs may repatriate part or all of
their income, where a decline in the real exchange rate, which signals an appreciation, should
result in agreater MNB presence. However, area exchange rate depreciation may aso increase
MNB presence as the value of domestic assets has declined, and as it hence may become more
profitable for MNBsto enter strategic partnerships. Further, each country’s population is taken
asthe potential market size, with a growing population also resulting in alarger MNB presence.
Also, the past va ue of the dependent variableisincluded to account for the possibility that MNBs
enter amarket or expand their operations because other MNBs do so, too®. Thus, alarger MNB
presencein the previous period should lead to agrowing presencein this period. The growth rate
of real per capita GDP is used to measure the economic performance for each economy, where
it isassumed that MNBs want to increase their presence in better performing economies. Finally,
the ratio of bank credit to bank deposits proxies for the market opportunities for new entrants,
where it is expected that larger market opportunities should result in a greater MNB presence.
As changes in credit may be endogenoudly related to MNB presence, the regression is
estimated using two stageleast squares, with thelagged ratio of creditsto depositsasinstrument.
We begin our analysis of the determinants of MNB presence by including country fixed effects
only. The results are presented in regression (1) in table 4, showing that the presence of MNBs
increases with increasing FDI flows, depreciating real exchange rates, declining GDP per capita
growth, and past increasesin MNB credit. These results hold also if we add time fixed effects, as
regression (2) shows. In other words, the economic performance of lessindustrialized economies
seems to matter |ess than the ready markets, lowered asset prices, or past MNB presence.
Apparently, MNBsincrease their presence in response to the existence of aready market
asillustrated by the estimated parameter for FDI flowsrelative to GDP. In particular, an increase
in FDI inflows relative to GDP by one standard deviation resultsin agrowing MNB presence to
the tune of 0.92 percentage points relative to GDP. It seems important here to address the issue
of causality between MNB and MNC presence, though. Sabi (1988, 1994), for instance, suggests
that MNBsfollow their clientsinto the host economy. This, however, contrasts with Ursacki and
Vertinsky’s (1992) findings that MNBs may actually pave the way for their MNC clients. Dueto
the short time period covered by the data, the usefulness of Granger causality analysisisreduced,

which leaves us to first regress the presence of MNBs relative to GDP on its own value lagged

6

The lagged value of the dependent variable a so controls for omitted variablesin the regression.
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twice, and on FDI inflows lagged twice, and then to regress FDI flows on its own value lagged
twice and on MNB presence lagged twice. Theregression resultsin table 5 show that FDI inflows
are a better predictor of MNB presence than the other way around.

Further, the results indicate that MNBs increase their presence in response to a
depreciating real exchange rate. A depreciation of one standard error resultsin an increase of a
local MNB presence of 1.95 percentage pointsrelativeto GDP’. Thisillustrate hence atrend that
has been observed in a number of economies, namely that MNBs increase their presence after a
currency crisis has occurred. After the Mexicon peso crisisin 1995, for instance, MNB presence
grew with 1.14% relative to GDP more than twice as fast as its average growth for Mexico of
0.48%. Even more impressive is the 1.87% increase in MNB presence in Korea in 1997, which
compares to an average growth of 0.04%. Put differently, the fact that prices of domestic assets
have dropped for international investors seemsto matter more than the fact that an economy may
be temporarily in arecession. This may aso help to explain the unexpected sign for per-capita-
GDP, which indicates that MNBs increase their presence in response to alower growth rate.

Findly, MNBs appear to increase their presence significantly, where they are already
operating. If MNB loans relative to GDP increase by one standard deviation in the previous
period, their loans also increase by 4.40 percentage points relative to GDP in the current period.
However, whether this means that MNBs widen their base where they are aready operating, or
whether older entrants attract more MNBs cannot be detected due to the aggregated data.

Clearly, the determinants of MNB presence may vary from region to region due to
location, historical ties, or cultura similarities. Hence, we estimate the equation for Latin
America, Asia, and Africa separately. The results shown in regressions 3-8 in table 4 show that
only one variable, namely previous MNB presence is significant in all three cases. Further, the
results illustrate some interesting differences’. In the case of Latin America, for instance, only
changes of the real exchange rate are an additional determining factor of MNB presence,
suggesting that the rapid growth of MNBs in the region is connected to a number of currency

depreciations in the recent past. In the case of Asia, changes of the real exchange rate are aso

7

It should be noted that MNB loans include only their local currency positions. Thus, the data
doesnot includefluctuationsin MNB credit, whichresult merely from exchangeratereval uations.

A F-test hasacritical value of F(9; 391) equal to 1.31 showing that the data for the three regions
should be considered jointly.



sgnificant determinants, as are FDI flows and market opportunities, thus also supporting earlier
findings that profit opportunities and the presence of MNCs determine MNB presencein Asian
countries. Finally, in Africa, only past values of MNB presence are significant, suggesting that
factors not included here play a more important role in determining MNB presence in Africa
Our results show that host country characteristics, such as real per capita GDP growth,
population, size of the banking sector or current account balances are not significant in
determining MNB presence, but that lower asset prices, a ready market and competition with

other MNBs may matter more than economic fundamentals in attracting MNBs.

I1.3 Activitiesof MNBs

After having examined the determinants of MNB presence, we now turn to MNB
activities. Generally, MNB activities are more limited in their scope than the activities of local
banks, and they tend to remain more restricted. In the early stages of MNB operations in a host
economy, their operations are limited by a few factors, such as small capital base, insufficient
physical and human capita, and unfamiliarity with the host economy. Over time, al these hurdles
may be overcome, but in most cases, thisleads MNBsto only expand in market segments, where
they are dready active, with the possible exception of strategic partnerships.

The market segments served by MNBs are areas where MNBs have a clear competitive
advantage. One of the main reasons for MNBSsto enter a new economy isto provide servicesto
MNCs which are already their customers in other parts of the world. Further, MNBs provide
services that other banks are either less familiar with or that they cannot provide. Such services
include foreign currency loans, acceptances and guarantees related to internationa trade, or
syndicated loans (Brainard, 1990; Euh and Baker, 1990). Due to the nature of these services,
large domestic corporations become MNB clients, whereas SMEs are less likely to require these
services. Finally, MNBs offer their services to high net worth individualsto attract new deposits
andto provideconsumer finances. Suchretail banking servicesincludebrokerageservices, savings
products, mortgages, credit cards or consumer loans (Brainard, 1990).

The evidence suggests that in most cases, MNBs have rarely expanded their activities
beyond these market segments. For instance, when competition in traditiona MNB market
segmentsincreased in Koreain the 1980's, some MNBs shut down their operations, while others

9



expanded their activities where competition were not as fierce, in this case services to high net
worth individuals, customized financing packagesfor corporate clients, or foreign currency loans
(Brainard, 1990; Euh and Baker, 1990).

Market segments which have so far been largely ignored by MNBs are only getting a
second look lately, and then only thanks to the fact that MNBs have increasingly obtained
minority or majority market shares of domestic banks. For instance, since 1995 Banco Santander
SA, Banco Bilbao Vizcaya SA, and Banco Central Hispano have bought large shares of amost
30 large banks in more than ten countries in Latin America, predominantly in order to offer
banking services to formerly underbanked markets, such as SMEs and lower income individuals
(WSJ, September 10, 1997; Guillen and Tschoegl, 1999).

The evidence of MNB activities confirms some of the findings on the determinants of
MNB presence. In particular, MNBs appear to serve mainly three market segments, namely
MNCs, large domestic corporations and high net worth individuals, thereby especially supporting
the finding that FDI flows are asignificant determinant for MNB presence. The evidence further
suggests that MNBs occasionally expand their activities beyond these three market segments,
particularly if they obtain minority or majority sharesin domestic banks. In discussing the results
on the determinants of MNB presence, we have already speculated that this may be the casein
the wake of afinancia crisis in less industrialized economy, as MNBSs increase their presence

significantly in response to a currency depreciation.

1. Multinational Banks, Finance Constraints and Financial Stability

What is the impact of MNB entry and MNB operations on the domestic economy in less
industrialized countries? In the previous section, we found that MNBSs focus their activities on
three market segments, which raises the question whether this concentration of MNBs has any
effect on the behavior of domestic banks? Doesit force them to become more efficient to compete
with MNBs? Or does it leave them with less premium clients, and therefore more exposed to
default risk? How does this impact the supply of credit and financial stability?

Based on the financial liberalization (FL) framework, it is often recommended that more
foreign entrantswill enhancethe efficiency of domestic banks. In McKinnon's(1973) and Shaw’s

(1973) discussion to address the apparent excess demand for credit in less industrialized
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economies, anumber of measuresto deregulate financial markets are proposed, anong them the
elimination of market entry restrictions. MNB entry is particularly welcome, since it supposedly
introduces market discipline, and importsforeign expertise, banking know-how and bank capital .

However, the standard FL view of international competition ignores the crucial value of
information for financial firms. If borrowers and lenders do not have perfect information about
each other, borrowers cannot obtain the necessary amount of finance for their investments
(Stiglitz and Weiss, 1982; Gertler, 1988; Bernanke 1993). With respect to the effect of
international financial competition on banks, anumber of different outcomesare now possiblethat
can effect the supply of credit, and possibly the stability of the domestic banking system.

The effect of agreater MNB presence on the credit supply by domestic banks depends on
a bank's net worth. If a bank's net worth remains above a safety threshold the bank will not
increase its lending unless its net worth increases, but once its net worth falls below that safety
threshold the bank will increaseitslending, particularly for high risk high projects, sinceit stands
to lose little or nothing. The dilemma, though, is that financial competition may further limit
banks ability to raise their net worth, and hence they may restrict their lending given that their
net worth is above their safety threshold.

In liberalizing economies, domestic banks are newcomers to an unregulated market
environment, and hence should be seen asan infant banking industry with large capital needs. New
capital isnecessary to compete, especially with MNBs, whereas the presence of MNBslimitsthe
options to raise new capital. Specifically, more competition lowers interest rate spreads and
retained earnings, and thus the most important source for new capital. In one of the most
comprehensive study on the profitability of domestic banks and MNBs the authors find that " an
increase in the share of foreign banksleadsto alower profitability of domestic banks’ (Claessens,
Demirgulic-Kunt, and Huizinga, 1998). Thus, earlier findingsby Terrell (1986) are supported, who
found that banksin economies, which allow MNB entry, havelower grossinterest margins, lower
pre-tax profits, and lower operating costs. This limits the ability of domestic banks to raise their
capital asother sources, such as public capital injections or equity issuesare not readily available.

When faced with more competition and less accessto capital, domestic banks may reduce
their lending aslong astheir net worth remains above their safety threshold. Without areduction
in lending, greater competition and less access to capital should rise the chance of bank failure.
This risk can be contained by emphasizing less risky loans over riskier ones, or by reducing

lending overall. Credit to MNCs, for instance, or to large domestic corporations, is clearly less
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risky than to others, such asto rura producers, to small and medium-sized enterprises (SMES),
or to start-up companies. However, MNBs possess already a competitive advantage in serving
less risky market segments, such as MNCs, due to their reputation or their internationa
orientation. By virtue of their competitive disadvantages, domestic banks are then left more
exposed to riskier market segments than without international competition. Consequently, few
alternatives remain for sufficiently capitalized domestic banks to reduce their risk than to reduce
their loans.

Credit decreases in connection with more international competition have been observed
in Korea (Euh and Baker, 1990), Poland (Weller, 19994), or Hungary (Weller, 1999b). In
particular, the fear that some sectors are more affected than others led Korean policy makersto
require that MNBs lend 35% of their loans to SMEs (Euh and Baker, 1990). Similar lending
requirements have not been introduced in Hungary where the majority of the country’ s banks are
foreign owned, real credit has declined by 35% from 1989 to 1994 (Wéller, 1999c¢), and the
financia constraints of some Hungarian borrowers are agrowing concern (Anderson and Kegels,
1998; Abdl, Szekely and Siklos, 1998). Finally, the case of Poland isthe only onefor which MNB
presence has been linked to credit supply (Weller, 1999a). It isfound that both newly created and
privatized Polish banks reduce their loansin response to agrowing MNB presence, thereby also
lowering total credit in Poland during the early transition years.

With adecline of enterprise credit by domestic banksin theface of greater MNB presence,
it isnoteworthy that less loans by domestic banks only result in an overall credit declineif MNBs
are not compensating for thisdecrease. MNBsfocustheir activitieson serving MNC clients, large
domestic corporations, and high net worth individuals. Further, MNBs are unlikely to enter more
market segments, where domestic banks are reducing their loans due to MNBS' lack of country
specific knowledge. Thus, as MNB operations are unlikely to compensate for the reluctance of
domestic banks, and as domestic banks comprise the majority of the banking sector in most less
industrialized economies (table 2), total enterprise credit may fall.

Up to now, we have focussed on the possibility that MNB entry may lead to a credit
contraction. Alternatively, MNB entry may also result in a credit expansion, possibly for
unsustainable, speculative purposes, such as excess real estate financing. While it is argued that
more international competition forces banks to become more efficient, a destabilizing role of
MNB entry haslately been suspected (BIS, 1997; Kaminsky and Reinhart, 1996; Demirgulic-Kunt
and Detragiache, 1998). The BIS (1997:13) argues, for instance, that "financial institutions ...

12



often lack the experience to managerisks, and in theface of stronger competition, institutionswill
tend to be pushed towards riskier investments’. Though, why banks that are stable without
international competition become more proneto risk taking with it is so far unclear. MNB entry
may raise the chance of acrisis because of competitive pressures, or because poor capitalization
of domestic banks, or because of a*“deregulation euphoria’.

Obviously, MNB entry raisesthe number of banks, and thus the competitive pressuresfor
domestic banks. To maintain their market share, domestic banks may extend credit to borrowers
or projects of lesser quality, thus increasing automatically the default risk in their portfolios
(Darity and Horn, 1988). While such abehavior is concelvable in the early stages of international
financial competition, it appears unreasonable once MNBs have achieved a sizable market share.
Domestic banks, which have less capital or know-how than MNBs should reduce their credit and
risk exposure - as long as their net worth is above their safety threshold.

Domestic banks, which are plagued by low or even negative net worth may extend their
loans to riskier market segments once international competition heats up, regardless of
competitive pressures. Such banks simply stand to lose little or nothing in the case of a bank
failure because they are de facto bankrupt. The mechanism that may push banks with relatively
low net worth into seeking out high risk, high return projects is the same that induces lower
lending by better capitalized banks, namely adeclinein retained earnings. Banks' franchise value
declines with lower profitability, and thus should lessen the expectations of poorly capitalized
banks to improve their situation without increasing their portfolio risk.

Findly, financial instabilities could arisefrom a* deregul ation euphoria’. By this, we mean
that banks may become overly optimistic about borrower quality, and subsequently extend their
loans to include less credit worthy projects. MNB entry is part of FL, as are the elimination of
interest rate ceilings, the reduction of lending restrictions, capital account liberalization, and
domestic deregulation. Sectorsthat were previoudly credit constrained may now receive funding
because higher real interest rates promise more profits to banks. More credit might in turn
increase business investment, both for productive as well as speculative projects. Real and
financial expansions should attract overseas investors, which may lead to a real appreciation,
attracting even more capital. However, rather than a stable equilibrium, changes in economic
fundamentals may merely produce periods of tranquility (Minsky, 1986). The initial boom may
aready lay thefoundation for later instabilities. For instance, interna liberalization may aid short-

term specul ative finance, thereby raising the chance of borrower default. Similarly, acontinuously
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overvalued currency hurts exporters, and may lead to a deterioration in the current account
balance. Withlessfundsgoinginto productiveinvestments, and morefundsgoing into specul ation
and consumption, real and financial sector may grow apart. Thus, borrower default may rise, and
currency depreciation and bank instabilities may follow suit.

The role of MNBs in a destabilizing cycle may be that it increases the optimism among
lenders, and thereby fuel san unsustainable credit expansion. The presence of overseas capital may
be seen by domestic banks as a“stamp of approval” for the economic success of an economy. In
other words, domestic investors may interpret more financial service FDI as a signal of sound
economic fundamental s, thereby inducing them to lend more than they otherwise would.

The entry of MNBs can impact the credit supply in either direction as more international
financia competition may induce a credit contraction, and increase the propensity for banks to
engage in more risky projects. The implications of this dua effect are that while credit
contractions may dominatein the early stagesof FL, credit expansion may become dominant over
time as MNBs grow and as banks and regulators become more confident with the new situation.

Theentry of MNBscanimpact both credit supply and financial stability ineither direction.
On the one hand, domestic banks may want to reduce their risk exposure by lowering their loan
exposure, on the other hand, domestic banks may want to raise their expected revenue streams
by lending more for riskier activities. The implication of our discussion is that while credit
contractions may dominatein the early stagesof FL, credit expansion may become dominant over

time as banks and regulators become more confident with the new situation.
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[11.1 Empirical Analysis

The figures in table 2 indicate that credit contractions continue after MNB entry. The
measures used here are enterprise credit - the sum of credit to private and public enterprises - and
total credit. After MNB entry credit growth relative to GDP tends to be higher, except for Latin
America, where credit declines at about 5%. Moreover, in the Middle East and Eastern Europe
total credit relative to GDP is still shrinking after the entry of MNBS, at -1.62% and -0.62%,
respectively. Further, even though total credit isgrowing in Africa, it isone out of two areas, the
other being Latin America, where enterprise credit is shrinking, while MNBs are present.

Whilethe credit supply seemsto beimproving in the presence of MNBS, theissue remains
whether MNB presence can be linked to the credit supply. In 24 out of 88 countries, total credit
ispositively correlated with MNB presence. However, in 19 out of 88 countries, the credit supply
is negatively correlated with MNB presence. Hence, we cannot infer any conclusions from the
simple descriptive statistics about the connection between MNB presence and credit supply.

Part of the reason for the conflicting evidence may be that while MNB presence may
initily result in less credit supply, it may aso induce riskier loans in later periods. Thus, we
should be able to observe a growth in the likelihood of banking crises, the longer MNBs are
present in lessindustrialized economies. The data set is therefore split, so that we can get asense
on the link between MNB presence and crises. A year is qualified as acrisis year if its banking
system is showing either significant problems or experiencesacrisis (Garcia, Lindgren and Saal,
1996). There are 95 different events that are classified as banking crises up to 1996, during the
majority of which, 52, MNBs have been present. Thus, observations are classified as occurring
when MNBs are present, or when MNBs are not present. Further, MNBs are considered present
either if there is any MNB credit, or if MNBs have at least a 1%, a 2%, or a 3% credit market
share. The chance of acrisisisthen calculated for the first five years, the second five years, and
any years beyond the first ten years of MNB presence. Table 6 shows that MNB presence is
loosely connected with the occurrence of a crisis. While the probability of a bank crisis hovers
around 4% for the first 5 years of MNB presence, it increases to 6% for the second 5 years,
before it declines to 4-5% for the years after the first ten years. In other words, there is some
reason to suspect that the presence of MNBs may have initially a stabilizing impact on domestic
financia systems, while international financial competition may become destabilizing over time.

We can aso find some support for MNB growth as part of a“deregulation euphoria’. In
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particular, MNB presence grows above average in the year leading up to acrisis (table 7)°. While
the growth rate of MNB loans is on average 32.46 percentage points below their mean during
tranquil periods two years prior to acrisis, it is40.41 percentage points higher one year prior to
acrisis. Further, MNB credit market share grows aboveitstranquil period averageintheyear just
before acrisis, which indicates that MNBs are expanding their loans faster than domestic banks.

The fact that MNBs are expanding their loans faster than domestic banks prior to acrisis
may raise the overall default risk, thusincreasing the chance of acrisis (Kaminsky and Reinhart,
1996; Demirgtic-Kunt and Detragiache, 1998). The main link between more credit and instability
are overly optimistic expectationsresulting in the expansion of credit to market ssgmentsof lower
quality. Such optimistic expectations may be aided by agrowing MNB presence, possibly because
domestic lenders see the activities of MNBs as “ stamp of approva” for the performance of the
domestic economy. Thus, while MNBs may initially raise stability by inducing banks to reduce
credit, they may also help toraiselenders’ expectations and to foster imprudent lending practices.

[11.2 Regression Analysis

So far, the figuresindicate no clear link between MNBs and credit supply, while thereis
some indication that less industrialized economies may become more unstable the longer MNBs
are present, and the more they grow. To investigate the impact of MNBs on credit supply and on
stability, we use acredit supply function derived from astandard credit supply model under credit
rationing (Greenwald and Stiglitz, 1990).The estimation equation, then, looks as follows:

( EnterprlseCredn)t —a +by( Capital ) +b o Deposats)t +baD( de_ i+ a( EnterprlseCredlt)t »
GDP GDP GDP Population GDP (2)
MNBCredit MNBCredit , , Total Credit ’
+b5( )t +bs( ) t+b7(———)t- 1+et
GDP GDP GDP

°® The figures in table 7 are calculated by first defining the two years prior to a crisis year, the
actual crisisyear, and the two years after acrisis as crisis periods. Then, the average for the non-
crisis periodsistaken. Finally, the difference of avariable and its mean during non-crisis periods
Is calculated. The mean of this difference for the crisis periods is reported in table 7.
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where Enterprise Credit isthe credit supply to private and public firms, Bank Capital isthetotal
bank capital, Deposits are dl bank deposits, GDP isnomina GDP, Gdp isreal GDP, Population
isthe current population, MNB Credit isthe credit lent out by all MNBS, and eisthe error term.

Asour argument pertains predominantly to the commercial lending behavior of domestic
banks, our dependent variable is enterprise credit, which is the sum of bank credit to private and
public enterprises. We further include the lagged value of enterprise credit relative to GDP as
explanatory variable, which allows usto aso control for possible omitted variables. In a second
step, we reestimate the regression using total credit as the dependent variable, where its lagged
valueisused as explanatory variable instead. Since the mgority of total credit is enterprise credit
(table 3), theeffect of international financial competition on enterprise credit may belarge enough
to have a significant impact on the total credit supply.

Inits basic form, bank credit is supposed to depend on abank’s capital, its deposit base,
and on the performance of its borrowersin the previous period. Consequently, we expect that the
credit supply depends positively on changesin bank capital and deposits, and onincreasesin rea
per capita GDP. Due to the fact that the data set comprises aggregate data, the deposit variable
also controls for changes in a country’s monetary stance, and real per capita GDP growth
accounts for the performance of each economy’s real sector. Further, to model the ambiguous
effect that MNB presence may have on credit supply, we include both alinear and a quadratic
term for MNB presence. With a growing MNB presence, domestic lenders expectations may
become more optimistic asgreater MNB activity may be perceived as* stamp of approval” for the
performance of thelocal economy. Thus, we would expect MNB presenceto affect credit supply
negatively when MNBs are small, and increasingly more positively as MNBS grow.

To analysetheimpact of MNB presence on credit supply in lessindustrialized economies,
we begin by estimating the regression using least squares with dummy variables to control for
country fixed effects. Since deposits may be endogenously related to the credit supply, we
estimate the regression by using two stageleast squares, wherethe lagged val ue of deposits serves
as instrument. The results in regression (1) in table 8 show that all variables have either the
expected sign or areinsignificant. Most importantly for our purposes, the MNB variablesare both
significant with the right sign, suggesting that MNBs lower the supply of credit as long as they
are small, and eventually have a positive influence on the supply of credit to enterprises. Thus,

enterprise credit reaches its lowest point when MNB credit is equal to 15.9% of GDP. Looking
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at it differently, if MNB presenceis at its average of 3.25% of GDP (table 3) and increases by 2
percentage points relative to GDP, the supply of enterprise credit declines by 1.01 percentage
points relative to GDP. Only if MNB presence grows beyond 15.9% of GDP, which isthe case
for 10 countries out of 112, does itsimpact on the supply of enterprise credit turn positive.

In recent yearsanumber of multilateral agreements have madeit easier for MNBsto enter
lessindustrialized economies. For instance, the compl etion of the Uruguay round on the Generd
Agreement on Tariffsand Trade (GATT) in 1994, and the subsequent ratification of the GATS
in 1997 were two such events that have eased access for MNBsinto awide array of economies.
To control for such global changes, we add time fixed effects, with the results in regression (2)
of table 8 showing our estimates largely unchanged, both with respect to significance and size of
the explanatory variables.

Aside from changes over time that affect all economies, countries may undergo shiftsin
their policiesregarding MNBs at times separate from changesin other economies. Suchindividual
policy changes, often in the form of more financia liberaization, are not captured by time fixed
effects, and may only be partially accounted for by the inclusion of deposits and real per capita
GDP growth in the regression. Hence, we add atime trend for each country individually, starting
with the year when MNB credit isfirst reported. As such atrend measures a country’ s response
to international financial competition, and presumably other related liberalization measures, it
seems only reasonable to assume that as institutions become more adept to the new, more
competitiveenvironment, their responsesbecomegradually lesspronounced. In other words, such
atrend may not bein alinear form, but rather alogged form. Adding thislogged time trend to the
previous regressions, provides uswith regression (3) of table 8. Theregression results show, that
the previous estimates are robust, still indicating a U-shaped response to MNB loans, with the
strongest negative impact when MNB credit amounts to 18.1% of GDP in the previous period.

Another way of looking at the robustness of the results is to reestimate the equation
employing alogarithmic specification, instead of the specification with levels, that we have used
so far. Obvioudly, the squared term of international financial competition disappears in this
specification, which shows again an overall negative responsein enterprise credit to MNB credit.
Also, al other results reappear in this specification. However, using Theil’s (1972) residua
variance criterion on the larger residual sum of squaresfor the logarithmic model and the smaller
residual sum of squaresfor the levels model, we obtain atest value of 2.08, which is F distributed
with 210 degrees of freedom in both the numerator and the denominator suggesting that thelevels
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model is the more appropriate specification at the 1% level.

Given that there is a negative effect of MNB loans on the supply of enterprise credit, the
issue ariseswhether thistrandatesinto an overall decline of credit. Similar to our proceeding with
respect to enterprise credit, we estimate the impact of MNB presence on the supply of total credit
in regressions (1) through (4) in table 9. Our results show only a negative response to MNB
credit, indicating that for each increase of MNB credit relative to GDP in the previous period to
the tune of one standard deviation results in a decline of total credit by 3.13 percentage points
relative to GDP, when country and time fixed effects as well as country specific trends are
accounted for'®. Put differently, the negative response in enterprise credit to MNB credit seems
to be strong enough to lower total credit, while the positive impact of larger MNB market shares
on the supply of enterprise credit does not appear to trandate into more total credit.

Considering that in the majority of economiestheimpact of MNB loans has been to lower
the amount of either enterprise credit or total credit, it is hard to see how international financial
competition could result directly in more fragile banking systems. On the contrary, because of
their overall negative impact on the credit exposure of domestic banks, MNBs may help to
stabilize the local banking systems, at least so far. The fact that we observe an increasing
likelihood of banking crises the longer MNBs are present in less industrialized economies, may
therefore be simply correlated to other macro economic trends, such as unsustainable
overvaluations, largeinternational short-term debt positions, or persistent current account deficits.

Asidefrom possibly helping to stabilize the domestic banking systems, there may be other
implications of the lower credit exposure of domestic banks. For instance, thereis some evidence
that the supply of credit has a positive impact on growth in lessindustrialized economies (Calvo
and Corricelli, 1993; Odedokun, 1996), which suggests that a growing MNB presence in most
less industrialized economies may have put a damper on growth. This possible negative impact
on growth may be largely attributable to the negative impact of declining credit on business
investment. It has been well established that businessinvestment in lessindustrialized economies
depends positively on the supply of bank credit. The question, however, is whether al firms are

likely to experiencefinance constraintsto the same degree. Domestic banks can reducetheir loans

10

Again, calculating Thell’s residua variance criterion to compare the logarithmic specification
with the levels specification, generates a test statistic, which is F distributed of 6.18 with 392
degrees of freedom in the numerator and 401 degrees of freedom in the denominator. Thus, the
levels specification is again the more appropriate one at the 1% level.
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to al their borrowersto the same degree, or they can reducetheir loansto some morethan others.
Given that loans to some borrowers are less costly, and often also less risky, it is likely that
domestic bankswill reduce these loans to alesser degree than more costly loans. Arguably, loans
to smaller borrowers are more costly and often riskier, when compared with loans to MNCs or
large domestic corporations. Hence, small- and medium sized enterprises, or start-up companies
are more likely to experience finance constraints than larger, more established firms. This seems
to have been the case in Hungary, for example, where by 1995, the mgjority of domestic banks
has aready been foreign owned. Subsequently, finance constraints for SMEs and start-up
companies have been recognized in recent studies (Anderson and Kegels, 1998; Abel, Siklos, and
Szekely, 1998). Given that Hungary is cited by the WTO as one of six less industriaized
economies, which have become increasingly integrated in the world's financia markets, our

results shed an interesting light on what may lie ahead for others.

V. Conclusion

In this paper, we have studied the presence of MNBs in less industrialized economies for
the period from 1985 to 1998, and itsimpact on credit supply and financia stability. With respect
to the determinants of MNB presence, we find that lower asset prices, a ready market and
competition with other MNBs matter more than economic fundamentals of the host economy. In
line with these results, MNBs focus their activities predominantly on serving MNCs, and on
providing servicesthat domestic banks cannot offer to domestic corporations, and high net worth
individuals. Thus, we also find that domestic banks lower their total credit exposure by reducing
their commercial loans in response to increased competition, particularly in serving MNCs,
domestic corporations, or high net worth individuals, which may lead to real implicationsfor less
industrialized economies, particularly lower business investment. The limited evidence that is
available suggests that SMEs and start-up companies may be particularly affected by growing
finance constraintsin the face of alarger MNB presence. Finally, given that MNBstend to lower
thetotal credit exposure, aswell asthe enterprise credit exposure of domestic banks, these should
also become more stable. In other words, banks reduce their credit exposure to lower their risk
exposure in the face of more international financial competition, thereby increasing the stability

of the banking system as awhole.
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Asthe overall impact of MNB presence seems to be to lower enterprise credit and total
creditinlessindustrialized economies, other reasonsfor the entry of MNBs need to be compelling
enough to compensate for the drawbacks of international financial competition. For instance, our
results indicate that MNBs follow MNCs into less industrialized economies. It is therefore
conceivable, that MNBs may aid MNC operations, and that they lead to more FDI growth in the
long run than without MNB presence. As much as MNCs are desirable partners in economic
development this connection between MNBs and MNCs should be weighed against the possibly
dampening effect on business investment. Further, in the wake of the recent financia crises, FDI
flows, and among them FDI in financial services, may be considered more stable than short term
portfolio flows, although the experience of Thailand casts some doubt on this contention. Asfar
aslessindustrialized economiesdepend oninternational capital for their development, MNB entry
may be adesirable alternative to portfolio investment. While there may be compelling reasons to
attract MNBs into less industrialized economies, policymakers may want to consider regul atory
actionsthat help to lower the adverse effects of MNB entry. For instance, recent studieson MNB
presence suggest that MNBs, which have entered joint ventures or strategic partnerships with
domestic banks are more likely to serve typically finance constrained market segments, such as
start-up companies or SMES. Hence, encouraging or requiring such partnerships may help to

lower the drawbacks of MNB entry.
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TABLE 1: SUMMARY STATISTICS FOR MULTINATIONAL BANKSBY YEAR AND GEOGRAPHICAL AREA

Year Total MNB Lending (Mn. US$) Net Imports (MNB Loans- MNB Deposits) (Mn. US$)

Eastern Latin Middle Eastern Latin Middle

Europe America East Africa Asa Europe America East Africa Asa
1985 77 9773 2608 3499 15130 0 2332 -15 298 6022
1986 275 12728 2960 3397 14454 72 2199 -32 -4 3691
1987 367 14308 3152 3696 17308 32 2474 -109 71 6516
1988 365 14358 3345 4478 17454 18 -807 -58 20 6164
1989 379 13420 1582 3852 23332 69 2028 58 18 6910
1990 420 15312 1908 4525 27472 55 2302 227 -67 9345
1991 708 16668 1932 3953 30461 -28 3160 52 -16 10570
1992 518 21385 2246 4054 36395 156 5700 106 -131 13327
1993 1358 24908 4368 4732 45417 526 6128 -133 -375 14822
1994 7818 30357 4852 6575 51836 3457 7804 -6 -899 17227
1995 8295 44276 5393 8180 56517 2901 10649 508 -91 18446
1996 15849 64089 5615 6862 64949 5538 16245 568 714 21158
1997 24499 123040 6836 6988 73260 7562 24530 -1505 502 16093
1997 MNB 14.27 16.93 0.41 9.13 4.63 - - - - -

Sources: BIS, Consolidated International Banking Stetistics; IMF, International Financial Statistics.
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TABLE 2: MULTINATIONAL AND INTERNATIONAL BANKING STATISTICS BY GEOGRAPHICAL AREA FROM 1985 TO 1997

Variable Eastern Europe Latin America Middle East Asia Africa
Average Growth of MNBs (%)* 739.50 133.38 34.75 3116 140.26
Average Credit Market Share of MNBs (%)° 211 8.02 16 2.96 2.79
Average Deposit Market Share of MNBs (%)° 241 9.26 281 34 7.52
Average Growth of International Bank Loans 10.65 7.44 17.17 16.74 215
(%)°
Average Ratio of MNB Credit to International 9.15 21.6 6.5 12.14 17.65
Bank Credit (%)°

Without With Without With Without With Without With Without With

MNBs MNBs MNBs MNBs MNBs MNBs MNBs MNBs MNBs MNBs

Average Growth of Enterprise Credit/GDP (%)? -4.79 -0.85 -3.03 -3.8 -0.76 0.69 -0.16 4.52 0.20 -1.14
Average Growth of Total Credit/GDP (%)? -2.28 -0.62 157 -5.05 -2.18 -1.67 0.16 251 -0.81 0.02

Sources: BIS, Consolidated International Banking Statistics; IMF, International Financial Statistics.

Notes: 2 all averages are GDP weighted averages.

b averages calculated only if MNB lending is present in the same period.

“MNB loan growth rates are calculated after loans are re-converted into domestic currency.
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TABLE 3: SUMMARY STATISTICS FOR REGRESSION ANALY SES

All Eastern Middle Latin Asia Africa
Countries  Europe East America
A (Gdp/Population), 1.639 0.103 0.211 4.435 3.387 -0.292

(21.856)  (13.121) (20.933)  (5.660)  (5.660)  (12.249)
(Current Account/GDP), -4985  -3.760 -2.695 -6.625 -3.087 -5.233
(13656)  (6.880)  (24.910) (14551  (7.488)  (11.759)

(Bank Credit/Bank 12359 136127 102004 135073 136495  112.654
Deposits), (106.949) (62.131)  (44.026) (154.114) (147.062)  (55.322)
A (Real Exchange Rate), 10.170 7.978 24.380 20.453 1538 5.117

(172.111) (54.984) (226.077) (308.027) (15.405)  (31.632)
A (FDI/GDP), 1.736 1.453 0.579 2.723 1.367 1.451
(5.878)  (2.098)  (1112) (4411  (1.832) (8.304)
(MNB Credit/GDP), 3.248 1.166 1.863 5.308 2.168 2.41
(511)  (1.883)  (2920)  (6.423)  (1.881) (4.957)
(Bank Capital/GDP), 4.894 4.811 7.508 5.116 5.894 2.547
(4250)  (3925)  (6.130)  (4.169)  (3.992) (3.149)
(DepositsGDP), 29442 25442 53548 33.221 34.354 20.755
(19.402)  (15.875) (24515)  (17.777)  (16.187)  (13.160)
(Total Credit/GDP), 41907 43409  64.892 51.480 44.776 28.795
(36.390) (26.064) (36471)  (50.343)  (25.929)  (22.904)

(Enterprise Credit/GDP), 25096 28030 30876 34136 29406  12.874
(18528) (20.648) (15.238) (16.513) (24.295)  (8.001)

Note: All figuresin percent. Standard deviation in parentheses.

24



TABLE 4: DETERMINANTS OF MNB PRESENCE

All Countries Latin America Asia Africa

(1) LSDV (2) LSDV (3) LSDV (4) LSDV (5) LSDV (6) LSDV (7) LSDV (8) LSDV

(Current Account/GDP), 0.0394 0.0348 0.0426 0.0339 0.0138 0.0098 0.0336 0.0265
(0.0251) (0.0251) (0.0424) (0.0431) (0.0263) (0.0334) (0.0563) (0.0578)
(AFDI/GDP), 0.1571*** 0.1415** 0.1166 0.0858 0.2163*** 0.1991** 0.2048 0.2061
(0.0563) (0.0577) (0.0734) (0.0774) (0.0263) (0.0839) (0.2001) (0.2069)
A(Real Exchange Rate), 0.0113*** 0.0110*** 0.0158*** 0.0154*** 0.0151*** 0.0180*** 0.0051 0.0057
(0.0038) (0.0038) (0.0060) (0.0059) (0.0039) (0.0068) (0.0126) (0.0134)
Population 6.36e-09 6.08e-09 1.09e-07 4.12e-08 1.203e-09 6.07e-10 -2.03e-07 -6.25e-08
(1.33e-08) (1.41e-08) (1.18e-07) (1.32e-07) (3.80e-09) (4.69e-09) (1.59e-07) (2.24e-07)
(MNB Credit/GDP),, 0.2987*** 0.3029*** 0.3441*** 0.3359*** 0.6883*** 0.6917*** 0.2536*** 0.2662***
(0.0458) (0.0461) (0.0783) (0.0780) (0.0808) (0.0864) (0.0896) (0.0941)
A (Gdp/Population), -0.0239* -0.0256* -0.0343 -0.0315 -0.0151 0.0024 -0.0202 -0.0275
(0.0138) (0.0140) (0.0245) (0.0252) (0.0218) (0.0237) (0.0284) (0.0300)
A (Gdp/Population),, -0.0114 -0.0117 -0.0145 -0.0165 0.0131 0.0210 -0.0182 -0.0355
(0.0115) (0.0117) (0.0177) (0.01815) (0.0182) (0.0199) (0.0251) (0.0274)
(Bank Credit/Bank Deposits), -0.0055 -0.0047 -0.0028 0.0024 0.0262*** 0.0298*** -0.0205 -0.0321
(0.0059) (0.0062) (0.0069) (0.0070) (0.0081) (0.0090) (0.0200) (0.0223)
Constant -3.2619 5.2791 1.9554 1.9127 -2.9563** -3.1514 47222 8.5679
(11.4952) (5.2219) (4.5433) (4.7812) (1.2308) (4.3703) (4.7719) (23.3010)
Country Dummies Yes Yes Yes Yes Yes Yes Yes Yes
Y ear Dummies No Yes No Yes No Yes No Yes
No. of Observations 475 475 179 179 92 92 145 145
R-squared 0.8752 0.8803 0.9125 0.9217 0.8988 0.9128 0.7807 0.7973
F-statistics 37.36 33.71 53.58 41.93 36.48 23.84 12.05 9.67

Note: Standard errors in parentheses below coefficients. For test statistics, probability of falling below critical value in parentheses.* denotes significance at the 10% level, **
significance at the 5% level, and *** significance at the 1% level. For LSDV regression, the F-Statistics are reported, while the Chi-squared statistics are reported for GLS
random effects.
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TABLES:

SOME EVIDENCE ON CAUSALITY BETWEEN MNBS AND BUSINESS FDI

Dependent Variable (MNB/GDP), (AFDI/GDP),
) @) ©) 4 ©) (6)
Random LSDV LSDV Random LSDV LSDV
Effects Effects
(MNB/GDP),, 0.550*** 0.253*** 0.261*** 0.055 0.027 0.021
(0.041) (0.041) (0.041) (0.034) (0.038)  (0.038)
(MNB/GDP),, 0.309*** 0.101** 0.105** -0.005 -0.056 -0.064
(0.040) (0.041) (0.041) (0.033) (0.039)  (0.039)
A(FDI/GDP),, 0.035 0.050 0.036 0.540*** 0.293***  0.261***
(0.048) (0.047) (0.048) (0.040) (0.089)  (0.045)
A(FDI/GDP),, 0.072 0.119** 0.113** 0.193*** 0.089** 0.061
(0.044) (0.048) (0.049) (0.038) (0.044)  (0.044)
Country Fixed Effects No Yes Yes No Yes Yes
Y ear Fixed Effects No No Yes No No Yes
F-Statistics 2044.24 21.83 44.20 932.47 18.86 13.89
(0.000) (0.000) (0.000) (0.000) (0.000)  (0.000)
Hausman Test 2024.85 890.62
(0.000) (0.000)

Note: Standard errors in parentheses below coefficients. For test statistics, probability of falling below

critical value in parentheses. * denotes significance at the 10% level, ** significance at the 5% level, and

*** ggnificance at the 1% level. For LSDV regression, the F-Statistics are reported, while the Chi-square

statistics are reported for GL S random effects.
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TABLE6:

LIKELIHOOD OF BANKING CRISES IN THE PRESENCE OF MNBS FOR THE
PERIOD FROM 1985 TO 1998

MNBs have less MNBs Present
than...
MNBs have... First 5 Years Second 5 Years Third 5 Years
with... with... and Beyond

with...

...no minimum credit market share.

0.056 0.045 0.037 0.061 0.032

...at least 1% credit market share.

0.059 0.051 0.043 0.058 0.051

...at least 2% credit market share.

0.058 0.050 0.040 0.062 0.046

...at least 3% credit market share.

0.060 0.049 0.042 0.04 0.051

Sources. BIS, Consolidated International Banking Statistics; IMF, International Financial Statistics.

TABLE 7: MNB GROWTH AND MNB MARKET SHARE IN YEARS
PRIOR TO BANKING CRISES
(DEVIATION FROM NON-CRISIS PERIODS)

Deviation from average during non-crisis times

MNB Market Share Growth MNB Lending Growth

2yearspriorto crisisyear  -2.37 -32.46

1 year prior to crisis year 0.95 40.41

Sources. BIS, Consolidated International Banking Statistics; IMF, International Financial Statistics.

27



TABLES8

ENTERPRISE CREDIT SUPPLY WITH MNB PRESENCE

(Enterprise Credit/GDP), Memorandum ltem:
Logarithmic Specification
) @) ©) 4
LSDV LSDV LSDV LSDV
(Bank Capital/GDP), 1.6666*** 1.6536*** 1.7230*** 0.2251***
(0.1925) (0.1930) (0.2007) (0.0440)
(Deposits/GDP), 0.0185 0.0271 0.0022 -0.3083
(0.1165) (0.1170) (0.1254) (0.2607)
(Gdp/Population),., 0.1509*** 0.1547*** 0.1665*** 0.2786***
(0.0225) (0.0239) (0.0246) (0.0871)
(Enterprise Credit/GDP),,  0.5406*** 0.5479*** 0.5535*** 0.8717%**
(0.0474) (0.0483) (0.0494) (0.1221)
(MNB Credit/GDP),, -0.5406** -0.5663** -0.5703** -0.0268*
(0.2212) (0.2235) (0.2345) (0.0159)
(MNB Credit/GDP), 2 0.0170* 0.0167* 0.0158* N/A
(0.0091) (0.0092) (0.0094)
Logged Time Trend N/A N/A 3.9589 0.0899
(5.8842) (0.2491)
Constant -41.5759***  -42.9744*** -34.4382** -0.1585
(7.1684) (7.7939) (18.7875) (0.3966)
Country Dummies Yes Yes Yes Yes
Y ear Dummies No Yes Yes Yes
No. of Observations 275 275 260 259
Adj. R-squared 0.9447 0.9447 0.9452 0.9139
F-statistic 124.15 96.31 319.06 1508.83

Note: Standard errorsin parentheses below coefficients. * denotes significance at the 10% level,

** ggnificance at the 5% level, and *** significance at the 1% level.
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TABLE9
TOTAL CREDIT SUPPLY WITH MNB PRESENCE

(Total Credit/GDP), Memorandum ltem:

Logarithmic Specification

@

2

©)

(4)

LSDV LSDV LSDV LSDV
(Bank Capital/GDP), 2.2208* ** 2.2631*** 2.3105*** 0.1544***
(0.2569) (0.2405) (0.1748) (0.0233)
(Deposits/GDP), -0.5493* ** -0.3394** -0.2946* 0.0542
(0.1601) (0.1615) (0.1748) (0.0849)
(Gdp/Population),., 0.1151*** 0.1084*** 0.1099*** 0.1767***
(0.0306) (0.0284) (0.0307) (0.0543)
(Total Credit/GDP),, 0.6803*** 0.6227*** 0.5981*** 0.6512***
(0.0426) (0.0435) (0.0457) (0.0403)
(MNB Credit/GDP),, -0.7003** -0.7444** -0.6131* -0.0293***
(0.3491) (0.3221) (0.3379) (0.0097)
(MNB Credit/GDP), 2 -0.0147 0.0156 0.0126 N/A
(0.0120) (0.0111) (0.0126)
Logged Time Trend N/A N/A -13.1471** -0.2519
(5.3887) (0.1027)
Constant -10.6046 -39.4429*** 76.5135 0.4112**
(7.2558) (12.0485) (19.5644) (0.1958)
Country Dummies Yes Yes Yes Yes
Y ear Dummies No Yes Yes Yes
No. of Observations 515 515 478 467
Adj. R-squared 0.9042 0.9193 0.9227 0.9253
F-statistic 77.77 255.47 75.96 3193.50

Note: Standard errorsin parentheses below coefficients. * denotes significance at the 10% level,

** ggnificance at the 5% level, and *** significance at the 1% level.
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Appendix

List of Countries

Country MNB Loans by Banking CrissFrom  Market Share of MNBs when
Mid-1998 1985 and 1996 Banking Crisis Occurred

Eastern Europe

Bulgaria 23 1995

Czech Republic 5103 1994 4.82

Slovakia 599 1991

Hungary 4363 1987

Poland 7512 1991 8.05

Romania 286 1990

Armenia 511 1994

Estonia 50 1992

Kazakhstan 64 1991

Latvia 12 1995

Russia 2356 1992

Ukraine 21 1994

Uzbekistan 8 1993

Latin America

Argentina 20327 1989; 1995 n.a; 5.42

Belize 65

Bolivia 90 1986, 1994 n.a; 0.17

Brazil 61965 1994 5.26

Chile 12120

Colombia 5140

CostaRica 81 1994 0.53

Dominica 56

Dominican Rep. 298 1992 12.79

Ecuador 185 1995 2.07

El Salvador 264 1989 0.55

Grenada 42

Guatemala 41

Guyana 31 1993

Haiti 88 1994 21.63

Honduras 33

Jamaica 1442 1994 96.11

Mexico 18889 1994 181

Paraguay 611 1995 15.08

Peru 1268

St. Lucia 178

St. Vincent 53 1994 34.78

Suriname 35 2.03

Trinidad/Tobago 770
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Country MNB Loans by Banking CrissFrom  Market Share of MNBs when
Mid-1998 1985 and 1996 Banking Crisis Occurred

Turks/Caicos 35

Uruguay 1434

Venezuela 6411 1994 1.93

Middle East

Egypt 919 1994 0.23

Iran 3

Israel 95 1989 0.56

Oman 532

Qatar 116

Saudi Arabia 29

United Arab Emirates 4988

Y emen 50

Africa

Algeria 1083 1990 0.75

Angola 546 1991

Benin 40 1988 1.05

Botswana 8 1994

Burkina Faso 25 1988

Burundi 18 1994 0.53

Cameroon 101 1989, 1996 1.91; 12.08

Cape Verde 1 1995

Chad 3 1992

Comoros 1

Congo 12 1994 0.32

Congo, Dem. Rep. 46 3.73

Ivory Coast 335 1988 2.29

Djibouti 43 1991

Ethiopia 47 1994

Gabon 135 1995 4.97

Gambia 6 1985

Ghana 395

Guinea 63

Kenya 267 1993

Lesotho 107 1988

Madagascar 82 1988

Malawi 3

Mali 27 1987

Mauritania 36 1991

Mauritius 133 1996

Morocco 1202

Mozambique 8 1988, 1994 0.49; n.a
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Country MNB Loans by Banking CrissFrom  Market Share of MNBs when
Mid-1998 1985 and 1996 Banking Crisis Occurred

Namibia 6

Niger 11

Nigeria 329 1991 0.54

Rwanda 7 1991 0.77

Senegal 159

Somalia 2 1990

South Africa 3573 1985, 1989 121

Sudan 26

Swaziland 3 1995

Tanzania 27 1988 0.63

Togo 7 1989

Tunisia 428 1991 0.50

Uganda 4 1990

Zambia 73 1994

Zimbabwe 255 1995 1.32

Asia

Bangladesh 120 1987

Brunei 839 1986

China 1196

Fiji 55 1995

French Polynesia 439

India 9642 1991 4.44

Indonesia 2327 1992 2.79

South Korea 10399 1986 5.76

Macao 98

Malaysia 5413 1985 9.15

Nepal 27

New Caledonia 445

Pakistan 2723

Papua New Guinea 62 1989

Philippines 3381

Sri Lanka 156 1992 214

Talwan 11999

Thailand 7296

US Pacific Idlands 95

Vietnam 384

Sources. BIS, Consolidated International Banking Statistics, IMF, International Financial
Statistics; Lindgren, Garcia and Saal, 1996.

32



B. References

Aliber, Robert, 1984, International Banking: A Survey, Journal of Money, Credit and Banking,
November: 661-712.

Balino, Tomas and V. Sundarargjan, 1991, Banking Crises. Cases and I ssues, Washington DC:
International Monetary Fund.

Balino, Tomas, 1991, The Argentine Banking Crisis of 1980, in T. Balino and V. Sundarargan,
eds., Banking Crises: Cases and Issues, Washington DC: International Monetary Fund.

Ball, Clifford and Adrian Tschoegl, 1982, The Decision to Establish a Foreign Branch or
Subsidiary: A Speculation of Binary Classification Procedures, Journal of Financial and
Quantitative Analysis, September:411-424.

Bank for International Settlements (BIS), 1997, Financia Stability in Emerging Market
Economies, Report of the Working Party on Financial Stability in Emerging Market
Economies, Basle: Bank for International Settlements.

Bank for International Settlements, 1997, Financia Stability in Emerging Market Economies,
Report of the Working Party on Financial Stability in Emerging Market Economies,
Basle: Bank for International Settlements.

Bown, Chad P., 1999, The Economics of Trade Disputes, the GATT’s Article XXIII and the
WTO' sDispute Settlement Understanding, unpublished manuscript, BrandeisUniversity.

Brainard, Lawrence J., 1990, Capital Marketsin Koreaand Taiwan: Emerging Opportunitiesfor
Foreign Banks, Journa of Asian Economics 1, No. 1: 173-177, 1990.

Business Week, 1983, How Foreign Banks Still Get Rich in Brazil, August 22, 1983.

Claessens, Stijn, A. Demirgiic-Kunt, and H, Huizinga, 1998, How Does Foreign Entry Affect the
Domestic Banking Market?, Policy Research Working Paper #1918, Washington DC:
World Bank.

Cypher, James, 1996, Mexico: Financia Fragility or Structural Crisis?, Journal of Economic
Issues 30, 2: 451-461.

Dancs, Anita, 1999, The Political Economy of Transformation in Hungary, unpublished
manuscript, University of Massachusetts.

Darity, William, Jr. and Bobbie L. Horn, 1988, The Loan Pushers: The Role of Commercial
Banksin the International Debt Crisis, Cambridge, MA: Harper and Row, Ballinger.

Demirglic-Kunt, Adli and Enrica Detragiache, 1998, Financial Liberdization and Financial
Fragility, Policy Research Working Paper #1917, Washington DC: World Bank.

33



Dunning, John, 1980, Toward an Eclectic Theory of International Production: Some Empirical
Tests, Journal of International Business Studies, Spring/Summer:9-31.

Eichengreen, Barry, Andrew K. Rose, and Charles Wyplosz, 1995, Exchange Market Mayhem:
The Antecedents and Aftermath of Speculative Attacks, Economic Policy, October
1995:251-312.

Euh, Y oon-Dae and James C. Baker, 1990, The Korean Banking Systemand Foreign Influence,
London and New Y ork: Routledge

Faruqi, Shakil, 1994, Financial Sector Reforms, Economic Growth, and Stability, Washington
DC: World Bank.

Fieleke, Norman, 1977, The Growth of U.S. Banking Abroad: An Analytical Survey, Federd
Reserve Bank of Boston, Conference Series, Key Issuesin International Banking, 18: 9-
40.

Goldberg, L.G., and A. Saunders, 1980, The Causes of U.S. Banks Expansion Overseas. The
Case of Great Britain, Journal of Money, Credit and Banking, November: 630-643.

Goldberg, L.G. and A. Saunders, 1981, Determinants of Foreign Banking Activity in the US,
Journa of Banking and Finance, 5:678-684.

Gray, J., and P. Gray, 1981, The Multinational Bank: A Financial MNC?, Journal of Banking and
Finance, March: 33-63.

Grubel, G.H., 1977, A Theory of Multinational Banking, Banco Nazional del Lavoro: Quarterly
Review, December: 349-363.

Kaminsky, Graciela and Carmen M. Reinhart, 1996, The Twin Crises: The Causes of Banking
and Balance-of-Payments Problems, International Finance Discussion Papers #544,
Washington DC: Board of Governors of the Federal Reserve System.

Khoury, Sarkis, 1980, Dynamics of International Banking, New Y ork: Praeger Publishers.

Khoury, Sarkis, 1979, International Banking: A Special Look at Foreign Banks in the U.S,,
Journal of International Business Studies, Winter:36-52.

Khoury, Sarkis, and Robert Piroge, 1983, An Economic Anaysisof the Demand for Trade L oans
from Multinational Banks, Business Economics, September: 40-45.

Kim, Taehoo, 1990, Internationalization of Banking: With Special Reference to the Case of
Korea, Journa of Economic Development 15, 1:63-82, June 1990.

Kim, In Kie, 1982, Foreign Banks and Monetary Policy, Journal of Economic Development,
175-194, July 1982

34



Lindgren, Carl-Johan, Gillian Garcia, and Matthew Saal, 1996, Bank Soundness and
Macroeconomic Policy, Washington DC: International Monetary Fund.

Minsky, Hyman P., 1986, Sabilizing an Unstable Economy, New Haven: Y ale University Press.

Nascimento, Jean-Claude, 1991, Crisisin the Financial Sector and the Authorities' Reaction: The
Philippines, in T. Balino and V. Sundarargjan, eds., Banking Crises. Cases and |ssues,
Washington DC: International Monetary Fund.

Odle, Maurice, 1981, Multinational Banks and Underdevelopment, New Y ork: Pergamon.

Perez-Campanero, Juanand Alfredo Leone, 1991, Liberaization and Financial Crisesin Uruguay,
1974-87, in T. Baino and V. Sundarargjan, eds., Banking Crises. Cases and Issues,
Washington DC: International Monetary Fund.

Sabi, Manijeh, 1996, Comparative Analysis of Foreign and Domestic Bank Operations in
Hungary, Journal of Comparative Economics 22:176-188.

Sabi, Manijeh, 1994, Motivational Factors for the Establishment of U.S. Banks in Developing
Countries, Social and Economic Studies 43 (2):91-105

Sabi, Manijeh, 1988, An Application of the Theory of Foreign Direct Investment to Multinational
Banking in LDCs, Journal of International Business Studies 19: 443-447.

Sabirin, Syahril, 1991, Indonesia s Financial Reforms: Challenges in the 1990s for Its Banking
and Financial Markets, Journal of Asian Economics 2, 2: 383-397, 1991.

Saunders, Anthony, 1986, Why Banks Go Abroad, Skandinaviska, Enskilda Banken Quarterly
Review, 1:4-8.

Shea, Jia-Dong, 1994, " Taiwan: Development and Structural Change of the Financial System.”
InH.T. Patrick and Y .Ch. Park, Eds., The Financial Development of Japan, Korea, and
Taiwan, New Y ork: Oxford University Press, 1994

Sheng, Andrew, 1996, Bank Restructuring: Lessons from the 1980s, Washington DC: World
Bank

Terrdl, Henry, 1979, U.S. Banks in Japan and Japanese Banks in the U.S.: An Empirical
Comparison, Federa Reserve Bank of San Francisco, Economic Review, Summer:18-30.

Terrell, Henry, 1986, The Role of Foreign Banks in Domestic Banking Markets, in H. Cheng,
ed., Financial Policy and Reform in Pacific-Rim Countries, Lexington MA: Lexington
Books.

Tschoegl, Adrian, 1987, International Retail Banking as a Strategy: An Assessment, Journal of
International Business Studies 19 (2): 67-88.

35



UNCTC, 1982, The Regulation of Transnational Banks in Developing Countries, New Y ork;
UNCTC.

UNCTC, 1981, Transnational Banks: Operations, Strategies and Their Effects in Developing
Countries, New York: UNCTC.

Velasco, Andres, 1991, Liberalization, Crisis, Intervention: The Chilean Financial System, 1975-
85,inT.Bainoand V. Sundarargan, eds., Banking Crises: Casesand I ssues, Washington
DC: International Monetary Fund.

Wall Street Journal (WSJ), 1991, Foreign Banks in South Korea, November 29, 1991.

Wal Street Journal (WSJ), 1997, Foreign Banks Target the Little Guy in L.A., October 09,
1997.

Wall Street Journal (WSJ), 1992, Foreign Banks Post 37% Risein Earningsin South Koreafor
'91, April 06, 1992.

Wall Street Journal (WSJ), 1995, Foreign Banks Profit in Korea, January 30, 1995.

Weéller, Christian, 19994, Is There a Link Between Multinational Banks and Declining Real
Credit?, Center for European Integration Studies Working Paper B 08, April 1999.

Wéller, Christian, 1999b, Financing Constraintsand Investmentin Poland During the Transition
Period: Evidence From Panel Data, Center for European Integration Studies Working
Paper B 04, March 1999.

Wdller, Christian, 1999c, Financial Liberalization, Multinational Banks and Declining Real
Credit: The Case of Poland, Center for European Integration Studies Working Paper
B10, May 1999.

Yang, YaHwei, 1994, " Taiwan: Development and Structural Change of the Banking System”.

InH. T. Patrick and Y. Ch. Park, Eds., The Financial Development of Japan, Korea, and
Taiwan, New Y ork: Oxford University Press.

36



2008
B01-08
2007
B03-07

B02-07
B01-07

2006
B03-06

B02-06
B01-06
2005

B11-05
B10-05
B09-05
B08-05
B07-05
B06-05
B05-05
B04-05
B03-05
B02-05
B01-05
2004

B33-04
B32-04
B31-04
B30-04
B29-04
B28-04

B27-04
B26-04

B25-04
B24-04
B23-04
B22-04
B21-04
B20-04

B19-04

Euro-Diplomatie durch gemeinsame ,Wirtschaftsregierung*

Lohne und Steuern im Systemwettbewerb der Mitgliedstaaten
der Europaischen Union

Konsolidierung und Reform der Europaischen Union

The Ratification of European Treaties - Legal and Constitutio-
nal Basis of a European Referendum.

Financial Frictions, Capital Reallocation, and Aggregate Fluc-
tuations

Financial Openness and Macroeconomic Volatility

A Welfare Analysis of Capital Account Liberalization

Das Kompetenz- und Entscheidungssystem des Vertrages von
Rom im Wandel seiner Funktion und Verfassung

Die Schutzklauseln der Beitrittsvertrage

Measuring Tax Burdens in Europe

Remittances as Investment in the Absence of Altruism
Economic Integration in a Multicone World?

Banking Sector (Under?)Development in Central and Eastern
Europe

Regulatory Standards Can Lead to Predation

Waihrungspolitik als Sozialpolitik

Public Education in an Integrated Europe: Studying to Migrate
and Teaching to Stay?

Voice of the Diaspora: An Analysis of Migrant Voting Behavior
Macroeconomic Adjustment in the New EU Member States

The Effects of Transition and Political Instability On Foreign
Direct Investment Inflows: Central Europe and the Balkans
The Choice of Exchange Rate Regimes in Developing Coun-
tries: A Mulitnominal Panal Analysis

Fear of Floating and Fear of Pegging: An Empirical Anaysis of
De Facto Exchange Rate Regimes in Developing Countries
Der Vollzug von Gemeinschaftsrecht iiber die Mitgliedstaaten
und seine Rolle fiir die EU und den Beitrittsprozess
Deutschlands Wirtschaft, seine Schulden und die Unzulanglich-
keiten der einheitlichen Geldpolitik im Eurosystem

Fiscal Crises in U.S. Cities: Structural and Non-structural Cau-
ses

Firm Performance and Privatization in Ukraine

Analyzing Trade Opening in Ukraine: Effects of a Customs Uni-
on with the EU

Exchange Rate Risk and Convergence to the Euro

The Endogeneity of Money and the Eurosystem

Which Lender of Last Resort for the Eurosystem?
Non-Discretonary Monetary Policy: The Answer for Transition
Economies?

The Effectiveness of Subsidies Revisited: Accounting for Wage
and Employment Effects in Business R+D

Money Market Pressure and the Determinants of Banking Cri-
ses

Die Stellung der Europdischen Zentralbank nach dem Verfas-
sungsvertrag

Martin Seidel
Martin Seidel

Martin Seidel
Martin Seidel

Jiirgen von Hagen, Haiping Zhang

Jiirgen von Hagen, Haiping Zhang
Jiirgen von Hagen, Haiping Zhang

Martin Seidel

Martin Seidel

Guntram B. Wolff

Gabriel Gonzalez-Kénig

Christian Volpe Martincus, Jenni-
fer Pédussel Wu

Jiirgen von Hagen, Valeriya Din-
ger

Stefan Lutz

Martin Seidel

Panu Poutvaara

Jan Fidrmuc, Orla Doyle
Jiirgen von Hagen, lulia Traistaru

Josef C. Brada, Ali M. Kutan, Ta-
ner M. Yigit
Jiirgen von Hagen, Jizhong Zhou

Jiirgen von Hagen, Jizhong Zhou
Martin Seidel

Dieter Spethmann, Otto Steiger
Guntram B. Wolff

Galyna Grygorenko, Stefan Lutz
Oksana Harbuzyuk, Stefan Lutz

Lucjan T. Orlowski

Otto Steiger

Otto Steiger

Elham-Mafi Kreft, Steven F. Kreft

Volker Reinthaler,
Wolff
Jiirgen von Hagen, Tai-kuang Ho

Guntram B.

Martin Seidel



B18-04

B17-04

B16-04

B15-04

B14-04

B13-04

B12-04

B11-04

B10-04

B09-04

B08-04

B07-04

B06-04

B05-04
B04-04

B03-04

B02-04

B01-04

2003

B29-03

B28-03

B27-03

B26-03
B25-03
B24-03
B23-03

B22-03
B21-03

B20-03

B19-03

Transmission Channels of Business Cycles Synchronization in
an Enlarged EMU

Foreign Exchange Regime, the Real Exchange Rate and Current
Account Sustainability: The Case of Turkey

Does It Matter Where Immigrants Work? Traded Goods, Non-
traded Goods, and Sector Specific Employment

Do Economic Integration and Fiscal Competition Help to Ex-
plain Local Patterns?

Euro Adoption and Maastricht Criteria: Rules or Discretion?
The Role of Electoral and Party Systems in the Development of
Fiscal Institutions in the Central and Eastern European Coun-
tries

Measuring and Explaining Levels of Regional Economic Inte-
gration

Economic Integration and Location of Manufacturing Activi-
ties: Evidence from MERCOSUR

Economic Integration and Industry Location in Transition
Countries

Testing Creditor Moral Hazard in Souvereign Bond Markets: A
Unified Theoretical Approach and Empirical Evidence
European Integration, Productivity Growth and Real Conver-
gence

The Contribution of Income, Social Capital, and Institutions to
Human Well-being in Africa

Rural Urban Inequality in Africa: A Panel Study of the Effects
of Trade Liberalization and Financial Deepening

Money Rules for the Eurozone Candidate Countries

Who is in Favor of Enlargement? Determinants of Support for
EU Membership in the Candidate Countries’ Referenda

Over- and Underbidding in Central Bank Open Market Opera-
tions Conducted as Fixed Rate Tender

Total Factor Productivity and Economic Freedom Implications
for EU Enlargement

Die neuen Schutzklauseln der Artikel 38 und 39 des Bei-
trittsvertrages: Schutz der alten Mitgliedstaaten vor Storungen
durch die neuen Mitgliedstaaten

Macroeconomic Implications of Low Inflation in the Euro Area
The Effects of Transition and Political Instability on Foreign
Direct Investment: Central Europe and the Balkans

The Performance of the Euribor Futures Market: Efficiency and
the Impact of ECB Policy Announcements (Electronic Version
of International Finance)

Souvereign Risk Premia in the European Government Bond
Market (iiberarbeitete Version zum Herunterladen)

How Flexible are Wages in EU Accession Countries?
Monetary Policy Reaction Functions: ECB versus Bundesbank
Economic Integration and Manufacturing Concentration Pat-
terns: Evidence from Mercosur

Reformzwange innerhalb der EU angesichts der Osterweiterung
Reputation Flows: Contractual Disputes and the Channels for
Inter-Firm Communication

Urban Primacy, Gigantism, and International Trade: Evidence
from Asia and the Americas

An Empirical Analysis of Competing Explanations of Urban Pri-
macy Evidence from Asia and the Americas

lulia Traistaru
Siibidey Togan, Hasan Ersel

Harry P. Bowen, Jennifer Pédussel
Wu
Christian Volpe Martincus

Jiri Jonas
Sami Ylioutinen

Jennifer Pédussel Wu

Pablo Sanguinetti, lulia Traistaru,
Christian Voolpe Martincus
Laura Resmini

Ayse Y. Evrensel, Ali M. Kutan
Taner M. Yigit, Ali M. Kutan

Mina Baliamoune-Lutz, Stefan H.
Lutz

Mina Baliamoune-Lutz, Stefan H.
Lutz

Lucjan T. Orlowski

Orla Doyle, Jan Fidrmuc

Ulrich Bindseil

Ronald L. Moomaw, Euy Seok
Yang
Martin Seidel

Jiirgen von Hagen, Boris Hofmann
Josef C. Brada, Ali M. Kutan, Ta-
ner M. Yigit

Kerstin Bernoth, Juergen von Ha-
gen

Kerstin Bernoth, Juergen von Ha-
gen, Ludger Schulknecht

Anna lara, lulia Traistaru

Bernd Hayo, Boris Hofmann

lulia  Traistaru, Christian Volpe
Martincus

Martin Seidel

William Pyle

Ronald L. Moomaw, Mohammed
A. Alwosabi
Ronald L. Moomaw, Mohammed
A. Alwosabi



B18-03

B17-03
B16-03

B15-03

B14-03
B13-03

B12-03

B11-03

B10-03

B09-03

B08-03

B07-03

B06-03

B05-03

B04-03

B03-03
B02-03

B01-03

2002
B30-02

B29B-02
B29A-02
B28-02
B27-02

B26-02
B25-02
B24-02
B23-02
B22-02

B21-02

B20-02

The Effects of Regional and Industry-Wide FDI Spillovers on
Export of Ukrainian Firms

Determinants of Inter-Regional Migration in the Baltic States
South-East Europe: Economic Performance, Perspectives, and
Policy Challenges

Employed and Unemployed Search: The Marginal Willingness
to Pay for Attributes in Lithuania, the US and the Netherlands
FCls and Economic Activity: Some International Evidence
The IS Curve and the Transmission of Monetary Policy: Is there
a Puzzle?

What Makes Regions in Eastern Europe Catching Up? The
Role of Foreign Investment, Human Resources, and Geography
Die Weisungs- und Herrschaftsmacht der Europidischen Zen-
tralbank im europadischen System der Zentralbanken - eine
rechtliche Analyse

Foreign Direct Investment and Perceptions of Vulnerability to
Foreign Exchange Crises: Evidence from Transition Economies
The European Central Bank and the Eurosystem: An Analy-
sis of the Missing Central Monetary Institution in European
Monetary Union

The Determination of Capital Controls: Which Role Do Ex-
change Rate Regimes Play?

Nach Nizza und Stockholm: Stand des Binnenmarktes und
Prioritaten fiir die Zukunft

Fiscal Discipline and Growth in Euroland. Experiences with the
Stability and Growth Pact

Reconsidering the Evidence: Are Eurozone Business Cycles
Converging?

Do Ukrainian Firms Benefit from FDI?

Europaische Steuerkoordination und die Schweiz

Commuting in the Baltic States: Patterns, Determinants, and
Gains

Die Wirtschafts- und Wahrungsunion im rechtlichen und poli-
tischen Gefiige der Europaischen Union

An Adverse Selection Model of Optimal Unemployment Ass-
urance

Trade Agreements as Self-protection

Growth and Business Cycles with Imperfect Credit Markets
Inequality, Politics and Economic Growth

Poverty Traps and Growth in a Model of Endogenous Time
Preference

Monetary Convergence and Risk Premiums in the EU Candi-
date Countries

Trade Policy: Institutional Vs. Economic Factors

The Effects of Quotas on Vertical Intra-industry Trade

Legal Aspects of European Economic and Monetary Union
Der Staat als Lender of Last Resort - oder: Die Achillesverse
des Eurosystems

Nominal and Real Stochastic Convergence Within the Tran-
sition Economies and to the European Union: Evidence from
Panel Data

The Impact of News, QOil Prices, and International Spillovers
on Russian Fincancial Markets

Stefan H. Lutz, Oleksandr Talave-
ra, Sang-Min Park

Mihails Hazans

lulia Traistaru, Jiirgen von Hagen

Jos van Ommeren, Mihails Hazans

Charles Goodhart, Boris Hofmann
Charles Goodhart, Boris Hofmann

Gabriele Tondl, Goran Vuksic

Martin Seidel

Josef C. Brada, Vladimir Tomsik

Gunnar Heinsohn, Otto Steiger

Jiirgen von Hagen, Jizhong Zhou
Martin Seidel
Jiirgen von Hagen

Michael Massmann, James Mit-
chell

Stefan H. Lutz, Oleksandr Talave-
ra

Stefan H. Lutz

Mihails Hazans

Martin Seidel

Marcus Hagedorn, Ashok Kaul,
Tim Mennel

Jennifer Pédussel Wu

Debajyoti Chakrabarty

Debajyoti Chakrabarty

Debajyoti Chakrabarty

Lucjan T. Orlowski
Stefan Lutz

Stefan Lutz
Martin Seidel

Otto Steiger

Ali M. Kutan, Taner M. Yigit

Bernd Hayo, Ali M. Kutan



B19-02
B18-02
B17-02
B16-02
B15-02
B14-02
B13-02
B12-02
B11-02

B10-02

B09-02
B08-02

B07-02
B06-02

B05-02

B04-02

B03-02

B02-02

B01-02

2001
B29-01

B28-01
B27-01
B26-01
B25-01
B24-01
B23-01
B22-01
B21-01

B20-01

B19-01

East Germany: Transition with Unification, Experiments and
Experiences

Regional Specialization and Employment Dynamics in Transi-
tion Countries

Specialization and Growth Patterns in Border Regions of Ac-
cession Countries

Regional Specialization and Concentration of Industrial Activity
in Accession Countries

Does Broad Money Matter for Interest Rate Policy?

The Long and Short of It: Global Liberalization, Poverty and
Inequality

De Facto and Official Exchange Rate Regimes in Transition
Economies

Argentina: The Anatomy of A Cirisis

The Eurosystem and the Art of Central Banking

National Origins of European Law: Towards an Autonomous
System of European Law?

Monetary Policy in the Euro Area - Lessons from the First Years
Has the Link Between the Spot and Forward Exchange Rates
Broken Down? Evidence From Rolling Cointegration Tests
Perspektiven der Erweiterung der Europadischen Union

Is There Asymmetry in Forward Exchange Rate Bias? Multi-
Country Evidence

Real and Monetary Convergence Within the European Union
and Between the European Union and Candidate Countries: A
Rolling Cointegration Approach

Asymmetric Monetary Policy Effects in EMU

The Choice of Exchange Rate Regimes: An Empirical Analysis
for Transition Economies

The Euro System and the Federal Reserve System Compared:
Facts and Challenges

Does Inflation Targeting Matter?

Is Kazakhstan Vulnerable to the Dutch Disease?

Political Economy of the Nice Treaty: Rebalancing the EU
Council. The Future of European Agricultural Policies
Investor Panic, IMF Actions, and Emerging Stock Market Re-
turns and Volatility: A Panel Investigation

Regional Effects of Terrorism on Tourism: Evidence from Three
Mediterranean Countries

Monetary Convergence of the EU Candidates to the Euro: A
Theoretical Framework and Policy Implications

Disintegration and Trade

Migration and Adjustment to Shocks in Transition Economies
Strategic Delegation and International Capital Taxation
Balkan and Mediterranean Candidates for European Union
Membership: The Convergence of Their Monetary Policy With
That of the Europaen Central Bank

An Empirical Inquiry of the Efficiency of Intergovernmental
Transfers for Water Projects Based on the WRDA Data
Detrending and the Money-Output Link: International Evi-
dence

Jiirgen von Hagen, Rolf R.
Strauch, Guntram B. Wolff
lulia Traistaru, Guntram B. Wolff

Laura Resmini

lulia Traistaru, Peter Nijkamp, Si-
monetta Longhi

Matthias Briickner, Andreas Scha-
ber

Christian E. Weller, Adam Hersch

Jiirgen von Hagen, Jizhong Zhou

Jiri Jonas
Gunnar Heinsohn, Otto Steiger
Martin Seidel

Volker Clausen, Bernd Hayo
Ali M. Kutan, Su Zhou

Martin Seidel
Su Zhou, Ali M. Kutan

Josef C. Brada, Ali M. Kutan, Su
Zhou

Volker Clausen, Bernd Hayo
Jiirgen von Hagen, Jizhong Zhou

Karlheinz Ruckriegel, Franz Seitz

Manfred J. M. Neumann, Jiirgen
von Hagen

Karlygash Kuralbayeva, Ali M. Ku-
tan, Michael L. Wyzan
Deutsch-Franzésisches

schaftspolitisches Forum
Bernd Hayo, Ali M. Kutan

Wirt-

Konstantinos Drakos, Ali M. Ku-
tan
Lucjan T. Orlowski

Jarko and Jan Fidrmuc

Jan Fidrmuc

Matthias Briickner

Josef C. Brada, Ali M. Kutan
Anna Rubinchik-Pessach

R.W. Hafer, Ali M. Kutan



B18-01

B17-01

B16-01

B15-01

B14-01

B13-01

B12-01

B11-01

B10-01

B09-01

B08-01

B07-01

B06-01

B05-01

B04-01

B03-01

B02-01

B01-01

2000

B20-00

B19-00

B18-00

B17-00

B16-00

B15-00

B14-00

B13-00

Monetary Policy in Unknown Territory. The European Central
Bank in the Early Years

Executive Authority, the Personal Vote, and Budget Discipline
in Latin American and Carribean Countries

Sources of Inflation and Output Fluctuations in Poland and
Hungary: Implications for Full Membership in the European
Union

Programs Without Alternative: Public Pensions in the OECD
Formal Fiscal Restraints and Budget Processes As Solutions to
a Deficit and Spending Bias in Public Finances - U.S. Experi-
ence and Possible Lessons for EMU

German Public Finances: Recent Experiences and Future Chal-
lenges

The Impact of Eastern Enlargement On EU-Labour Markets.
Pensions Reform Between Economic and Political Problems
Inflationary Performance in a Monetary Union With Large Wa-
ge Setters

Integration of the Baltic States into the EU and Institutions
of Fiscal Convergence: A Critical Evaluation of Key Issues and
Empirical Evidence

Democracy in Transition Economies: Grease or Sand in the
Wheels of Growth?

The Functioning of Economic Policy Coordination

The Convergence of Monetary Policy Between Candidate
Countries and the European Union

Opposites Attract: The Case of Greek and Turkish Financial
Markets

Trade Rules and Global Governance: A Long Term Agenda.
The Future of Banking.

The Determination of Unemployment Benefits

Preferences Over Inflation and Unemployment: Evidence from
Surveys of Happiness

The Konstanz Seminar on Monetary Theory and Policy at Thir-
ty

Divided Boards: Partisanship Through Delegated Monetary Po-
licy

Breakin-up a Nation, From the Inside

Income Dynamics and Stability in the Transition Process, ge-
neral Reflections applied to the Czech Republic

Budget Processes: Theory and Experimental Evidence

Riickfithrung der Landwirtschaftspolitik in die Verantwortung
der Mitgliedsstaaten? - Rechts- und Verfassungsfragen des Ge-
meinschaftsrechts

The European Central Bank: Independence and Accountability

Regional Risk Sharing and Redistribution in the German Fede-
ration

Sources of Real Exchange Rate Fluctuations in Transition Eco-
nomies: The Case of Poland and Hungary

Back to the Future: The Growth Prospects of Transition Eco-
nomies Reconsidered

Jiirgen von Hagen, Matthias
Briickner

Mark Hallerberg, Patrick Marier

Selahattin Dibooglu, Ali M. Kutan

Christian E. Weller
Rolf R. Strauch, Jiirgen von Hagen

Jiirgen von Hagen, Rolf R. Strauch
Deutsch-Franzésisches Wirt-
schaftspolitisches Forum

Lilia Cavallar

Ali M. Kutan, Niina Pautola-Mol

Jan Fidrmuc
Jiirgen  von Susanne
Mundschenk

Josef C. Brada, Ali M. Kutan

Hagen,

Konstantinos Drakos, Ali M. Ku-
tan
Deutsch-Franzésisches
schaftspolitisches Forum
Rafael di Tella, Robert J. Mac-
Culloch

Rafael di Tella, Robert J. Mac-
Culloch, Andrew J. Oswald
Michele Fratianni, Jiirgen von Ha-
gen

Etienne Farvaque, Gael Lagadec

Wirt-

Etienne Farvaque
Jens Hoélscher

Karl-Martin Ehrhart, Roy Gardner,
Jiirgen von Hagen, Claudia Keser
Martin Seidel

Christa Randzio-Plath, Tomasso
Padoa-Schioppa

Jiirgen von Hagen, Ralf Hepp
Selahattin Dibooglu, Ali M. Kutan

Nauro F. Campos



B12-00

B11-00

B10-00

B09-00

B08-00

B07-00

B06-00
B05-00

B04-00

B03-00

B02-00

B01-00

1999
B26-99

B25-99

B24-99
B23-99

B22-99
B21-99
B20-99
B19-99
B18-99
B17-99
B16-99
B15-99

B14-99
B13-99

B12 -99

B11-99

B10-99

B09-99
B08-99

Rechtsetzung und Rechtsangleichung als Folge der Einheitli-
chen Europaischen Wahrung

A Dynamic Approach to Inflation Targeting in Transition Eco-
nomies

The Importance of Domestic Political Institutions: Why and
How Belgium Qualified for EMU

Rational Institutions Yield Hysteresis

The Effectiveness of Self-Protection Policies for Safeguarding
Emerging Market Economies from Crises
Financial Supervision and Policy Coordination in The EMU

The Demand for Money in Austria

Liberalization, Democracy and Economic Performance during
Transition

A New Political Culture in The EU - Democratic Accountability
of the ECB

Integration, Disintegration and Trade in Europe: Evolution of
Trade Relations during the 1990’s

Inflation Bias and Productivity Shocks in Transition Economies:
The Case of the Czech Republic

Monetary Union and Fiscal Federalism

Skills, Labour Costs, and Vertically Differentiated Industries: A
General Equilibrium Analysis

Micro and Macro Determinants of Public Support for Market
Reforms in Eastern Europe

What Makes a Revolution?

Informal Family Insurance and the Design of the Welfare State

Partisan Social Happiness

The End of Moderate Inflation in Three Transition Economies?
Subnational Government Bailouts in Germany

The Evolution of Monetary Policy in Transition Economies
Why are Eastern Europe’s Banks not failing when everybody
else’s are?

Stability of Monetary Unions: Lessons from the Break-Up of
Czechoslovakia

Multinational Banks and Development Finance

Financial Crises after Financial Liberalization: Exceptional Cir-
cumstances or Structural Weakness?

Industry Effects of Monetary Policy in Germany

Fiancial Fragility or What Went Right and What Could Go
Wrong in Central European Banking?

Size Distortions of Tests of the Null Hypothesis of Stationarity:
Evidence and Implications for Applied Work

Financial Supervision and Policy Coordination in the EMU

Financial Liberalization, Multinational Banks and Credit Sup-
ply: The Case of Poland

Monetary Policy, Parameter Uncertainty and Optimal Learning
The Connection between more Multinational Banks and less
Real Credit in Transition Economies

Martin Seidel
Lucjan T. Orlowski
Marc Hallerberg
Rafael Di

Culloch
Kenneth Kletzer

Tella, Robert Mac-

Deutsch-Franzésisches Wirt-
schaftspolitisches Forum
Bernd Hayo

Jan Fidrmuc
Christa Randzio-Plath
Jarko Fidrmuc, Jan Fidrmuc

Josef C. Barda, Arthur E. King, Ali
M. Kutan

Kenneth Kletzer, Jiirgen von Ha-
gen

Stefan Lutz, Alessandro Turrini

Bernd Hayo

Robert MacCulloch

Rafael Di Tella, Robert Mac-
Culloch

Rafael Di Tella, Robert Mac-
Culloch

Josef C. Brada, Ali M. Kutan
Helmut Seitz

Ali M. Kutan, Josef C. Brada
Christian E. Weller, Bernard Mor-
zuch

Jan Fidrmuc, Julius Horvath and
Jarko Fidrmuc

Christian E.Weller and Mark J.
Scher

Christian E. Weller

Bernd Hayo and Birgit Uhlenbrock
Christian E. Weller and Jiirgen von
Hagen

Mehmet Caner and Lutz Kilian
Deutsch-Franzésisches Wirt-
schaftspolitisches Forum

Christian Weller

Volker Wieland
Christian Weller



B07-99

B06-99

B05-99

B04-99

B03-99

B02-99

B01-99

1998
B16-98

B15-98
B14-98

B13-98
B12-98

B11A-98

B11-98

B10-98

B09-98

B08-98

B07-98

B06-98

B05-98

B04-98

B03-98

B02-98

B01-98

1997

B04-97

B-03-97

B02-97

B01-97

Comovement and Catch-up in Productivity across Sectors: Evi-
dence from the OECD

Productivity Convergence and Economic Growth: A Frontier
Production Function Approach

Tumbling Giant: Germany‘s Experience with the Maastricht
Fiscal Criteria

The Finance-Investment Link in a Transition Economy: Evi-
dence for Poland from Panel Data

The Macroeconomics of Happiness

The Consequences of Labour Market Flexibility: Panel Evidence
Based on Survey Data

The Excess Volatility of Foreign Exchange Rates: Statistical
Puzzle or Theoretical Artifact?

Labour Market 4+ Tax Policy in the EMU

Can Taxing Foreign Competition Harm the Domestic Industry?
Free Trade and Arms Races: Some Thoughts Regarding EU-
Russian Trade

Fiscal Policy and Intranational Risk-Sharing

Price Stability and Monetary Policy Effectiveness when Nomi-
nal Interest Rates are Bounded at Zero

Die Bewertung der 'dauerhaft tragbaren offentlichen Finanz-
lageder EU Mitgliedstaaten beim Ubergang zur dritten Stufe
der EWWU

Exchange Rate Regimes in the Transition Economies: Case Stu-
dy of the Czech Republic: 1990-1997

Der Wettbewerb der Rechts- und politischen Systeme in der
Europaischen Union

U.S. Monetary Policy and Monetary Policy and the ESCB
Money-Output Granger Causality Revisited: An Empirical Ana-
lysis of EU Countries (iiberarbeitete Version zum Herunterla-
den)

Designing Voluntary Environmental Agreements in Europe: So-
me Lessons from the U.S. EPA’s 33/50 Program

Monetary Union, Asymmetric Productivity Shocks and Fiscal
Insurance: an Analytical Discussion of Welfare Issues
Estimating a European Demand for Money (iiberarbeitete Ver-
sion zum Herunterladen)

The EMU’s Exchange Rate Policy

Central Bank Policy in a More Perfect Financial System
Trade with Low-Wage Countries and Wage Inequality
Budgeting Institutions for Aggregate Fiscal Discipline

Macroeconomic Stabilization with a Common Currency: Does
European Monetary Unification Create a Need for Fiscal Ins-
urance or Federalism?

Liberalising European Markets for Energy and Telecommunica-
tions: Some Lessons from the US Electric Utility Industry
Employment and EMU

A Stability Pact for Europe

Christopher M. Cornwell and Jens-
Uwe Wichter
Christopher M. Cornwell and Jens-
Uwe Wichter

Jiirgen von Hagen and Rolf
Strauch

Christian Weller

Rafael Di Tella, Robert Mac-

Culloch and Andrew J. Oswald
Rafael Di Tella and Robert Mac-
Culloch

Robert B.H. Hauswald

Deutsch-Franzésisches Wirt-
schaftspolitisches Forum
Stefan Lutz

Rafael Reuveny and John Maxwell

Jiirgen von Hagen

Athanasios Orphanides and Volker
Wieland

Rolf Strauch

Julius Horvath and Jiri Jonas
Martin Seidel

Robert L. Hetzel
Bernd Hayo

John W. Maxwell
Kenneth Kletzer
Bernd Hayo
Deutsch-Franzésisches Wirt-
schaftspolitisches Forum

Jiirgen von Hagen / Ingo Fender

Jaleel Ahmad
Jiirgen von Hagen

Kenneth Kletzer

Tom Lyon / John Mayo
Deutsch-Franzésisches Wirt-
schaftspolitisches Forum

(a Forum organized by ZEl)



ISSN 1436 - 6053

Zentrum fiir Europaische Integrationsforschung
Center for European Integration Studies
Rheinische Friedrich-Wilhelms-Universitdt Bonn

Walter-Flex-Strasse 3 Tel.: +49-228-73-1732
D-53113 Bonn Fax: +49-228-73-1809
Germany www.zei.de



