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1 Introduction

Over the past two decades, important changes d@otered in the banking sectors of
transition and emerging countries. These changeshar outcome of several factors such as
the implementation of financial liberalization pmés that removed barriers to entry across
geographic areas and markets sectors in Latin Amend Central Asia and the dissolution
of the Soviet Union for Central and Eastern Europeauntries. A major consequence of
these financial sector reforms is the sharp ineredgoreign bank entry in these countries.
Thus, in terms of numbers, the share of foreigrkbam Eastern European and Central Asian
banking systems has increased from 15 % in 199%7t66 in 2009. Similarly, this share
increased from 25 % to 39 % in Latin America and @aribbeans. In 2009, in terms of
assets, the share of foreign total assets in tia¢ assets of the banking system was 28% in
Eastern Europe and Central Asia and 31% in LatineAra and Caribbean countries
(Claessens and Van Horen (2012)). In some Cenirdl EBastern European countries, the
average market share of foreign-owned banks in desfassets often exceeds 80%. For
example, in 2009, the market share of foreign bankthe Czech Republic, Estonia and
Slovakia were 86%, 99% and 88%, respectively.

The significant presence of foreign banks in theking industry raises a number of
important issues among economists. Indeed, sestrdies have addressed the benefits and
disadvantages of foreign bank entry for the hosnemy in terms of resource allocation,
efficiency and financial sector development. Pat#idy, several studies question the reasons
for entry of foreign banks in developing and emeggcountries (see Wezel (2004) and
Focarelli and Pozzolo (2005)). Some authors comiteagrofitability of domestic banks and
foreign banks or analyze the determinants of fordignk profits (Martinez Peria and Mody
(2004), Demirguc-Kunt et al. (2001)).

Turning to the difference in business model betwieeeign banks and their domestic
peers in emerging countries, existing studies emarthe question of whether foreign banks
are different from domestic banks in the type oh8 they finance and why. Theoretical and

empirical studies argue that because of their médional and agency costs due to cultural
and geographical differences, foreign banks lendnimao large domestic firms, or the

! See Claessens and van Horen (2012) for a compiigbatatabase on bank ownership trend for 137 cimsntr
around the world.



government rather than lending to soft informati@sed relational firms such as small firms
or firms not backed by large business group (M2006), Detragiache et al. (2008)). In this
paper we focus on possible differences in the tpeactivity and the funding strategies

between foreign and domestic banks.

Also, some studies analyze the impact of foreignkis' presence on financial stability,
mainly during times of financial stress and findxed results. Indeed, some studies find a
positive impact of foreign banks presence on hosnhtry bank system stability when parent
banks relieve their foreign subsidiaries duringesnof financial stress through internal capital
markets (Detragiache and Gupta (2006), De HaasvandLelyveld (2010), Barba-Navaretti
et al. ( 2010)). Other studies find that foreigmks presence weakens host countries’ bank
system stability as a distress of parent banksbeatransmitted to their foreign subsidiaries
with negative consequences for their lending (Aghand Schnabl (2010)).

Our paper investigates the possible differendebamks’ activity mix and funding
strategies between foreign and domestic banks tandhplications on risk-taking behavior.
Specifically, using bank-level and country-levetalfrom 1998 to 2008 for 28 transition and
emerging countries, we start by addressing thetiquesf how the share of non-interest
income in total operating income, the share of stewsm deposit (funding) and the share of
non-deposit funding vary with bank ownership. WeHar examine the impact of different
bank’s activity mix and funding strategy on bangkrtaking behavior, especially on default

risk.

We draw three conclusions from our findings. Fiteere is a difference in activity
mix and funding strategy between foreign banks @mhestic banks in emerging countries.
Foreign banks rely more on non-interest incomehgirtoperating income. Second, on the
liability side, foreign banks attract more longntefunding than domestic banks, and they rely
more on non-deposits funding. Third, due to thetivity mix and funding strategy, foreign
banks exhibit a higher insolvency risk than thatlomestic banks, even if foreign banks have
better loan portfolio quality as measured by thigoraf non-performing loans to net total

loans.

The remainder of this paper is organized as fdlo8ection 2 reviews the literature

and explains how this work extends the existingrditure. Section 3 presents our sample,



variables and summary statistics. Regression agmlgad results are presented in section 4.

Section 5 concludes.

2. Review of Literature

2.1Do foreign and domestic banks differ in host counies?

Existing studies that analyze the effect of théryewnf foreign banks compare the
lending portfolios of foreign and domestic bankse@ll, these studies show that foreign
banks“cherry pick” borrowers in poor countries, by lendipredominantly to multinational
corporations, larges domestics firms or the govemtr(Detragiache et al. (2008)). Using a
sample of Argentinean banks, Berger et al. (2001 that large banks and foreign banks
were reluctant to lend to small opaque firms. (adt al. (2006), meanwhile, investigate
whether higher foreign bank participation improtes accessibility of external financing for
firms by combining responses from a survey of firoerating in 35 developing and
transition economies. They find that all entergjsacluding small and medium-sized ones,
report facing lower financing obstacles in courstrleaving higher levels of foreign banks
presence. Further, Mian (2006) shows that due @atgr cultural and geographical distance
between a foreign bank’s headquarters and locakhes, foreign banks further avoid lending
to “informationally difficult” firms, using a loarevel dataset for Pakistan. Also, Claessens
and van Horen (2012) using a database on bank ehipefor 137 countries over the 1995-
2009 period, find a negative relationship betwegwape credit and foreign banks presence,
but only in countries with relatively distant fogei banks. Using bank-level data for
Argentina, Chile, Colombia, and Peru during the 118®0s, Clarke et al. (2005) find that
foreign banks lend a smaller fraction of their fartd SMEs than similar domestic banks.
However, comparing large domestic banks’ and ldogeign banks’ lending behavior, they
find that large foreign banks appeared to lend ntor8MEs than large domestic banks in
Chile and Colombia. Detragiache et al. (2008) itigese the impact of foreign bank entry on
private credit levels using a sample of 89 low meoand lower middle income countries.
They find that credit to the private sector is lowe countries marked with higher foreign

banks penetration.

Some of these studies that analyze the differelpetgeen foreign banks and domestic

banks compare the performance of foreign banksdamdestic banks. Berger et al. (2005)



find that foreign banks exhibit lower cost of firgad intermediation and lower profitability,

contrary to Micco et al. (2004) who find that fayetowned banks tend to have higher
profitability and lower costs, particularly in ddeping countries. Moreover, their results do
not indicate a significant correlation between baownership and performance in
industrialized countries. Also, Claessens et @03 investigate how net interest margins,
overhead, taxes paid, and profitability differ beém foreign and domestic banks. They find
that foreign banks have higher profits than domeséinks in developing countries, but the

opposite is the case for developed countries.

Turning to the strand of studies that deal with timpact of foreign bank entry on
financial stability in the host country, DemirglgHit et al. (1998), using a broad cross-
section of countries find that foreign banks peat&in is associated with lower financial
fragility. Acharya and Schnabl (2010) find that a distregsapént banks can be transmitted to
their foreign subsidiaries with negative conseqesnior their lending which can result in
more banking distres©n the other hand, Detragiache and Gupta (2006 }1&es and Van
Lelyveld (2010) and Barba-Navaretti et al. (201@)dfa positive impact of foreign banks
presence on host country bank system stability wbarent banks relieve their foreign
subsidiaries during times of financial stress tigtounternal capital markets. Barth et al.
(2004), analyzing bank regulation and supervisiori@7 countries, find that the degree of
foreign ownership could not explain the likelihoofibanking crisis but barriers to foreign-
bank entry are positively associated with bankiftggHaber and Musacchio (2005) analyze
Mexico’'s experience and find that with foreign bardntry, bank capitalization improved
both loan portfolio quality and operational effiety in terms of a lower nonperforming loans
(NPLs) ratio and a decrease in operational expefdesr results suggest that the banking
system has become more stable and profitable esu#t of foreign bank entry. However they
find that lending to the private sector decline@vy-Yeyati and Micco (2007) find that
foreign banks are associated with higher risks, smesl by theZ-SCORE than domestic

banks in a sample of Latin American banks.

2.2 Activity and funding strategy and risk



Several studies investigate the impact of compirthaditional banking with other
financial activities on bank risk-taking. Acharyaat. (2002), using data from Italian banks
analyze the tradeoffs between (loan portfolio) B®@nd diversification. They find that
diversification of bank assets is not guaranteegromluce higher performance and/or safer

banks.

In the case of U.S. banks, Stiroh (2004) finds tyatater reliance on noninterest income,
particularly trading revenue, is associated witgher risk and lower risk-adjusted profits.
Lepetit et al. (2008) find that a heavier engaganmercommission and fee activities implies

higher risk for western European banks.

Meanwhile, Baele et al. (2007) examine how a baskare of non-interest income affects
bank risk for a sample of European banks over 8892004 period. They find that bank’s
non-interest income share is associated with highstematic risk; measured by the market
beta. Idiosyncratic risk, in turn, is found to lesaciated to the non-interest income share in a
non-linear way, with most banks beyond the poinérghdiosyncratic risk is minimized.

Demirgug-Kunt and Huizinga (2010) examine the iwgtiions of bank activity and short-term
funding strategies for bank risk and returns. Theg that banks with a high non-interest
income share are riskier. On the liability sides\ttind that banks with a large share of non-

deposit wholesale funding in total short-term fungdare also riskier.

This paper connects the literature on both businesdel and its implication on risk-
taking, and on foreign bank participation and bagkstability by extending earlier works.

First, contrary to most previous research on @redank participation and banking
stability which investigate whether foreign bankspdify or attenuate the banking problems
in host countries, in this paper we examine thansic foreign banks’ risk regardless of the
economic and banking situation. The closest stadyuts as regards the relationship between
foreign bank penetration and banking stability e/y-Yeyati and Micco (2007) which find
that foreign banks are associated with higher risteasured by th8-SCOREthan domestic
banks in a sample of Latin American banks. Howetleere are at least two differences

between this study and ours. Contrary to Levy-Yieyad Micco (2007), we consider a

broader data set including transition economieginLAmerican countries, Asian countries

and African countries, whereas Levy-Yeyati and Mi€2007) consider only Latin American



countries. Besides, contrary to us, they analyzendirect relationship between foreign

banks’ penetration and banks stability throughitigact of competition on risk-taking.

Second, most of existing studies analyzing theif¢pr banks’ business model examine
the question of whether foreign banks are diffefesn domestic banks in the type of firms
they finance, specifically difference in théoan portfolios Besidesthe other studies that
analyze banking business strategies focus predomtiynan banking company size or on
categories of banks (commercial bang&spperative bankdgnvestment banks, etc.). In this
paper we focus on possible differences in the typactivity and the funding strategies

between foreign and domestic banks.

Third, our paper is also related to Demirgic¢-Kantl Huizinga (2010) regarding the
impact of business model on risk-taking. Our papgees beyond Demirglc¢-Kunt and
Huizinga (2010) as in their analysis they do ndeetinto account the connection between

foreign banks and business model and the impd&atreign ownership on risk-taking.

3 Data, variables and summary statistics

To investigate how bank ownership affects banlcivay and funding mix and
further how bank’s activity and funding mix impadiank risk-taking, we combine bank-
level-data with information on the ownership typmng with other macro-level variables and
institutional variables that might affect eithemka’ business strategies or bank risk-taking
behavior. These variables are compiled from variemsrces. Before presenting our set of
variables and the method, we provide informatiooualour sample of banks and the collected

data.

3.1 Sample



Our sample consists of 863 commercial banks eshaddl in 28 countries in Central
and Eastern Europe, Latin America, Asia and Afdedined by World Bank as emerging
countries’ Only commercial banks are selected in the datmseeduce the possible bias
resulting from the different business models amdiffgrent categories of banks. Income
statement and balance sheet information on indalithanks are obtained from Bankscope
Fitch IBCA. The sample period is from 1998 to 20Q&werage by Bankscope database is
comprehensive in most countries, accounting for ®286 of all the banking assets in each
country. In this study the sample is chosen basetth® requirement that data are available to
compute our risk measures defined below. We kedyp lmnks with at least 3 consecutive
years of time series observations for the returrassets (ROA) series, which allows us to

compute standard deviations using at least 3-y@@erutive observations.

3.2 Presentation of variables

We present our dependent variables reflecting loavriership, the bank’s activity mix
and funding strategy, bank risk and the differemdependent variables introduced in our
estimations.

3.2.1 Identifying bank ownership

A bank is classified as a foreign bank if at |€88% of its capital is owned by non
local residents. As Bankscope does not provide ostae history, but only for the most
recent year, we use several sources in coding bamiership. In addition to Bankscope, we
also look into individual banks’ websites to revigleir historical evolution or into their
annual reports. We also explore Central Banks' ile=band publications such as Bloomberg
BusinessWeek, Asiamoney, Euromoney, the BankerdiRgnUniverse, ECBS (European

2 We do not consider all the countries defined ley\World Bank as emerging countries due to the ulbitity

of information on the banks’ ownership in thesentdes. These countries and the number of banksqantry
are: Brazil=126; Bulgaria=23; China=84; Colombiaz22ech Rep.=25; Egypt=30; Estonia=6; Hong Kong=41,
Hungary=30; India=65; Indonesia=59; Korea Rep. =Hdtvia=23; Lithuania=8; Malaysia=36; Mexico=22;
Morocco=8; Peru=19; Philippines=26; Poland=48; Roiara22; Saudi Arabia=10; Singapore=12; Slovakia=17;
Slovenia=19; South Africa=27; Thailand=19; Turke$§=1



Banking Guides and Resources) etc. This allowsoudéntify a banks' ownership structure
year-by-year for the 1998-2008 period. Finallythrs paper, we define our foreign ownership
variable,FOREIGN as a dummy variable equals to 1 if, during thesadered year, the bank

is foreign-owned that is if at least 50% of its italpis owned by non local residents, and 0
otherwise. Table 1 reports the number of domestdat fareign banks per country for a few

years in our dataset as a guide.

< Insert Table 1>

3.2.2 Measuring activity mix and funding strategy

To test whether foreign banks and domestic barfksr dn their business model, we
need to identify the proxies that measure a babnksness model. Regarding activity mix we
consider the share of non-interest income in toperating incomeNONII). This variable is
usually used to proxy the overall relative impodarof a bank’s non-interest generating
activities (see Demirglc¢-Kunt and Huizinga (201®)higher value of the share of non-
interest income in total operating income indica®enger expansion towards nontraditional

intermediation activities.

Banks use several sources of funding among depasiither short-term or long-term
instruments. In this paper we consider two proxieislentify a bank’s funding strategy. First,
we use the share of non-deposit fundiNDNDEPO$ defined as the share of total funding
excluding derivatives minus customer deposits tal tunding. As mentioned in Demirgug-
Kunt and Huizinga (2010), deposits tend to be mbfademandable, while non-deposits are
considered term financing, even if the term maybgy short as in the case of overnight
inter-bank lending. Second, we look at the stratefgy bank based on the maturity of its debt
and thus on more or less reliance on short-terndifign We define short-term funding as
bank's customer and short term funding as a shdreotal interest-bearing debt
(SHORTDEBT.



3.2.3 Measuring risk-taking

We take as a measure of individual bank insolverskytheZ-SCORHElefined as the
return on asset plus the capital to total asséits davided by the standard deviation of assets
return. SpecificalyZSCORE =(ROA+EQTA) SDRC

As previously mentioned, we collect data rangiragrl998 to 2008. ThROA the return on
assets defined as the ratio of net income to aeeti@gl assets arfelQTA the ratio of equity

to total assets are calculated as follows:

- If a bank maintains its ownership over the ensinely period the ROA and the capital-asset
ratio are calculated as the mean over 1998-20@BS&ROAwhich is the standard deviation
of ROAestimated over the time period 1998-2008.

- If there is a change in the ownership of a baw&rdhe period 1998-2008 tHOA and
capital-asset ratio are calculated as the meanstibegeriod over which the bank is foreign-
owned and domestic-owned respectively, &ROAIs estimated as the standard deviation
of ROA over the period over which the bank is foreign-ednand domestic-owned

respectively.

In all cases, &-SCOREis calculated only if we have accounting informatior at least
three years. Also, whenever we use ZRECOREas the dependent variable, the independent
variables are calculated as averages over diffgrendds depending on the evolution of the
bank ownership as described above. All the ratiesrapercentages. The SCOREhas been
widely used in the literature as a measure of ldeflault risk (see Roy (1952), Hannan and
Hanweck (1988), Demirgii¢c-Kunt and Huizinga (2010) ®istinguin et al. (2012)). A lower
Z-SCOREvalue indicates a higher probability of bank feslu

We also use another method to calculateZH8CORE Indeed, instead of using the ROA and
capital-asset ratio calculated as the mean over8-2098 or over the sub-period
corresponding to one ownership type, we use the R@\capital-asset ratio in 2008, in the
case where the bank maintains its ownership overwhole period, and the standard
deviation of ROA is estimated over the time period 1998-2008. We denibis
variable ZSCORET, which is defined aZ SCORET =(ROA + EQTA )/ SDRC.



3.2.4 Control variables

In our empirical analysis, we include a set of convariables known to explain the
business model choice and the riskiness of indalidoanks. These variables capture
individual bank characteristics and reflect macooeenic factors and the institutional

environment at the country level.

Bank characteristics

We consider several control variables at the Hawu&l. First, we include the natural
logarithm of total assetsLTA) as a proxy of bank size. Second, we control fankb
capitalization defined as the ratio of equity tdatoassets EQTA. Third, the ratio of
personnel and other non-interest expenses todstatfOVERHEAD is included to control
for the bank’s cost structure. We expect lower £ast financial intermediation to be
associated with greater foreign bank presencef(gesxample Berger et al. (2005)). Fourth,
we control for banks’ total assets growth rate,uaseg that fast-growing banks have

different income and funding strategies as weliglstaking.

Country characteristics

We also consider country-level variables that maffect bank risk as well as income
and funding strategies. We take into account theuangrowth rate of the real Gross
Domestic ProductGDPG) to control for business cycle fluctuations ane dverall economic
conditions. We also include GDP per cap@DPCAB to capture the degree of economic
development of the country. We also control fodatbn (NFLATION). Indeed, inflation
may impact a bank’s decision to move towards nditicmal intermediation activities and
can affect bank risk-taking. Macroeconomic contratiables are retrieved from the World
Development Indicator (WDI) database provided lgy\tthorld Bank.

Furthermore, we include a series of political atloeo institutional variables in some of our

empirical specifications. These variables are:



- Voice and Accountability\(OICE) reflects perceptions of the extent to which antous
citizens are able to participate in selecting tgewvernment, as well as freedom of expression,

freedom of association, and a free media.

- Political Stability and Absence of Violence/Terson (STABILITY reflects perceptions of
the likelihood that the government will be destialeidl or overthrown by unconstitutional or

violent means, including politically-motivated v&sice and terrorism.

- Government EffectivenessGGOVEFFECT reflects perceptions of the quality of public
services, the quality of the civil service and thegree of its independence from political
pressures, the quality of policy formulation andplementation, and the credibility of the

government's commitment to such policies.

- Regulatory Quality REGQUAL reflects perceptions of the ability of the gowveent to
formulate and implement sound policies and regutatithat permit and promote private

sector development.

- Rule of Law RULEOFLAW reflects perceptions of the extent to which agemave
confidence in and abide by the rules of societyd an particular the quality of contract
enforcement, property rights, the police, and therts, as well as the likelihood of crime and

violence.

- Control of Corruption CORRURB reflects perceptions of the extent to which puiplower
is exercised for private gain, including both pettyd grand forms of corruption, as well as

"capture" of the state by elites and private irdese

These indices of governance ranges from -2.5 (w&aR)5 (strong) governance performance

and are retrieved from the World Governance Indisadf Kaufmann et al. (2010).

3.3 Data Summary and Univariate Results

We present the summary statistics for the depdnded independent variables in
Table 2. On average, banks derive 32.45 % of theome from noninterest fees. However,
this average is 34.89% for foreign banks against3®® for domestic banks. On average,
banks fund themselves at 24.92% with non-deposidifig. This ratio is 21.60 % for
domestic banks and 30.43 % for foreign banks. Wa&tiards to the maturity of debt, we can



see that, on average, banks attract 92.99% offilnils from short-term funding. This ratio is
93.19 % for domestic banks and 92.52 % for fordignks. The meaA-SCOREs 21.66 for
all banks, 23.25 for the domestic banks and 1%t 4hke foreign banks. The ratio of overhead
expenses to assets has a sample mean of 3.99%afibifor the domestic banks and foreign
banks is 4.10% and 3.85%, respectively.

< Insert Table 2>

Table 3 displays the correlation coefficients foe tindependent variables. As can be seen
from this table, the institutional and politicaldines are highly correlated with each other;

therefore, we include the indices individually e tdifferent specifications.

< Insert Table 3>

Table 2 shows that foreign and domestic banks maughly different business models as
measured by the share of non-interest income &l tigerating income, the share of non-
deposit funding and the share of short-term fundihghows also that foreign and domestic

banks exhibit different level of risk as measurgdhe bank insolvency riskZ(SCORE

This descriptive analysis, however, has a limitatbt@cause it does not tell us whether these
differences between foreign and domestic banksstatéstically significant. To address this

limitation, we test for mean differences and repaest for some variables in Table 4.

As shown in Table 4, foreign banks rely signifidghore on nontraditional intermediation
activities compared to domestic banks. A look & mhaturity structure shows that foreign
banks depend significantly less on short-term dlebih domestic banks. On the other hand,
foreign banks are relying more significantly on #anding deposits when compared with
domestic banks. Finally, foreign banks exhibit gigantly higher level of risk as measured

by the bank insolvency risk than domestic banks.

< Insert Table 4>



The statistical framework is consistent with thesctiptive statistics presented in
Table 2, however, there are no serious economatréstigations to confirm that foreign and
domestic banks differ in term of activity mix ornfding strategy or in terms of risk-taking

behavior. The next section deals with the multat&rianalysis.

4. Regression Analysis

4.1 Bank ownership and activity and funding strategy

4.1.1 Basic empirical estimation

The theoretical literature provides two explanmagi@as to why foreign banks may be
different from domestic banks in their business etodhe first explanation is based on
distance constraints: greater physical distanoed®t a principal (the controlling shareholder
of a foreign bank) and his agent (the loan offidegds to higher informational and agency
costs for foreign banks which can influence thelieg behavior of foreign banks, and more
generally their business model (Berger et al (2006an (2006)). The second explanation
argues that the differences between foreign andedtmbanks are due to the fact that the
former have higher standards and more prudent igrefes when evaluating risk, rather than
additional cost due to distanteBased on these theories, this section tests whésheign
banks and domestic banks have a different busimextel. We address this question by

estimating the following panel regression:
BUSMODEL, =a,+a, FOREIGN, + 3, X, +B, Z+1 +T +&,, , 1)

where BUSMODEL,, is either the share of non-interest income in togérating income
(NONII), the share of non-deposit funding in total fumdiNONDEPQOS$, or the share of
short-term fundingQHORTDEBT in interest-bearing debt, indicating the activatyfunding

strategy of bank in countryj in yeart, FOREIGN,, is a dummy variable equal to one if

% See, e.g., Demsetz, et al. (1996) and Mian (2@&nore details on these theories.



banki in countryj in yeart is foreign-ownedXijt is a vector of bank-level control variables.

Z.. is a vector of factors at the country level sushnaacroeconomic and institutional

it
environment factors that are expected to affecingss model at time to, and (3, are
vectors of parameters to be estimatgg,is the country fixed effects;, time fixed effects,

and gj; is the error term. The set of bank-level controfialsles includes bank size, bank
capitalization, bank’s cost efficiency, expressedtee ratio of overhead expenses to assets,
and the growth rate of real bank assets. The sebwhtry-level control variables includes
GDP per capita, GDP growth rate, and the inflabbthe economy. The detailed definitions

of these variables can be found in Section 2 angeAdix A.

In the regressions, the standard errors are cadtat the bank level since repeated
observations on a given bank’s business model pasgynot necessarily independent. The

results of the regressions are presented in Table 5

< Insert Table 5>

As can be seen from Table 5, for each of the spatidn, the coefficients of the foreign bank
dummy variable FOREIGN are statistically significant. When non-interestome share is
the dependent variable, we see that foreign baelysmore on fee income than domestic
banks. Indeed, for foreign banks, the non-inteiesbme share is increased by 1.112
compared to domestic banks. The coefficient of baapitalization is negative and
statistically significant, suggesting that bettapitalized banks have lower fee income share.
The coefficient of the bank size proxy is positaued statistically significant, suggesting that
large banks have higher fee income share. Theiciasff of bank’s annual asset growth rate
is negative and statistically significant suggestihat fast-growing banks have lower shares
of fee income. The coefficient of overhead costsiakde is positive and statistically
significant, suggesting that fee-generating acésitare relatively costly. As might be
expected, we see that the GDP per capita varialpesitively and significantly related to the
share of non-interest income, suggesting that imnt@es with relative higher economic

development, banks have higher fee income share.



When the share of short-term funding is the depeindariable, we see that foreign banks rely
less on short-term funding than domestic bankseddd the share of short-term funding is

reduced by 0.66 for foreign banks compared to dtimbanks.

This result might imply that foreign banks have Bemamaturity mismatch between assets
and liabilities than domestic banks and thus, @&®s lvulnerable to liquidity risk. The

coefficient of bank capitalization is negative atatistically significant, suggesting that better
capitalized banks have lower short-term fundinge Toefficient of the bank size proxy is
negative and statistically significant, suggestihgt large banks have lower short-term
funding. The coefficient of the GDP per capita @ble is negative and statistically
significant, suggesting that in countries with tiela higher economic development, banks

have lower short-term funding share.

Looking at the specification with the non-depositding share as the dependent variable, we
see that foreign banks rely more on non-deposidifigh than domestic banks. Indeed,
compared to domestic banks, the non-deposit funslrage is increased by 4.28 for foreign
banks. Furthermore, banks with better capitaliratiave higher non-deposit funding shares.
We find that larger banks tend to rely less on depesit funding share. The coefficient of
overhead costs variable is negative and statistisagnificant, suggesting that non-deposit
funding are relatively cheaper. Examining the dogfhts of country-level control variables,
we find that inflation is negatively related to ndeposit funding share, and we find that
banks rely more on non-funding deposit in more ted countries, as measured by the

GDP per capita.

We test the robustness of these results by indjuididividually a series of macro institutional
indexes in addition to the macroeconomic variablé® results related to these specifications
are presented in Appendix B. In all specificatioting results are highly consistent with the
previous findings as regard to the foreign bank shymwariable, bank-level and country-level

control variables.

To summarize, the regressions indicate that theecstip matters in bank’s funding and
activity strategies. Foreign banks rely more on-mterest income activities and non-deposit
funding. Also, foreign banks have smaller maturnitismatch between assets and liabilities

than domestic banks. Next, we consider some robsstchecks of these results.



4.1.2 Robustness Checks

To check the robustness of our results, we cornsliatral sensitivity analyses.

First, we re-estimate the regressions using bavid-leross-sectional regressions. We
calculate mean values for all bank-level and coul@vel variables over the sample period.
As explained above, if there is a change in theeawahip of a bank over the period 1998-
2008, we calculate the mean value on each subepexioen the bank have different
ownership profile. We report the estimates fromdtess-sectional regression in Appendix C.
Consistent with the previous finding, the resutiswg that foreign banks rely more on non-
interest income activities and non-deposit fundidigo, foreign banks have smaller maturity

mismatch between assets and liabilities than damiezshks.

Second, in the bank-level cross country regressioge weight is given to country
with more banks. To address this concern, we d@edeil in our regression since it has the
highest number of banks in our panel. Excluding tiwuntry from our tests does not reverse
our conclusions; however we find only differenceténms of the funding strategy between

foreign banks and domestic banks. Appendix D rep@gression results without Brazil.

Third, the bank-level cross-country analysis cavelsome limitations. Indeed, even if
we control for country difference with the inclusiof macroeconomics variables and country
fixed effects, the differences may not have bedly tiontrolled. To address this concern we
examine a within country analysis to test the rtieess of our results. We choose Brazil for
this within-country analysis since Brazil has thghest number of banks in our panel. We
report the estimates from within-country regressionAppendix E. Foreign banks and
domestic banks do exhibit differences in activinddunding strategies; however we do not

find a significant difference in their maturity maitch between assets and liabilities.

Overall, the results support a difference in attivhix and funding strategy between
foreign banks and domestic banks. Next, we invastithe impact of bank ownership on risk-

taking.



4.2 Bank ownership and risk-taking

4.2 1Direct evidence

In the literature of foreign banking, it is frequly admitted that foreign banks can
achieve better economies of scale and risk diveasibn than domestic banks and have
advantage in evaluating risk. However foreign bah&ge some limitations due to distance
constraints.

Moreover, our findings above support a differeimcactivity mix and funding strategy
between foreign banks and domestic banks. Basetieoarguments above, we empirically
examine the relationship between bank ownership @skittaking. We examine this

relationship by estimating the following cross g&wl regression:

RISK =a,+a,FOREIGN + 8, X +f , Z+€, )

where RISK ; is the risk-taking proxy (say;-SCOREor Z-SCORETY of banki in countryj ,
FOREIGN; is an indicator variable equal to one if bank countryj is foreign-ownedxij

is a vector of bank-level control variables, is a vector of factors at the country level such
as macroeconomic variables that are expected txtaffank risk-taking.a, and [3, are
vectors of parameters to be estimated, gnds the errors term.

The model is estimated with ordinary least squar@dLS) using the
heteroskedasticity-robust standard errors clustatéide country level to compute t-values.

Table 6 displays the estimation results.

< Insert Table 6>

As can be seen from Table 6, the coefficientshef foreign dummy variable are
negative and statistically significant, suggestihgt foreign banks exhibit a higher default
risk than domestic banks. Indeed, tHeSCOREis reduced by 4.40 for foreign banks
compared to domestic banks. The coefficients ofkbeapitalization are positive and
statistically significant, suggesting that bettapitalized banks are safer. The coefficients on
the bank size proxy variable are negative andssi@dily significant, suggesting that large

banks have a higher insolvency risk, probably beedhe latter have incentives to take higher



risk because of the presence of a too-big-to-fe8TF) phenomenon. The coefficients of the
overhead costs variable are negative and statlgtgignificant, suggesting that less efficient
banks are more risky. We find that inflation is ateely related to bank insolvency riskhe
coefficients on GDP per capita variable are posiyivand statistically significant, suggesting
that in countries with relative higher economic elepment, banks have lower probability of
default. Similarly, in times of economic growth,nixa are more solvent, as the coefficients on
GDP growth are positive and statistically signifita

To summarize, the regressions indicate that bamkeoship directly impacts bank
solvency, specifically foreign banks have highefad# risk than domestic banks. Next, we

examine whether bank ownership indirectly affetssisk-taking behavior.

4.2.2 Indirect evidence

Since we find that foreign banks differ from dome$®anks in their activity mix and
funding strategy, we investigate whether the atgtimix and funding strategies affect default
risk as measured by the SCORE Specifically, as in Demirgic¢-Kunt and Huizingad{®),
we regress the risk proxy on the different proxaédank activity and funding strategies.

Thus, we run the following cross sectional reg@ssi

RISK, =a,+a, BUSMODEL + 8, X +8, Z+¢, (3)

where RISK ; is the risk-taking proxy ( say,-SCOREor Z-SCORET of banki in countryj ,
BUSMODEL, is either the share of non-interest income inltoperating incomeNONII),
the share of non-deposit funding in total fundiONDEPOS$, or the share of short-term

funding in interest-bearing deKIORTDEBYT, indicating the activity or funding strategy of

banki in countryj, Xij is a vector of bank-level control variables, is a vector of factors at

the country level such as macroeconomic varialilas are expected to affect bank risk-

taking. O, and 3, are vectors of parameters to be estimated ggnis the errors term.

The model is estimated with ordinary least squd@idS) using the heteroskedasticity-robust
standard errors clustered at the country leveladmpute t-values. As we consider banks’
business model proxies to be endogenous in sedtionwe regress this model using also a
two stage procedure. Thus, the first-stage estamationsists in the regression in section



4.1(Eqg.1) where we regress banks’ business modelbles (the ratio of non-interest income
to total operating income, the share of non-depsisitrt-term funding and the share non-
deposit funding) on various control variables. Wadcalate the predicted values of the
different business model proxies from these regrassand replace each observed business

model proxies by its predicted value in Eq. 3.8dmplete the two-stage procedure.

The empirical results of both specifications agarted in Table 7.

< Insert Table 7>

The results of both specifications are very simil&e see from Table 7 that the
coefficient on non-interest income share is negatnd statistically significant, indicating
that higher non-interest income share translateslawer Z-SCORE Indeed, considering the
specifications where we use the observed busineslnproxies as independent variables, a

one standard deviation increase of non-interesintecshare decreases B&CORBoy 2.63.

This result suggests that higher non-interest ircasimare reduces bank solvency. Also, the
coefficient on non-deposit funding share is negatwnd statistically significant, indicating
that higher non-deposit funding share translates lower Z-SCORE Indeed, increasing the
non-deposit funding share by one standard deviatifinresult in a 1.64 decrease in tde
SCORE This result suggests that higher non-depositifndhare reduces bank solvency.
These results confirm the findings in Demirgii¢c-Kamid Huizinga (2010). By contrast the
coefficient on short-term funding share is positarel statistically significant, indicating that
higher short-term funding share translates intohéigZ-SCORE Indeed, a one standard
deviation increase of short-term funding sharessoaiated with an increase in tBe&sCORE

of 3.10.

Examining the coefficients on control variables, f#wed the same results as in direct
evidence, except for the bank size proxy whichadanger significant. More precisely, the
results on Table 7 indicate that banks with highwgrhead costs have a higher default risk.
We find that inflation is negatively related to kaimsolvency risk.The coefficients on the
GDP per capita variable are positively and statdlly significant, suggesting that in countries
with relatively higher economic development, banlkefault risk is lower. Similarly, when the
economy is growing, banks exhibit lower defaulkyias the coefficients on GDP growth are

positive and statistically significant.



These results provide evidence that higher nomastencome share and non-deposit funding
share translate into lower bank stability. By casty the results indicate that higher short-term
funding share is associated with higher bank stgbil

We interpret these findings as indirect eviderag foreign banks are more risky than
domestic banks through their business model, ashoe above that foreign banks rely more
on non-interest income and non-deposit funding s€hresults are consistent with those found

in the direct investigation of the relationshipweén foreign bank and insolvency risk.

4.3 Bank ownership and loan quality

Are foreign banks’ loans of better quality? Indebdcause of their higher cost of
acquiring information about local firms, foreignnba focus primary on the most profitable
local firms when lending (Dell’Arricia and Marqu¢2004), Detragiache et al. (2008)). Thus,
foreign banks are assumed to practice cream-skig@nding that leads them to have a
better quality loan portfolio than domestic banRée test this prediction on our sample by
regressing banks’ portfolio quality measured byrdite of non-performing loans to net total

loans on the foreign dummy variabFEQREIGN and other control variables.

Thus we run the following panel regression:

NPL, =a,+a,FOREIGN, +B, X, +8,7Z +1 +T +&,, (3.4)

where NPL ;, is the non-performing loan of bamkn countryj in yeart, expressed as the
ratio of non-performing loans to net total loadA®REIGN,, is a dummy variable equal to

one if banki in countryj in yeart is foreign-ownedXijt is a vector of bank-level control
variables, Z,, is a vector of factors at the country level such macroeconomic and
institutional environment factors that are expedieaffect loan portfolio quality at time t.

a, and 3, are vectors of parameters to be estimateds the country fixed effects, time

fixed effects, andijt is the error term. The set of control variables thee same as those in
Eq. (1), Section 4.1.1.

The empirical results are reported in Table 8.

< Insert Table 8>



As can be seen from Table 8, the coefficient onféheign dummy variable is negative and
statistically significant, suggesting that foreiganks have loan portfolios of better quality
than domestic banks, as predicted by the creamrsikigr model. Thus, the ratio of non-
performing loans to net total loans is reduced 84 Ior foreign banks. Banks with higher
overhead costs have worst loan portfolio qualitygher economics growth translates into

lower non-performing loans level of banks.

5. Conclusion

In this paper, we employ a data set of 863 comialebanks from 28 transition and
emerging countries for the 1998-2008 period. Welyaeathe differences in activity and
funding strategies between foreign and domesti&$and look into their risk implications.

We find that foreign banks differ from domestiaka in terms of activity and funding
strategies. Specifically, we find that foreign bamkly more on non-interest income activities
and non-deposit funding than domestic banks, wihi&e latter fund themselves more with

short-term funding.

We also examine the impact of ownership on baabilgly. We find that foreign
banks exhibit higher default risk than domesticksamowever foreign banks have better loan
portfolio quality than domestic banks. We also fict reliance on fee incomes and non-
deposit funding leads to lower bank stability. Tdagsults taken together, suggest that
foreign banks are more risky because of their #gtimix and their funding strategy in the

host countries.



APPENDIX

Appendix A
Table Al: Variables definition and sources of data.

Variables Description Sources
NONII Ratio of non-interest income to total opengtincome (%) Bankscope
SHORT TERMDEBT Ratio of bank's customer and short term fundingptal interest-bearing debt (%) Bankscope
NON_DEPOFUND Total funding excluding derivativesnus customer deposits divided by total funding (%) Bankscope
zscoRe  %SCOREL(ROMEQTAYSOROR, uhere FOA e on el EQTAIS 10210 e
NPL Ratio of non-performing loan to net total lo&#e) Bankscope
OVERHEAD Ratio of overheads to total assets (%) Bankscope
GROWTH_TA Growth rate of bank assets (%) Bankscope
LTA Natural logarithm of total assets Bankscope
EQTA Ratio of equity to total assets (%). Bankscope
FOREIGN Equals 1 if the bank is at least 50% owmgdbreign interests, and 0 otherwise Bankscope and

miscellaneous

GDP PER CAPITA GDP per capita in thousands of 2€@@stant U.S. dollars WDI

GDP GROWTH Rate of real per capita GDP growth WDI

INFLATION Consumer Price inflation rate WDI




Table Al- Continues

Variables Description Sources
Perceptions of the extent to which a country'geits are able to participate in selecting their

VOICE government, as well as freedom of expression, &eedf association, and a free media. Kaufmann, Kr_aay,

and Mastruzzi(2010)

STABILITY Perceptl_on_s of the I|I_<eI|hood that the goyernme_uﬂtkm de_stab|llzed or overthrown t_)y Kaufmann, Kraay
unconstitutional or violent means, including pcoktiy-motivated violence and terrorism. and Mastruzzi(2010)
Perceptions of the quality of public services, doelity of the civil service and the degree of its

GOVEFFECT independence from political pressures, the qualfifyolicy formulation and implementation, and Kaufmann. Kraa
the credibility of the government's commitment tiels policies. and MaStI’L’JZZi(Z(})llO)

REGQUAL Percep_tions of the ab.ility of the government tarfatate and implement sound policies and Kaufmann, Kraay
regulations that permit and promote private sedémelopment. and Mastruzzi(2010)
Perceptions of the extent to which agents haveidente in and abide by the rules of society, am(;Jf':Anantn, Kr'agglo

RULEOFLAW in particular the quality of contract enforcememperty rights, the police, and the courts, ad wafd Mas ruzzi( )
as the likelihood of crime and violence.

CORRUP Perceptions of the extent to which public powesxsrcised for private gain, including both pett)kaufmann, Kraay

and grand forms of corruption, as well as "captafethe state by elites and private interests. and Mastruzzi(2010)




Appendix B

Table B1: Bank ownership and activity and funding frategies. Panel Regression with
additional institutional variables.

VARIABLES NONIl  NONII  NONII NONII NONII NONII
FOREIGN 11175 1.114%*  1.087+*  1.149%*  1.190%*  1.087**
(4.654)  (4.674)  (4.448)  (4.709) (4.967)  (4.676)
EQTA -0.075%  -0.074*  -0.077*  -0.075*  -0.074*  -0.076
(-1.881) (-1.876) (-1.963)  (-1.905)  (-1.875)  (-1391
LTA 0.201%  0.291*  0.287*  0.287*  0.311%  0.282*
(2.898)  (2.853)  (2.869)  (2.707) (3.049)  (2.739)
GROWTH_TA -0.021%  -0.021**  -0.020%*  -0.021*  -0.02%  -0.022*
(-2.448)  (-2.392)  (-2.420)  (-2.456)  (-2.591) (-39
OVERHEAD 0.548%*  0.546%* 0.550%* 0.546%*  0.549%*  0.551++
(4.800)  (4.788)  (5.060)  (4.839) (4.770)  (4.831)
INFLATION -0.147  -0.134  -0.142 -0.151 -0.165 -0.141
(-1.553)  (-1.375) (-1.503)  (-1.576)  (-1.830)  (-18%6
GDPG 0.058 0.084 0.067 0.070 0.130 0.041
(0.453)  (0.640)  (0.508)  (0.528) (1.156)  (0.327)
GDPCAP 0.001*  0.001*  0.001  0.001%*  0.001%*  0.00%
(2.886)  (2.902)  (1.794)  (3.853) (3.404)  (3.181)
CORRUP -1.014
(-0.549)
GOVEFFECT -3.194
(-1.235)
RULEOFLAW 4.955
(1.482)
REGQUAL -2.718
(-1.527)
STABILITY -3.037%*
(-3.876)
VOICE 1.745
(1.499)
CONSTANT 7.505%%  7.021%* 11.310%  8.161%*  6.436**  7.673%
(3.737)  (3.356)  (3.036)  (4.670) (3.717)  (4.613)
OBSERVATIONS 4806 4806 4806 4806 4806 4806
R-SQUARED 0.324 0.325 0.325 0.325 0.325 0.325

NONII=Ratio of non-interest income to total operatingcome; OVERHEADR Ratio of overheads to total assets (%);
GROWTH_TA Growth rate of bank total assets (%A= Natural logarithm of total assetEQTA= equity to assets ratio;
FOREIGNEForeign bank dummy variable. This dummy equal$ the bank is at least 50% owned by foreign intsreand 0
otherwise,GDPG= growth rate of real GDRNFLATION= Consumer price inflation rat&DPCAPR= GDP per capita in thousands
of 2000 constant U.S. dollargOICE= Perceptions of the extent to which a countnizems are able to participate in selecting their
%overnment, as well as freedom of expression, &eedf association, and a free medTABILITY: Perceptions of the likelihood
that the government will be destabilized or overttm by unconstitutional or violent means, |ncIudlpglltlcalg/-motlvated
violence and terrorisnGOVEFFECT Perceptions of the quality of public serviceg tjuality of the civil service and the degree of
its independence from political ﬁressures, the iyuaf policy formulation and implementation, antet credibility of the
government's commitment to such policiBEGQUAI= Perceptions of the ability of the governmentdafulate and implement
sound policies and regulations that permit and ptenprivate sector developmeRULEOFLAW Perceptions of the extent to
which agents have confidence in and abide br&/émsmlf society, and in particular the quality ohtract enforcement, property
rights, the police, and the courts, as well asliftedihood of crime and violenceCORRURE: Percgptions of the extent to which
public power is exercised for private gain, inchgliboth petty and grand forms of corruption, as wel"capture” of the state by
elites and private interests. Country and time dixaffects are included in all regressions but regorted. T-statistics are in
parentheses and are based on robust standard @ustered at bank level. *, **, *** represent gttical significance at the 10%,
5%, and 1% levels, respectively.



Table B1continues

SHORT_TER SHORT_TERMD SHORT_TERMD SHORT_TERMD SHORT_TERMD SHORT_TERMD NON_DEPOF NON_DEPOF NON_DEPOF NON_DEPOF NON_DEPOF NON_DEPOF

VARIABLE MDEBT EBT EBT EBT EBT EBT UND UND UND UND UND UND
FOREIGN 0.657* -0.659* -0.669* -0.645* -0.661% |2 4,278 4.256% 42717 4278 4,316 4.274%
(-2.255) (-2.254) (-2.265) (-2.224) (-2.225) (-39 (8.035) (7.868) (7.853) (7.993) (7.844) (7.628)
EQTA -0.168** -0.170%* -0.169%* -0.168** -0.168* -0.169** 0.169* 0.170% 0.169% 0.169** 0.169 0.169*
(-3.640) (-3.698) (-3.659) (-3.646) (-3.667) (-BB5 (2.648) (2.680) (2.650) (2.652) (2.654) (2.674)
LTA -0.824* -0.826* -0.824* -0.824* -0.825* -0.828* -0.607* -0.608** -0.608* -0.607* -0.603* -0.60*
(-2.071) (-2.092) (-2.075) (-2.088) (-2.103) (-2097 (-3.073) (-3.019) (-3.045) (-3.031) (-2.949) .075)
GROWTH_TA 0.020* 0.020* 0.020* 0.020* 0.020* 0.020* 0.024 0.023 0.024 0.024 0.022 0.024
(1.879) (1.841) (1.905) (1.879) (1.854) (1.837) 1(E) (1.071) (1.129) (1.102) (1.009) (1.072)
OVERHEAD 0.252* 0.257* 0.258* 0.250* 0.252* 0.252* -0.471%* -0.481%* -0.468% -0.471%* -0.477%* - 0471w
(2.009) (2.043) (2.027) (1.963) (1.965) (1.971) @) (-5.097) (-4.882) (-5.010) (-4.958) (-4.984)
INFLATION 0.100 0.091 0.100 0.098 0.101 0.101 -0:88 -0.322%% -0.360%* -0.366** -0.359*%* -0.367 ***
(1.364) (1.352) (1.534) (1.508) (1.518) (1.457) .q85) (-3.854) (-3.828) (-4.308) (-4.186) (-4.318)
GDPG 0.078 0.053 0.083 0.082 0.073 0.066 0.273%  0.225% -0.270% -0.272% -0.211 -0.275*
(1.084) (0.699) (1.234) (1.146) (0.996) (0.835) :E79) (-2.317) (-2.906) (-2.879) (-1.521) (-2.689)
GDPCAP -0.0002* -0.0004*+ -0.0005*+ -0.0002 -0.02* -0.0003* 0.001* 0.001** 0.001** 0.001** 0.002* 0.00100*
(-1.872) (-3.987) (-5.523) (-1.709) (-2.191) (-1 (2.468) (2.660) (2.338) (2.431) (2.723) (2.256)
CORRUP 0.158 0.042
(0.099) (0.021)
GOVEFFECT 3.294* -5.089%**
(2.086) (-5.148)
RULEOFLAW 3.037%+ 1.846
(4.295) (0.522)
REGQUAL -0.842 -0.149
(-0.743) (-0.093)
STABILITY 0.229 2.422
(0.428) (-1.173)
VOICE 1.276 0.269
(1.087) (0.136)
CONSTANT 98.160** 98.970%+ 100.200%+ 98.200%* B.230%+ 97.980%* 43.430%* 42.430%* 44.330%* 43,460+ 42.800%* 43.340%*
(13.160) (13.360) (13.920) (13.810) (13.930) (18)02 (15.070) (14.180) (12.250) (15.410) (13.520) 50D)
OBS. 5103 5103 5103 5103 5103 5103 2884 2884 2884 884 2 2884 2884
R-SQUARED 0.115 0.116 0.116 0.115 0.115 0.115 0.292 0.293 0.292 0.292 0.293 0.292

SHORT_TERMDEBT SHORT_TERMDEBT = Ratio of bank's customer andristesm funding to total interest-bearing debt (¥N_DEPOFUNBTotal funding excluding derivatives minus custordeposits divided by total
funding (%); OVERHEADR Ratio of overheads to total assets (®BROWTH_TA Growth rate of bank total assets (%);A= Natural logarithm of total asselSQTA= equity to assets ratiGOREIGN=Foreign bank dummy
variable. This dummy equals 1 if the bank is asi&®% owned by foreign interests, and 0 othervd2PG= growth rate of real GDRNFLATION= Consumer price inflation rat&§DPCAPR= GDP per capita in thousands of 2000
constant U.S. dollard/OICE= Perceptions of the extent to which a countntizems are able to participate in selecting thewegnment, as well as freedom of expression, freedbassociation, and a free meds&;ABILITY¥
Perceptions of the likelihood that the governmeititlve destabilized or overthrown by unconstituibor violent means, including politically-motivateiolence and terrorisnGOVEFFECTF Perceptions of the quality of public
services, the quality of the civil service and tegree of its independence from political pressutes quality of policy formulation and implementat, and the credibility of the government's conmdtt to such policies;
REGQUAI= Perceptions of the ability of the governmentdmnfulate and implement sound policies and reguiatibat permit and promote private sector developnfRULEOFLAW: Perceptions of the extent to which agents
have confidence in and abide by the rules of spcéetd in particular the quality of contract enfarent, property rights, the police, and the coagsyell as the likelihood of crime and violen€QRRUR: Perceptions of the extent
to which public power is exercised for private gantluding both petty and grand forms of corruptias well as "capture” of the state by elites auiehte interests. Country and time fixed effectsiacluded in all regressions but
not reported. T-statistics are in parentheses embased on robust standard errors clustered &tlbael. *, **, *** represent statistical significece at the 10%, 5%, and 1% levels, respectively.



Appendix C

Table C1: Activity mix, funding strategy and bank ovnership: OLS cross-sectional
regressions

VARIABLES NONII SHORT_TERMDEBT NON_DEPOFUND
FOREIGN 3.225% -1.150* 6.087%**
(2.102) (-1.805) (4.195)
EQTA -0.379% -0.182 0.358%**
(-4.853) (-1.686) (3.320)
LTA -0.617 -0.736* -0.623
(-0.940) (-1.912) (-0.711)
GROWTH_TA -0.0644 0.0127 0.153%+
(-1.238) (0.568) (3.552)
OVERHEAD 0.244 0.138 -0.353
(0.454) (1.085) (-1.343)
INFLATION -0.073 -0.044 -0.115
(-0.271) (-0.445) (-0.513)
GDPG -0.967 0.946 -3.196%+
(-0.773) (1.607) (-3.994)
GDPCAP 6.01e-05 0.0001 -4.90e-05
(0.299) (1.404) (-0.176)
CONSTANT 49.200%+ 100.600*+ 42.800%+
(3.481) (10.640) (2.803)
OBSERVATIONS 887 897 675
R-SQUARED 0.063 0.052 0.197

NONII=Ratio of non-interest income to total operating come (%); SHORT_TERMDEBT
SHORT_TERMDEBT SHORT_TERMDEBT= Ratio of bank's customer and short term fundimgotal interest-
bearing deb(%); NON_DEPOFUNBTotal funding excluding derivatives minus custordeposits divided by
total funding (%);OVERHEAD: Ratio of overheads to total assets (BROWTH_TA Growth rate of bank
total assets (%); LTA= Natural logarithm of totabatsEQTA= equity to assets ratiFOREIGN-Foreign bank
dummy variable. This dummy equals 1 if the banktiteast 50% owned by foreign interests, and Orutise;
GDPG= growth rate of real GDANFLATION= Consumer price inflation rat6§ DPCAR= GDP per capita in
thousands of 2000 constant U.S. dollars. The madelgstimated using OLS. T-statistics are in ghe=es and
are based on robust standard errors clustereduatrgdevel. *, **, *** represent statistical sigficance at the
10%, 5%, and 1% levels, respectively.



Appendix D

Table D1: Activity mix, funding strategy and bank avnership: Panel regression without
Brazil.

VARIABLES NONII SHORT_TERMDEBT NON_DEPOFUND
FOREIGN 0.547 -0.026 2.590%*
(1.781) (-0.0614) (3.355)
EQTA -0.096* -0.269%+ 0.122
(-2.652) (-5.735) (1.656)
LTA -0.154 -1.204% -0.895*
(-0.619) (-2.908) (-3.070)
GROWTH_TA -0.017* 0.001 0.049%+
(-2.689) (0.157) (3.324)
OVERHEAD 0.837%** -0.004 -0.681*%
(8.595) (-0.048) (-5.631)
INFLATION -0.128 0.196%** -0.320%
(-1.343) (5.549) (-2.724)
GDPG 0.031 0.097 -0.468*+
(0.225) (1.251) (-4.636)
GDPCAP 0.001%** -0.0004*** 0.001**
(4.029) (-3.311) (2.550)
CONSTANT -5.263 128. 4%+ 0
(-0.799) (11.55)
OBSERVATIONS 4205 4348 2156
R-SQUARED 0.320 0.103 0.310

NONII=Ratio of non-interest income to total operatingcome (%); SHORT_TERMDEBT
SHORT_TERMDEBT SHORT_TERMDEBT = Ratio of bank's customer andrsherm funding to total
interest-bearing debt (%NON_DEPOFUNBTotal funding excluding derivatives minus custongeposits
divided by total funding (%)OVERHEADBR Ratio of overheads to total assets (BROWTH_TA Growth rate
of bank total assets (%)LTA= Natural logarithm of total asset&£QTA= equity to assets ratio;
FOREIGN=Foreign bank dummy variable. This dummy equal§the bank is at least 50% owned by foreign
interests, and 0 otherwis§DPG= growth rate of real GDPINFLATION= Consumer price inflation rate;
GDPCAR= GDP per capita in thousands of 2000 constant ddBars. Country and time fixed effects are
included in all regressions but not reported. Tistias are in parentheses and are based on rstaustard errors
clustered at bank level. *, **, *** represent stttcal significance at the 10%, 5%, and 1% lew&spectively.



Appendix E

Table E1 Activity mix, funding strategy and bank ownership: single country regressions
using Brazilian case.

VARIABLES NONII SHORT _TERMDEBT NON_DEPOFUND
FOREIGN 3.200%* -2.409 8.174%%*
(3.313) (-1.756) (4.179)
EQTA 0.064 0.101** 0.234%%*
(0.702) (2.353) (3.322)
LTA 2,567+ 0.637 0.073
(3.891) (1.644) (0.260)
GROWTH_TA -0.030 0.061%** -0.002
(-1.554) (4.403) (-0.074)
OVERHEAD 0.301 0.534* -0.265
(1.558) (2.816) (-1.091)
INFLATION 0.067 -0.712%+ -0.450%+
(0.347) (-4.931) (-7.601)
GDPG 0.123 -0.090 -1.054%
(0.301) (-0.250) (-2.829)
GDPCAP -0.002 -0.009* 0.012%+
(-1.323) (-2.125) (4.093)
CONSTANT -11.680 111.300%+ -8.503
(-1.087) (8.953) (-0.707)
OBSERVATIONS 601 755 728
R-SQUARED 0.077 0.074 0.060

NONII=Ratio of non-interest income to total operatingcome (%); SHORT_TERMDEBT
SHORT_TERMDEBT SHORT_TERMDEBT= Ratio of bank's customer and short term fundimgotal interest-
bearing deb(%); NON_DEPOFUNEBTotal funding excluding derivatives minus custordeposits divided by
total funding (%);OVERHEADR Ratio of overheads to total assets (BROWTH_TA Growth rate of bank
total assets (%), TA= Natural logarithm of total asseBQTA= equity to assets ratiGFOREIGN-Foreign bank
dummy variable. This dummy equals 1 if the banétifeast 50% owned by foreign interests, and Oruiise;
GDPG= growth rate of real GDBNFLATION= Consumer price inflation rat&DPCAR= GDP per capita in
thousands of 2000 constant U.S. dollars. T-stesisdre in parentheses and are based on robusasiagmors
clustered at bank level. *, **, *** represent sttcal significance at the 10%, 5%, and 1% levadspectively.
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Table 1: Distribution of foreign banks and domestidbanks per country in our sample.

COUNTRY 1998 2000 2002 2004 2006 2008
D F D F D F D F D F D F

BRAZIL 102 38 102 37 104 36 105 32 109 37 106 42
BULGARIA 14 9 14 11 11 13 11 14 10 15 11 15
CHINA 79 5 79 6 77 7 75 7 77 6 78 8
COLOMBIA 31 7 31 7 32 7 32 7 32 7 32 1
CZECH REP. 15 15 15 14 14 1y 14 17 14 18 14 18
EGYPT 16 12 16 12 16 12 16 1p 14 13 14 15
ESTONIA 7 3 5 5 5 5 5 5 5 5 5 5
HONG KONG 16 26 16 27 15 28 15 28 14 29 16 P9
HUNGARY 11 22 10 22 9 24 9 23 9 24 9 24
INDIA 65 5 66 5 65 6 65 6 64 6 65 (¢
INDONESIA 42 18 55 22 52 28 50 30 50 31 48 33
KOREA REP. 11 3 11 3 10 4 10 4 10 A 10 4
LATVIA 16 5 17 16 8 15 9 14 10 14 11
LITHUANIA 8 1 6 2 3 6 3 7 3 7 3 7
MALAYSIA 35 11 36 11 36 11 36 11 36 11 36 11
MEXICO 16 8 16 8 15 9 15 9 15 9 15 9
MOROCCO 9 4 9 9 4 9 4 9 4 9 4
PERU 15 10 15 10 14 11 14 11 14 11 14 11
PHILIPPINES 30 6 30 6 30 6 30 5 28 6 29 6
POLAND 20 34 18 37 18 37 18 3b 18 36 18 37
ROMANIA 8 16 7 15 7 15 5 19 5 1§ 5 19
SAUDI
ARABIA 11 0 11 0 11 0 11 0 11 0 11 0
SINGAPORE 13 5 13 5 13 5 13 3 13 3] 13 5
SLOVAKIA 8 10 9 10 6 14 5 15 5 15 5 15
SLOVENIA 18 2 18 2 14 6 13 7 13 7 13 7
SOUTH
AFRICA 24 5 25 5 25 5 25 5 24 G 24 6
THAILAND 12 5 13 5 13 5 12 5 13 5 13 9
TURKEY 11 3 11 3 10 4 10 4 9 5 9 5

NB: D=Domestic banks; F=Foreign banks.
Calculations are based on our sample.



Table 2: Summary statistics for the regression vaables.

Panel A Summary statistics on all the banks in the sample

VARIABLE OBS MEAN STD. DEV. MIN MAX
NONII 6030 32.455 19.207 0 99.641
SHORT_TERMDEBT 6452 92.989 13.567 0.038 118.618
NON_DEPOFUND 3443 24.920 20.937 0.339 100
ZSCORE 901 21.657 23.808 0.438 154.612
ZSCORET 901 21.664 23.809 0.438 154.612
NPL 4168 8.406 10.900 0 97.316
OVERHEAD 6423 3.986 4.308 0 75.82729
GROWTH_TA 5323 17.321 29.285 -97.118 140.912
LTA 6461 14.135 1.976 7.525 21.079
EQTA 6461 12.664 11.209 0.004 99.723
FOREIGN 9248 0.385 0.487 0 1
VOICE 9482 0.110 0.774 -1.704 1.224
STABILITY 9482 -0.192 0.853 -2.412 1.327
GOVEFFECT 9482 0.294 0.581 -0.623 2.374
REGQUAL 9482 0.360 0.645 -0.775 2.150
RULEOFLAW 9482 0.081 0.633 -0.946 1.763
CORRUP 9482 0.0491 0.676 -1.140 2.391
GDPG 9482 4.775 3.522 -13.127 14.200
INFLATION 9252 6.271 8.532 -4.023 84.641
GDPCAP 9482 4977.116 6395.967 413.287 34570.240

NONII=Ratio of non-interest income to total operatingome (%); SHORT_TERMDEBT Ratio of bank's customer and
short term funding to total interest-bearing det);(NON_DEPOFUNBTotal funding excluding derivatives minus
customer deposits divided by total funding (%); CQERE= bank insolvency risk; ZSCORET = bank insolvenisy; r
NPL=Ratio of non-performing loan to net total loans (%@QVERHEAR Ratio of overheads to total assets (%);
GROWTH_TA Growth rate of bank total assets (%);A= Natural logarithm of total asse&8QTA= equity to assets ratio;
FOREIGN:=Foreign bank dummy variable. This dummy equalstiid bank is at least 50% owned by foreign intsresnd 0
otherwise;GDPG= growth rate of real GDANFLATION= Consumer price inflation rat6§DPCAR= GDP per capita in
thousands of 2000 constant U.S. dollav®ICE= Perceptions of the extent to which a countrytizems are able to
participate in selecting their government, as veall freedom of expression, freedom of associatiod, & free media;
STABILITY¥ Perceptions of the likelihood that the governmeiit be destabilized or overthrown by unconstibuial or
violent means, including politically-motivated véoice and terrorisnGOVEFFECTE Perceptions of the quality of public
services, the quality of the civil service and tlegree of its independence from political pressuttess quality of policy
formulation and implementation, and the credibility the government's commitment to such policiBEGQUAI=
Perceptions of the ability of the government tonfalate and implement sound policies and regulatibas permit and
promote private sector developmeRt)LEOFLAWE: Perceptions of the extent to which agents hanéidence in and abide
by the rules of society, and in particular the @uailf contract enforcement, property rights, thaige, and the courts, as
well as the likelihood of crime and violence; CORRUPerceptions of the extent to which public poweexsrcised for
private gain, including both petty and grand forafscorruption, as well as "capture" of the statedbyes and private
interest.



Panel B Summary statistics on Domestic bankssusforeign banks.

DOMESTIC BANKS FOREIGN BANKS
VARIABLE OBS MEAN STD. DEV. MIN MAX OBS MEAN STD. [EV. MIN MAX
NONII 3438 30.733 19.820 0 99.027 2435 34.886 1§.94 0 99.641
SHORT_TERMDEBT 3694 93.189 13.782 0.038 110.40( 2592 92.523 13.539 1.259 118.618
NON_DEPOFUND 2050 21.598 19.290 0.339 100 1322 B4 22.458 0.632 100
ZSCORE 551 23.253 26.690 0.438 154.612 350 19.144 8.130 0.438 154.612
ZSCORET 551 23.262 26.689 0.438 154.612 350 19.148 18.136 0.438 154.612
NPL 2517 8.855 10.481 0 91.032 1552 7.735 11.609 0 97.316
OVERHEAD 3671 4.105 4471 0.002 42.195 2588 3.848 139 0 75.827
GROWTH_TA 3003 16.203 28.430 -88.968 139.434 2185 9.076 30.357 -97.118 140.912
LTA 3699 14.310 2.079 7.525 21.079 2596 13.899 A.78 9.060 20.125
EQTA 3699 12.360 12.061 0.088 99.723 2596 13.161 .0010 0.004 97.486
VOICE 5684 -0.033 0.803 -1.704 1.224 3564 0.352 52.6 -1.704 1.224
STABILITY 5684 -0.361 0.805 -2.412 1.327 3564 0.074 0.852 -2.412 1.327
GOVEFFECT 5684 0.216 0.529 -0.623 2.374 3564 0.416 0.628 -0.623 2.374
REGQUAL 5684 0.224 0.585 -0.775 2.150 3564 0.574 669. -0.775 2.150
RULEOFLAW 5684 -0.012 0.587 -0.946 1.763 3564 0.225 0.668 -0.946 1.763
CORRUP 5684 -0.046 0.620 -1.140 2.391 3564 0.194 7160. -1.140 2.391
GDPG 5684 5.052 3.666 -13.127 14.2 3564 4.323 3.215 -13.127 14.200
INFLATION 5511 6.081 8.411 -4.023 84.641 3507 6.635 8.739 -4.023 84.641
GDPCAP 5684 4061.397 5241.302 413.287 34570.240 4 3565297.841 7470.361 413.287 34570.240

NONII=Ratio of non-interest income to total operatingoime (%);SHORT_TERMDEBT Ratio of bank's customer and short term fundmgotal interest-bearing debt (%4¥ON_DEPOFUNBGTotal funding
excluding derivatives minus customer deposits e@iidy total funding (%); Z-SCORE= bank insolvenégky ZSCORET = bank insolvency risljPL=Ratio of non-performing loan to net total loans);(%
OVERHEADB: Ratio of overheads to total assets (BROWTH_TA Growth rate of bank total assets (%),A= Natural logarithm of total assefSQTA= equity to assets rati&;OREIGN=Foreign bank dummy
variable. This dummy equals 1 if the bank is asié#% owned by foreign interests, and 0 otherwB2PG= growth rate of real GDRNFLATION= Consumer price inflation rat§DPCAR= GDP per capita in
thousands of 2000 constant U.S. dollaf®ICE= Perceptions of the extent to which a countrytigams are able to participate in selecting theirsgnment, as well as freedom of expression, fr@edbassociation,
and a free mediaSTABILITY¥ Perceptions of the likelihood that the governmeiit be destabilized or overthrown by unconstitul or violent means, including politically-mottea violence and terrorism;
GOVEFFECT Perceptions of the quality of public serviceg tluality of the civil service and the degree sfiitdependence from political pressures, the quafipolicy formulation and implementation, and the
credibility of the government's commitment to spdficies;REGQUAI= Perceptions of the ability of the governmentdorfulate and implement sound policies and reguiattbhat permit and promote private sector
developmentRULEOFLAW Perceptions of the extent to which agents handidence in and abide by the rules of society, mnparticular the quality of contract enforcemeprpperty rights, the police, and the
courts, as well as the likelihood of crime and efale; CORRUP= Perceptions of the extent to whidhippower is exercised for private gain, includimgth petty and grand forms of corruption, as asll'capture”

of the state by elites and private interest.



Table 3: Correlations between Independent Variables

1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17
NONII 1 1
SHORT_TERMDEBT 2 0.053 1
NON_DEPOFUND 3 -0.010 -0.569 1
LTA 4 0.050 0.0434 -0.1471
EQTA 5 -0.077 -0.115 0.234 -0491 1
OVERHEAD 6 -0.021 -0.037 0.161 -0.417 0376 1
GROWTH_TA 7 -0.045 0.027 0.022 0.071 -0.162 -0.110 1
FOREIGN1 8 0.178 -0.157 0.222 -0.089 0.085 -0.060 -0.009 1
VOICE 9 0.260 -0.193 0.317 -0.218 0.134 0.212 -0.032 0.30Y
STABILITY 10 -0.003 -0.171 0.276 0.119 0.028 -0.045 0.039 0.276.393 1
GOVEFFECT 11 0.147 -0.017 0.087 0.240 -0.097 -0.219 0.010 0.199.299 0.749 1
REGQUAL 12 0.196 -0.090 0.217 0.116 -0.000 -0.058 -0.011 0.350468 0.832 0.871 1
RULEOFLAW 13 0.259 0.020 0.063 0.260 -0.153 -0.283 0.005 0.213410 0.719 0887 0822 1
CORRUP 14 0.170 -0.084 0.203 0.123 0.028 -0.031 -0.031 0.238438 0.770 0.880 0919 0824 1
GDPG 15 -0.113 0.189 -0.2670.231 -0.271 -0.351 0.276 -0.177 -0.452 -0.110 3D0.0-0.202 -0.020 -0.194 1
INFLATION 16 -0.042 -0.094 0.098 -0.206 0.182 0.273 -0.077 0.032.131 -0.135 -0.214 -0.128 -0.230 -0.190 -0.334 1
GDPCAP 17 0.108 -0.034 0.094 0.171 0.023 -0.112 -0.039 0.220.209 0.606 0.777 0.791 0.733 0.881 -0.112 -0.177 1

NONII=Ratio of non-interest income to total operatingoime (%); SHORT_TERMDEBT = Ratio of bank's customer and short term fundiagtotal interest-bearing delffs);
NON_DEPOFUND=Total funding excluding derivatives minus custordeposits divided by total funding; OVERHEAD= Ratiboverheads to total assets (BROWTH_TA Growth rate

of bank total assets (9d).T A= Natural logarithm of total asseSQTA= equity to assets ratio; FOREIGN=Foreign bank dymariable. This dummy equals 1 if the bank iseast 50% owned
by foreign interests, and 0 otherwiseDPG= growth rate of real GDARNFLATION= Consumer price inflation rat6&DPCAPR= GDP per capita in thousands of 2000 constant tofars;
VOICE= Perceptions of the extent to which a countntizems are able to participate in selecting theiwegnment, as well as freedom of expression, freedbassociation, and a free media;
STABILIT¥ Perceptions of the likelihood that the governmaititbe destabilized or overthrown by unconstibatal or violent means, including politically-mottea violence and terrorism;
GOVEFFECTE Perceptions of the quality of public serviceg thuality of the civil service and the degree sfiitdependence from political pressures, the quafipolicy formulation and
implementation, and the credibility of the govermt'® commitment to such policilREGQUAIL= Perceptions of the ability of the governmentdorfulate and implement sound policies and
regulations that permit and promote private sedamelopmentRULEOFLAW: Perceptions of the extent to which agents hawdidence in and abide by the rules of society, ianparticular
the quality of contract enforcement, property rigtihe police, and the courts, as well as theilikeld of crime and violenc&ORRUR- Perceptions of the extent to which public poveer i
exercised for private gain, including both petty dangrand forms of corruption, as well as ‘“capture'f ohe state by elites and private interests.



Table 4: Mean comparison test for some key variabte

NONII SHORT_TERMDEBT NON_DEPOFUND NPL EQTA ZSCORE ZSCORET
FOREIGN=0
Mean 30.733 93.189 21.600 8.855 12.360 23.2523.262
observations 3438 3694 2050 2517 3699 551 551
FOREIGN=1
Mean 34.886 92.523 30.434 7.7348 13.161 14¥9. 19.147
observations 2435 2592 1322 1552 2596 350 350
T-statistic of the mean
test -8.364***  1,904*** -11.776** 3.101**  -2.871** 2.750%* 2 754%*

T-statistics test for the null: “There is not @ifent on the above variables between for foreignemihbanks and domestic
banks”. ***** and * indicate significance, respéetly, at the 1%, 5% and 10% levels for a bilaterst. Variable
definitions: NONII=Ratio of non-interest income to total operatingoime (%);SHORT_TERMDEBT = Ratio of bank's
customer and short term funding to total interestring debt(%); NON_DEPOFUNBTotal funding excluding derivatives
minus customer deposits divided by total funding;(ZeSCORE bank insolvency riskZSCORET= bank insolvency
risk; NPL=Ratio of non-performing loan to net total loans)(®QTA= equity to assets ratieOREIGN=Foreign bank
dummy variable. This dummy equals 1 if the bardtikast 50% owned by foreign interests, and Orwiise.



Table 5: Bank ownership and activity mix and fundirg strategy. Panel regression

VARIABLES NONII SHORT_TERMDEBT NON_DEPOFUND
FOREIGN 1.112%+ -0.656* 4.278%
(4.598) (-2.242) (7.981)
EQTA -0.075* -0.168*+ 0.169**
(-1.907) (-3.654) (2.651)
LTA 0.288* -0.823* -0.607*
(2.776) (-2.084) (-3.037)
GROWTH_TA -0.021* 0.020* 0.024
(-2.416) (1.859) (1.098)
OVERHEAD 0.550%** 0.252* -0.471%*
(4.813) (1.967) (-4.983)
INFLATION -0.142 0.100 -0.367*+
(-1.442) (1.504) (-4.179)
GDPG 0.058 0.078 -0.272%
(0.449) (1.096) (-2.964)
GDPCAP 0.001*** -0.0002* 0.001**
(3.411) (-2.134) (2.408)
CONSTANT 7.850%* 98.120%* 43.43%%
(4.500) (13.670) (15.100)
OBSERVATIONS 4806 5103 2884
R-SQUARED 0.324 0.115 0.292

NONII=Ratio of non-interest income to total operatingoime (%); SHORT_TERMDEBT Ratio of bank's
customer and short term funding to total interesaring debt (%)NON_DEPOFUNDBTotal funding excluding
derivatives minus customer deposits divided bylthtading (%); OVERHEAD- Ratio of overheads to total
assets (%); GROWTH_TA= Growth rate of bank totadets (%);LTA= Natural logarithm of total assets;
EQTA= equity to assets rati®:OREIGN=Foreign bank dummy variable. This dummy equalktha bank is at
least 50% owned by foreign interests, and 0 otterWEDPG= growth rate of real GDPINFLATION=
Consumer price inflation rat€& DPCAP= GDP per capita in thousands of 2000 constant doffars. Country
and time fixed effects are included in all regressibut not reported. T-statistics are in paremthemd are
based on robust standard errors clustered at leaek I, **, *** represent statistical significancat the 10%,
5%, and 1% levels, respectively.



Table 6: Bank owrship and risk-taking.

VARIABLES ZSCORE ZSCORET
FOREIGN -4.403* -4.404%
(-2.360) (-2.359)
EQTA 0.363* 0.363*
(2.054) (2.054)
LTA -0.900* -0.899*
(-1.817) (-1.814)
GROWTH_TA -0.044 -0.044
(-0.683) (-0.684)
OVERHEAD -1.123%+ -1.123%+
(-4.796) (-4.795)
INFLATION -0.239* -0.240*
(-1.985) (-1.988)
GDPG 1.658* 1.664*
(2.183) (2.186)
GDPCAP 0.0003** 0.0003**
(2.149) (2.146)
CONSTANT 28.330%*  28.310%*
(3.025) (3.022)
OBSERVATIONS 879 879
R-SQUARED 0.102 0.102

Z-SCORE bank insolvency riskZSCORET= bank insolvency riskDVERHEAD- Ratio of overheads to total
assets (%) GROWTH_TA Growth rate of bank total assets (%);A= Natural logarithm of total asset8QTA=
equity to assets ratid;OREIGN:=Foreign bank dummy variable. This dummy equal$ the bank is at least
50% owned by foreign interests, and 0 otherw€3BPG= growth rate of real GDANFLATION= Consumer
price inflation rate;GDPCAPR= GDP per capita in thousands of 2000 constant doflars. The models are
estimated using OLS. T-statistics are in parenthasé are based on robust standard errors clusteceaintry-
level. *, ** *** represent statistical significamcat the 10%, 5%, and 1% levels, respectively.



Table 7: Activity mix and funding strategy and risk-taking

VARIABLES

ZSCORE ZSCORE ZSCORE ZSCORE ZSCORE ZSCOREZSCORET ZSCORET ZSCORET ZSCORET ZSCORET ZSCORET
EQTA 0.325* 0.390* 0.442% -0.160 1.059%* 0.456*  0.325* 0.390* 0.442% -0.160 1.060%* 0.456*

(1.989) (2.178) (2.129) (-0.567) (3.037) (1.960)  .98D) (2.178) (2.130) (-0.568) (3.037) (1.960)
LTA -0.850 -0.692 -0.100 -1.740% 1.919* -0.138 -0.850  -0.691 -0.100 -1.740%* 1.920* -0.138

(-1.699) (-1.460) (-0.157) (-2.393) (1.758) (-0.228  (-1.696) (-1.457) (-0.157) (-2.390) (1.759) (2rp
GROWTH_TA -0.069 -0.062 0.029 -0.136* -0.092 0.036  -0.069 -0.062 0.029 -0.136* -0.093 0.036

(-1.056) (-0.897) (0.442) (-1.719) (-1.312) (0.459) (-1.056) (-0.898) (0.440) (-1.719) (-1.313) (oys7
OVERHEAD 10514 -1.110%*  -0.781%*  -0.780%*  -1652%*  -0.801*  -1.051%*  -1.110%*  -0.781*  -0.780%*  -1.652**  -0.800**

(-4.829) (-4.344) (-2.622) (-3.170) (-4.518) (D34 (-4.830) (-4.342) (-2.622) (-3.169) (-4517)  .839)
INFLATION -0.227 -0.238%*  -0.230**  -0.308** 0.072  -0.235* -0.227 20.239%  -0.231%*  -0.309* 0072  0:235*

(-1.659) (-2.321) (-2.297) (-2.132) (-0.517) (2420  (-1.661) (-2.324) (-2.301) (-2.135) (-0.518)  .pao)
GDPG 1.778% 1.688* 2,257 0.381 -1.962 2.111*  .783% 1.693%  2.263% 0.386 -1.957 2.117*

(2.456) (2.134) (3.516) (0.333) (-0.975) (1.776)  .4EB) (2.136) (3.515) (0.337) (-0.972) (1.779)
GDPCAP 0.0003* 0.0002*  0.0005%*  0.0004*  -0.0001 .0005**  0.0003* 0.0003*  0.0005%*  0.0004**  -0.0001 0.0005***

(1.847) (1.742) (3.843) (2.520) (-0.479) (3.435)  .8¢B) (1.739) (3.837) (2.517) (-0.481) (3.430)
NONII -0.106** -0.106**

(-2.233) (-2.237)
SHORT_TERMDEBT 0.134* 0.134*

(2.604) (2.606)
NON_DEPOFUND -0.080** -0.080**
(-2.177) (-2.178)
NONII_PREDICTED -1.383* -1.383*
(-2.360) (-2.360)
SHORT_TERMDEBT_PREDICTED 3.828* 3.830%
(2.360) (2.359)
NON_DEPOFUND_PREDICTED -0.122 -0.122
(-0.554) (-0.554)

CONSTANT 20.440%*  11.340 8.107 95.640%  -356.600** 10.260  29.430**  11.310 8.094 95.640%  -356.800** 10.240

(3.098) (1.343) (0.843) (2.677) (-2.271) (0.801)  .0€®) (1.340) (0.841) (2.676) (-2.271) (0.798)
OBSERVATIONS 869 879 665 869 879 665 869 879 665 9 86 879 665
R-SQUARED 0.098 0.099 0.150 0.100 0.102 0.145 0.098 0.099 0.150 0.100 0.102 0.145

NONII=Ratio of non-interest income to total operatingpime (%);SHORT_TERMDEBT= Ratio of bank's customer and short term funtiiniptal interest-bearing debt (WON_DEPOFUNBTotal funding excluding
derivatives minus customer deposits divided byl fatading (%);Z-SCORE bank insolvency riskZ SCORET bank insolvency risk OVERHEADB: Ratio of overheads to total assets (BROWTH_TA Growth rate of bank total
assets (%) TA= Natural logarithm of total asseBQTA= equity to assets ratiBOREIGN:=Foreign bank dummy variable. This dummy equalstiie bank is at least 50% owned by foreign intsteand 0 otherwis€&DPG=
growth rate of real GDRNFLATION= Consumer price inflation rat§DPCAR= GDP per capita in thousands of 2000 constantdibifars. The models are estimated using OLS. afissics are in parentheses and are based on
robust standard errors clustered at country-léyét, *** represent statistical significance atehl0%, 5%, and 1% levels, respectively



Table 8: Bank ownership and loan portfolio quality

VARIABLES NPL
FOREIGN -1.21 1%
(-6.072)
EQTA 0.020
(0.369)
LTA -0.195
(-1.786)
GROWTH_TA -0.039*
(-2.844)
OVERHEAD 0.528%**
(4.151)
INFLATION -0.268*
(-2.263)
GDPG -0.427%
(-6.051)
GDPCAP -0.0001
(-1.636)
CONSTANT 12.120%%*
(6.275)
OBSERVATIONS 3443
R-SQUARED 0.213

NPL=Ratio of non-performing loan to net total loans)(®@VERHEADR- Ratio of overheads to total assets (%);
GROWTH_TA Growth rate of bank total assets (%);A= Natural logarithm of total assefSQTA= equity to
assets ratioFOREIGN=Foreign bank dummy variable. This dummy equaltthé bank is at least 50% owned
by foreign interests, and 0 otherwieDPG= growth rate of real GDRNFLATION= Consumer price inflation
rate; GDPCAR= GDP per capita in thousands of 2000 constant dbfars. Country and time fixed effects are
included in the regression but not reported. Tisttas are in parentheses and are based on rahunsiasd errors
clustered at bank level. *, **, *** represent stttcal significance at the 10%, 5%, and 1% levw&spectively.



