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ABSTRACT 

During the last two decades, western multinational banking groups have significantly ex-

panded to Eastern Europe and, by now, dominate the local banking sector. Due to the high 

dependency of the respective economies on these cross-border banks, this thesis examines 

how the turbulent events of the financial crisis have affected the activities of foreign sub-

sidiaries and branches in the emerging countries. 

 

On the basis of data from the European Central Bank and Eurostat, the corresponding 

analysis focuses on the 27 member states
1
 of the European Union and covers the time peri-

od from 2007 until 2012. In order to evaluate the development of multinational banks’ op-

erations, the following indicators have been used: (1) the number of foreign and domestic 

banks in the individual member states, (2) the amount of their total assets, and (3) the val-

ues of their total loans as well as total deposits. 

 

According to the key findings of the empirical analysis, western multinational banks have 

maintained their operations at a constant level in the eastern European countries within the 

sample timeframe. Even though their foreign affiliates have not been equipped with addi-

tional liquidity during the years of the global crisis, a deliberate withdrawal of capital from 

the eastern periphery to the western parent banks could not be observed, either. However, 

certain observations of the empirical analysis confirm previous scientific studies, which 

have discovered the existence of internal capital markets between the different parts of 

cross-border banking groups. 

 

Based on the existence of internal capital markets and on the high market share of multina-

tional banks in the new member states, this thesis recommends a more integrated frame-

work within the European Union concerning the regulation and supervision of cross-border 

banking groups. Nevertheless, when designing and establishing new reforms, regulators 

and policy makers should strive for the appropriate balance between costs, which emerge 

for the market participants, and efficiency gains of these measures.  

                                                 

1
  At the time at which the analysis was conducted, the European Union consisted of 27 member states. On the 1st of July, 2013,  

 Croatia joined the European Union as the 28th member state 
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1. INTRODUCTION 

1.1 Background 

Since the middle of the 20th century, the European Union (EU) has experienced an ongo-

ing political and economic integration process. Free movement of goods, services, labour, 

and capital across borders, initially proposed by the Treaty of Rome in 1957, was supposed 

to encourage prosperity on the continent and to unite the respective member states (Euro-

pean Commission, 1957; Commission of the European Communities, 1988). One im-

portant element of this development has been the design and the creation of a common 

financial market, which facilitates new business opportunities, enhances efficiency, and 

reduces transaction costs for the involved companies (ECB, 2012). 

 

Concurrently with the progression of the EU, the financial sector has undergone a signifi-

cant transformation from a rather local to a comprehensive international industry. This 

process of internationalisation has been enabled through advancements in communication 

and information technology, various product innovations, and continuous deregulation 

implemented by governments and policy makers (Berger et al., 2000; Lozano-Vivas et al., 

2011). Furthermore, on the basis of globalisation, multinational banking groups with sub-

sidiaries and branches in many different countries have emerged and constantly grown. 

 

Due to the fall of the Soviet Union in 1991, western multinational banks have expanded 

their business to Eastern Europe during the last two decades and the EU has gained, alto-

gether, 10 new member states through accession in 2004 and 2007. Over the years, the 

expansion of cross-border banks, particularly from Western Europe, to the new member 

states has accelerated to such an extent until, meanwhile, most parts of the local banking 

sector are in the hands of foreign-owned affiliates (Navaretti et al., 2010). Even though the 

presence of foreign banks has yielded multiple benefits for emerging Europe, it has also 

created potential risks and weaknesses for the region because of high dependence on eco-

nomic trends in the old member states (Allen et al., 2011). 

 

During the events of the financial crisis from 2007 until 2010, the vulnerabilities of emerg-

ing Europe became particularly apparent. Based on the high interconnectedness of western 
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multinational banks, the crisis, which broke out in the United States, spread quickly to oth-

er parts of the world and, hence, constituted a severe threat for the fragile economies of the 

eastern European countries (de Haas and van Lelyveld, 2011). Moreover, the financial cri-

sis has also revealed weak spots of the regulatory and supervisory system in the EU, espe-

cially in regards to multinational banking groups. Within the last years, several counter-

measures and adjustments have been conducted, including the public-private partnership of 

the Vienna Initiative and the establishment of the European System of Financial Supervi-

sion (ESFS) (de Haas et al., 2012). Further reforms to enhance cross-border regulation and 

supervision are currently under discussion. 

 

1.2 Research question 

Considering the high market share of western banks in the new member states and the con-

tagion risk of the financial crisis, the main research question reads as follows: 

 

“How did the events of the financial crisis affect the activities of western Euro-

pean cross-border banking groups in emerging Europe?” 

 

Further subordinate questions will conduce the precise examination of the described issue, 

namely: 

 

 How did the number of foreign-controlled banks in the new member states develop 

during the sample period? 

 How high is the actual market share of western multinational banks in the eastern 

European countries? 

 To what extent did the amount of foreign-owned banks’ total assets change after the 

outbreak of the global financial crisis? 

 Do internal capital markets between the individual parts of cross-border banking 

groups exist? 

 In which way did the financial crisis impact foreign affiliates’ lending behaviour? 

 How does regulation influence foreign operations of multinational banks in Europe? 
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1.3 Outline 

Chapter 2 lays the groundwork for the analysis of multinational banks’ activities in emerg-

ing Europe, by providing detailed descriptions of the economic and financial “common 

market” in the EU, of the emergence as well as the motivation of cross-border banking 

groups in general, and of multinational banks’ entry into the new member states. The chap-

ter concludes with a review of the most relevant empirical studies, which have examined 

the effects of western multinational banks’ foreign operations on the economies of emerg-

ing countries, mainly during the first years of the crisis. Following this, Chapter 3 address-

es the research question with a comprehensive empirical analysis on the basis of current 

data from the European Central Bank (ECB) and Eurostat. The analysis focuses on the 

multinational banks’ number of affiliates in Eastern Europe as well as on the affiliates’ 

total assets, total loans, and total deposits from 2007 to 2012. Subsequently, Chapter 4 is 

dedicated to the highly topical issue of supranational regulation of cross-border banking 

groups. Whereas in the first part the shortcomings prior to the crisis are elucidated, the 

second part presents the latest proposals and recommendations concerning future reforms 

of the regulatory system. 
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2. MULTINATIONAL BANKS IN EMERGING EUROPE 

2.1 The emergence of an integrated European financial market 

The creation of a single financial market has been an essential cornerstone of the economic 

integration process within the EU. In the course of the last decades, financial integration 

has been propelled by several different policy actions. Up to the present day, the emer-

gence of a sound and well-functioning integrated European financial market has been one 

of the most complex and significant tasks for policy makers and regulators (ECB, 2012; 

Lamfalussy, 2001). 

 

In 1957, the Treaty of Rome was signed and laid the foundation for a “common market” in 

Europe. By establishing the European Economic Community, the treaty proposed the free 

movement of goods, services, labour, and capital between the borders of the participating 

member states. Economic prosperity and “an ever closer union among the peoples of Eu-

rope” were the objectives set by the Community (European Commission, 1957; Commis-

sion of the European Communities, 1988). The conversion towards a consolidated market 

was planned to be complete after a period of twelve years. Even though it was possible to 

remove the tariff barriers and to create a common customs union for goods within these 

years, the free circulation of labour, services, and capital, however, was still restricted due 

to limitations within the legislation of the member states. In order to overcome these limi-

tations and to constitute a single financial market, a further approach became necessary 

(Baldwin, 1994; Dermine, 2002). 

 

It was only after the European Commission published a White Paper in 1985 on the com-

pletion of the internal market, when the creation of a single financial market made signifi-

cant progress. The paper laid the foundation for the Single Market Programme, which had 

the objective to establish an internal market by the end of 1992. As a result, the Single Eu-

ropean Act was passed in 1986 in order to set the legal basis for the internal market pro-

gramme (European Commission, 1985; Zimmerman, 1995; Dermine, 2002). One im-

portant output of these reforms is the Second Banking Directive. Introduced in 1989, the 

directive contains a general definition of “banking” and two substantial principles. Due to 

the first principle of a single banking license, credit institution established in the EU, 



11 

which were authorised to operate in the banking sector of their home country, were also 

given the opportunity to operate across borders and to set up branches as well as subsidiar-

ies in other member states without the need for additional authorisation (Second Council 

Directive, 1989; Dermine, 2002). Mutual recognition, as the second principle, determines 

that supervision of financial institutions remains within the responsibilities of the home 

authorities. If the bank conducts business in more than one member state, the host nations 

have to acknowledge the superior control of the parent banks’ home country (Second 

Council Directive, 1989; Murphy, 2000). 

 

Within the process of financial integration, a further considerable achievement has been 

the introduction of the single currency. By signing the Maastricht Treaty in 1992, the sov-

ereign nations agreed upon the historical European project. This decision had a huge im-

pact on the involved nations. They accepted to give up important sovereign rights, such as 

the control over their own monetary and exchange rate policy. In return for this abandon-

ment, they gained several benefits. Owing to the common currency, previous transaction 

costs and currency risks emerging from financial cross-border activities were abolished. 

From then on, it was not necessary anymore to convert prices and loans into different cur-

rencies or to expect currency fluctuations between the countries. Reduced costs and higher 

transparency led, subsequently, to higher integrated markets. On the 4th of January, 1999, 

11 of the 15 member states of the EU joined the common monetary union (Murphy, 2000). 

 

In 1999, the euro was not the only achievement of the EU towards the objective of a single 

financial market. Furthermore, the European Commission launched the Financial Services 

Action Plan (FSAP) (ECB, 2012). This ambitious reform agenda was developed to further 

harmonise financial law across the member states in order to increase investor protection, 

lower the costs of cross-border transactions, and, at the same time, intensify competition 

among financial service providers (Richards, 2003; Moloney, 2004). For that reason, the 

FSAP incorporated the following four strategic goals, as listed by Armour and Ringe 

(2011): “(1) developing a single European market in wholesale financial services, (2) cre-

ating open and secure retail markets, (3) ensuring financial stability through establishing 

adequate prudential rules and supervision, and (4) setting wider conditions for an optimal 

single financial market.” Over a period of five years and with a focus on securities regula-
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tion, financial services, and company law issues, various legislative measures were real-

ised. Along these lines, substantial measures, which are enhancing European financial in-

tegration, include the Markets in Financial Instruments Directive, the Takeover Bids Di-

rective, the Transparency Directive, the Prospectus Directive, and the Market Abuse Di-

rective (Enriques and Gatti, 2008; Armour and Ringe, 2011; Kalemli-Ozcan et al., 2010). 

 

The single financial market was expanded by ten central and eastern European and Medi-

terranean countries, which joined the EU on the 1st of May, 2004. By adjusting their legis-

lation to the financial acquis of the EU, the new members have enabled their financial in-

tegration process. Furthermore, the acceding countries had made significant progress in 

aligning their political and economic structure with the original member states and in de-

veloping open and constant business as well as trade relations with the EU in the years 

before. Nevertheless, differences in regards to several macroeconomic conditions between 

the new and the old members were still present, such as labour market features and fiscal 

performance. Additionally, within the group of accession countries the progression of fi-

nancial integration varied significantly (Cappiello et al., 2006; ECB, 2004; ECB, 2012). 

 

The introduction of the euro and the measures of the FSAP had substantial effects on the 

progress of financial integration. In 2008, however, the financial integration process in 

Europe was, for the first time since the mid-1980s, seriously interrupted due to the outburst 

of the worldwide financial crisis. Moreover, the events of the crisis revealed significant 

weaknesses inside the institutional framework of the single financial market, especially in 

the euro area. The origin of the vulnerabilities can be found in the lack of coordination 

between the regulatory institutions of the member states. Even though globalisation in the 

financial world has tremendously increased over the last decades, supervision through reg-

ulatory institutions remained primarily on a national level. This circumstance did not only 

exacerbate the effects of the financial crisis but also prevented an effective crisis manage-

ment and was particularly harmful for the countries of the euro area, which deploy a com-

mon currency and central bank but no supranational fiscal and economic policy (ECB, 

2012; de  arosi re, 2009 . Another vulnerable group have been the member states in 

emerging Europe because of their high dependency on foreign-owned banks and almost no 

means to regulate or control these institutions (Navaretti et al., 2010). In addition to the 
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missing coordination of supervision, European governments and regulators also disregard-

ed the arising dangers of systemic risk, taking financial stability and macroeconomic fac-

tors as given. In order to correct these shortcomings, the EU has designed a new institu-

tional architecture in 2010 based on the recommendations of the de  arosi re Report. This 

new supervisory framework, the ESFS, consists of two main components. The European 

Systemic Risk Board (ESRB), on the one hand, is responsible for macro-prudential super-

vision and, hence, monitoring systemic risk. The European Supervisory Authorities (ESA), 

on the other hand, are in charge of micro-prudential supervision and were created to moni-

tor banking (European Banking Authority (EBA)), securities (European Securities and 

Markets Authority (ESMA)) and insurance and pension funds (European Insurance and 

Occupational Pensions Authority (EIOPA)). These comprehensive reforms were imple-

mented to stabilise the financial market and reinforce the financial integration process in 

the EU (ECB, 2012; de  arosi re, 2009 . An extensive discussion of the new institutional 

architecture and of current regulatory topics is presented in Chapter 4. 

 

2.2 Multinational banking groups 

2.2.1 Internationalisation process 

Until the 1980s, financial institutions were mainly active on a national level. The market 

was highly regulated at that time and government-owned banks were among the main 

players. Furthermore, since the process of economic globalisation was still in the early 

stages, the demand for banking services was rather local. Hence, the environment was not 

very conducive for the emergence of multinational banks (ECB, 2000). However, since the 

1980s, several changes in the market structure led to an upcoming internationalisation pro-

cess within the banking industry. A combination of the following reasons has encouraged 

the development of large banks with operations across borders (ECB, 2000; Berger et al., 

2000; Lozano-Vivas et al., 2011): 

 

 an increase in international commerce due to a removal of trade barriers, a reduction 

in transportation costs, and technological innovations have raised the demand for in-

ternational financial services, 
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 advancements in communication and information technology allows banks to operate 

more efficiently on longer distances, to establish new distribution channels, and to 

create financial innovations, 

 a significant growth of securitisation and of securities markets has changed the role 

of traditional banks and has forced the institutions to be located at several interna-

tional financial centres, 

 and deregulation in Europe as well as in the rest of the world has supported and am-

plified the internationalisation process. 

 

In order to serve the demand for international services, a bank has different opportunities. 

On the one hand, financial institutions can provide services to customers in foreign coun-

tries directly from their home country headquarters or cooperate with a nexus of foreign 

partner banks. On the other hand, the bank can establish its physical presence in the foreign 

country through opening up its own branches and subsidiaries or by becoming involved in 

mergers and acquisitions (M&A). Due to a higher degree of complexity, transaction costs 

will increase if a bank runs branches and subsidiaries in more than one country. These 

higher costs can be compensated, however, through enlarging the retail and wholesale cus-

tomer base with international clients and by providing a wider range of financial products 

and services to the original group of customers (Berger et al., 2000). 

 

In accordance with the need of financial institutions to operate on a more international 

scale, consolidation through M&A within the banking industry has started in the 1980s and 

continued over the last three decades. Intra-EU consolidation between banks has accelerat-

ed particularly with the introduction of the Single Market Programme and again when the 

common currency was launched in the euro area (Berger et al., 2000; Lozano-Vivas et al., 

2011). Meanwhile, the definition of the home market has become more complex. Due to 

financial integration in Europe, a number of pan-regional institutions distinguish between 

home market, second home market, and emerging home market. Especially the Belgian 

bank Dexia and some of the Nordic credit institutions, for example NORDEA, expand 

their definition of the home market to the Benelux and the entire Nordic region, respective-

ly (Abraham and van Dijcke, 2002). 
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2.2.2 Advantages of scale and scope 

Consolidation in the European financial industry, initiated through the internationalisation 

process, includes several advantages for the participating companies. Within the new for-

mation, efficiency gains can be reaped and market power can be expanded. Two compo-

nents are responsible for an increase in efficiency. On the one hand, revenue enhancements 

can be realised through an increased size, cross-selling, and through product and geograph-

ical diversification. Large customers, for example, need to issue debt or equity in large 

amounts, which small banks cannot conduct. In addition, multinational customers, as men-

tioned above, require international products and services from multinational banks. On the 

other hand, economies of scale and scope as well as the exchange of best practices will 

lead to a reduction of costs in the new financial company. Large institutions can take ad-

vantage of an ongoing technological progress and be more efficient in risk management 

and the invention of new financial products. Furthermore, financial institutions with a 

broad scope are able to issue debt and equity on an enhanced scale and, thereby, further 

reduce the fixed costs. Finally, consolidation between financial institutions can also opti-

mise the risk-return trade-off. Large banks have the opportunity to spread their risk across 

various geographical regions and across a wide range of different products. Besides that, 

the financial crisis has shown that major financial institutions were considered as systemi-

cally important and, therefore, often saved by the government. These risk-reducing aspects 

lower the potential costs, which are related to financial distress or even bankruptcy, and, 

consequently, have a positive effect on shareholder wealth (Berger et al., 2000; Abraham 

and van Dijcke, 2002). 

 

The global advantage hypothesis by Berger et al. (2000) underlines the benefits of multina-

tional banks and claims that foreign institutions are able to outperform domestic banks. In 

contrast, their home field advantage hypothesis states that domestic banks operate more 

efficiently than foreign banks because of less complex organisational structures and a 

higher degree of local responsiveness. Diseconomies can occur within large banks, for 

instance, if a vast range of products raises administrative and coordination costs. Moreo-

ver, revenue diseconomies for multinational banks arise if customers prefer a more indi-

vidual relationship with local institutions or if customers are in need of a specialist, who 
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can offer more personalised solutions and, thus, charge higher prices (Berger et al., 2000; 

Abraham and van Dijcke, 2002). The findings of Berger et al. show that domestic banks 

are on average more efficient in regards to cost and profit than their foreign competitors, 

which underlines the home field advantage hypothesis. Nevertheless, after disaggregating 

the results, the authors are eventually in favour of the limited form of the global advantage 

hypothesis, which states that “only the efficient institutions headquartered in one or a lim-

ited number of nations with specific favorable market, regulatory, or supervisory condi-

tions can operate more efficiently than domestic institutions in other nations”. Hence, if a 

cross-border bank is based in a home country with beneficial parameters, its foreign affili-

ates can even outperform profitable domestic banks (Berger et al., 2000). 

 

2.3 Foreign ownership in emerging Europe 

2.3.1 Historical development 

The high share of foreign banks in Central and Eastern Europe (CEE) has its origin in the 

history of these countries after the fall of the Soviet Union in the early 1990s. After the 

breakdown of the regime, the previous monobank system was separated into a two-tiered 

system with state-owned central banks and further commercial banks, following the exam-

ple of Western Europe. However, the newly founded eastern banks were not able to main-

tain their ground, due to high debt issues as well as loose regulatory measures. Therefore, 

only a few years later, recession within the CEE countries and their banking sectors de-

manded structural changes. The most efficient way to overcome the downturn and to stabi-

lise the economy was to stimulate foreign direct investments and to privatise state-owned 

credit institutions. In order to attract investors, all CEE countries, except for Poland, have 

guaranteed foreigners the protection of existing assets in privatised banks (Altmann, 2006). 

Despite this measure, privatisation was still the cheaper solution for CEE governments. As 

stated by Clarke and Cull (1999), “the present value of future re-capitalization [costs for 

SOBs] far exceeds the costs associated with privatization”. As a consequence of the re-

structuring programmes and the privatisation efforts, the involvement of foreign banks in 

M&A activities within the twelve EU accession countries increased strongly in the end of 

the 1990s and the beginning of the 2000s, as illustrated in the graph below (Baudino et al., 

2004). 
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Figure 2.1: Financial cross-border M&A in 12 EU accession countries from 1990 to 2003  

 (Source: Based on Baudino et al. (2004); data source: Thomson SDC) 

 

In the early 2000s, all CEE countries, with the exception of Slovenia, were listed in the 

top-20 ranking of countries with the highest share of foreign bank assets worldwide – six 

of them even ranked in the top-10 (Altmann, 2006). According to Cardenas et al. (2003), 

“foreign bank entry in [emerging market economies] has been the result of dealing with 

financial crises, while in mature economies foreign entry comes from competitive pres-

sures”. This has been the case in most CEE countries and explains why it is more compli-

cated for foreign banks to enter developed and competitive markets, such as the member 

states in Western Europe. 

 

Table 2.1 illustrates the transformation process within the new member states (Bonin and 

Schnabel, 2011). In 1999, foreign-owned banks already owned on average a significant 

share of 47% of the assets in the CEE region, while the asset share of state-owned banks 

accounted for 32%. However, 8 years later, in 2007, foreign banks almost completely dom-

inate the banking sector with a market share of approximately 78%. State-owned credit 

institutions, on the other hand, have lost their former supremacy and maintain a market 

share of only 5%. In Lithuania, for instance, the asset share of state-owned banks has de-

clined from 42% to actually 0% during the sample period. At the same time, foreign sub-

sidiaries and branches increased their asset share from 37% to 92%. Even though this de-

velopment entails risks and dependencies for emerging Europe, Barisitz (2005) notes that 
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foreign banks have “contributed to overcoming the lingering financial crisis that had 

plagued the country since the mid-1990s”. 

 

 

Table 2.1: Asset share of state-owned banks and of foreign-owned banks in emerging Europe in 1999 and 

in 2007  

 (Source: Based on Bonin and Schnabel (2011); data source: EBRD (2005, 2008)) 

 

2.3.2 International market players 

In particular, financial institutions from Western Europe became active in the banking sec-

tor of CEE countries. EU banking law and financial integration facilitated this develop-

ment. The issues of CEE’s financial landscape and the subsequent privatisation reforms 

were one aspect of this development. From the perspective of the banks, it was also an 

important strategic decision. After the fall of the Soviet Union, several western companies 

expanded into Eastern Europe in order to profit from new growth opportunities. First of all, 

western banks followed industrial firms and offered their clients new and necessary finan-

cial products and services in the emerging states. Moreover, banks used the opportunity to 
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generate additional profit by attracting new customers from emerging Europe, as described 

in Chapter 2.2.2 (Altmann, 2006; Berger et al., 2000; Abraham and van Dijcke, 2002). 

 

The ranking of the largest international banks in Figure 2.2, in terms of total assets, illus-

trates the surplus of western European credit institutions. Out of the group of 18 banks, 15 

have their origins in the old member states. Solely one institution – Citibank – is from the 

United States and two banks are from Eastern Europe – the OTP Bank Group from Hunga-

ry and PKO Bank Polski from Poland. The top-5 of the largest multinational banking 

groups in the ranking consists, without exception, of companies from Western Europe 

(Raiffeisenbank Research, 2013). 

 

 

 

Western European multinational banks have a particular preference for investments in im-

mediate neighbours or in countries with a regional reference to their parent’s home base. 

Three examples from 2012 are shown in Table 2.2. As measured by the amount of loans 

and deposits, Erste Group from Austria, for instance, is mostly engaged in three bordering 

member states – the Czech Republic, Slovakia, and Hungary – as well as in two regionally 

close countries with Romania and Croatia. The same applies for the German Com-

merzbank with large operations in the two neighbouring countries Poland and the Czech 

Republic. Moreover, the Swedbank, headquartered in Stockholm, Sweden, constitutes one 

EU
R

 b
n

 

Figure 2.2: Total assets of 

international banks in CEE in 

2012, with a focus on western 

multinational banking groups, 

consolidated* 

(Source: Based on Raiffeisen-

bank Research (2013); data 

source: Company data, national 

central banks) 
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of the biggest universal banks in the Baltic States with a market share of approximately 

28%, which is composed of 40% in Estonia, 22% in Latvia, and 22% in Lithuania (Raif-

feisenbank Research, 2013). 

 

 
 

Table 2.2: Loans, deposits, and pre-tax profit of Erste Group, Commerzbank, and Swedbank in selected 

countries of CEE in 2012  

 (Source: Based on Raiffeisenbank Research (2013); data source: Company data) 

 

2.3.3 Subsidiaries and branches 

A multinational bank, which enters a new country, can choose between operating its busi-

ness via branches or via subsidiaries. The affiliation of assets constitutes the main differ-

ence between these two organisational forms. In general, the assets of a branch belong di-

rectly to the pool of the parent’s assets. The branch and the bank are one entity, respective-

ly. The subsidiary, on the other hand, represents an independent asset of the multinational 

bank. Therefore, a subsidiary can easily be liquidated without significant effects on the 

assets of the parent. Even though branches generate substantial efficiency gains, due to the 

common use of equity capital and the advantages of operating as one joint unit, in practice 

cross-border banks often prefer the subsidiary form (Mikkonen, 2006). Especially in CEE 

countries, subsidiaries seem to compensate the specific advantages of branches, as shown 

by Table 2.3. In 2009, the number of foreign subsidiaries was almost 60% higher than the 

number of foreign branches in the eastern region (ECB, 2010). 

 

In the old member states, it is more common to enter foreign countries via the establish-

ment of branches. In this respect, Table 2.4 illustrates that foreign banks have governed 

their operations via 872 branches and 620 subsidiaries in Western Europe in 2009 (ECB, 

2010). The regulatory environment in the EU can partly explain the disparity between the 

old and the new member states. According to the single license principle, banks can open 
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branches across all states of the EU. For the formation of a subsidiary, as opposed to this, a 

license of the host country becomes necessary. Furthermore, due to home country control, 

regulators of the host country are responsible for subsidiaries. These regulatory measures 

make it more convenient for multinational banks to open branches, especially if the expan-

sion is based on organic growth, which is often the case in Western Europe (Mikkonen, 

2006). Entrance into the new markets of CEE countries, on the other hand, was mostly 

driven by M&A activities leading to a surplus of subsidiaries in emerging Europe. Der-

mine (2005) examines this development and states further arguments for operating with 

subsidiaries on the grounds of privatisation reforms in CEE: 

 

 the opportunity to keep ‘business as usual’ without changing the brand name, 

 to restore the confidence of the local management, the shareholders, the government, 

and the public that the main functions and operations are kept within the region, 

 tax advantages due to a more flexible corporate tax structure, 

 deposit insurance can be kept lower because no extra deposit insurance premium has 

to be paid to the home country of the parent bank, 

 the opportunity to “ring-fence” operations and, therefore, circumvent risk-shifting, 

 and, finally, a subsidiary structure would simplify a potential disposal of the business 

unit. 

 

The regulatory issues regarding the two different organisational forms are examined in 

Chapter 4.2.4. 

 

2009 
Branches 

EU 
Branches 

Third 
Subsidiaries 

EU 
Subsidiaries 

Third 

Bulgaria 4 2 13 3 
Czech Rep. 18 0 16 2 
Estonia 10 0 4 0 
Hungary 11 0 18 2 
Latvia 6 0 7 7 
Lithuania 7 0 4 0 
Poland 18 0 31 8 
Romania 10 0 22 1 
Slovenia 3 0 8 0 
Slovakia 11 0 13 0 
 98 2 136 23 

 

Table 2.3: Number of foreign 

branches and subsidiaries of 

multinational banks in the 

new member states of the EU 

in 2009  

(Data source: ECB (2010)) 
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2009 
Branches 

EU 
Branches 

Third 
Subsidiaries 

EU 
Subsidiaries 

Third 

Austria 29 0 13 11 
Belgium 46 9 21 7 
Denmark 17 2 6 5 
Germany 85 19 31 17 
Ireland 32 1 22 15 
Greece 24 5 7 1 
Spain 81 8 33 10 
France 70 23 66 55 
Italy 72 10 16 6 
Cyprus 9 16 8 1 
Luxembourg 32 8 73 32 
Malta 1 2 11 4 
Netherlands 27 5 11 14 
Portugal 25 2 11 4 
Finland 21 1 7 0 
Sweden 20 2 7 1 
United King. 77 91 16 78 
 668 204 359 261 

 

2.3.4 Benefits and risks of cross-border banking 

Competitiveness and efficiency 

Banks, which are willing and able to expand into foreign countries, are usually efficient in 

their operations, sustain against competition, and possess a healthy organisational struc-

ture. These characteristics are likely to be transferred to the acquired foreign company. 

Accordingly, domestic banks need to adapt to the more dynamic business environment in 

order to remain. As a result, a higher market share of foreign-owned banks can increase the 

overall efficiency and competitiveness of the national banking industry and, additionally, 

spill over to other industrial branches (Baudino et al., 2004). Specific components leading 

to higher efficiency include specialised know-how, technology, and corporate governance 

mechanisms. The development of an enhanced financial sector can also be accomplished 

without foreign influence, but the support with financial and human capital accelerates this 

process significantly (Barisitz, 2005). Especially in the field of risk management, foreign 

banks have established important techniques and improvements in the CEE region (Do-

manski, 2005). The increase of efficiency of the financial industry in emerging Europe has 

also led to a convergence towards the macroeconomic conditions of the euro area. By look-

ing at the rating levels, a positive impact of foreign investors can be observed. Based on 

ratings from Standard & Poor’s, the following figure illustrates that long-term foreign cur-

rency ratings have continuously increased with the entrance of foreign investors into the 

Table 2.4: Number of foreign 

branches and subsidiaries of 

multinational banks in West-

ern Europe in 2009  

(Data source: ECB (2010))  
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accession countries in the end of the 1990s and the early 2000s. All countries have been 

rated at or above investment grade (Baudino et al., 2004). The further development of 

emerging Europe’s credit worthiness, especially during the financial crisis, is illustrated in 

Chapter 3.4. 

 

 

Figure 2.3: Long-term foreign currency ratings of selected new member states of the EU from 1997 to 2003  

 (Source: Based on Baudino et al. (2004); data source: Standard & Poor’s) 

 

Credit Allocation 

Besides the increase of efficiency, foreign banks have also contributed to a steady increase 

of bank lending to domestic customers. After a period of recession in the 1990s, lending 

recovered in the CEE countries with the help of fresh money provided by multinational 

banks. Foreign institutions had the advantage to collect capital on better terms than their 

domestic competitors. The comprehensive expansion of credit contradicts the assumption 

that foreign banks could be “cherry-picking” by granting loans only to a handful of prom-

ising customers (Cardenas et al., 2003; Domanski, 2005). However, it was in general more 

complicated and more costly to grant credit to small and medium-sized enterprises, as op-

posed to household clients, because standard evaluation approaches could not be applied to 

these specific customers. Additionally, missing legal and accounting standards have exac-

erbated the process of lending even more. This was not only an issue for foreign banks but 

also concerned domestic institutions to the same extent. Furthermore, the rapid expansion 

of lending raised concerns whether all of the issued loans in emerging Europe have been 

screened carefully enough, in order to withstand periods of economic downturn (Barisitz, 

2005; Domanski, 2005; CGFS, 2005). 
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Financial Stability 

As described, the fast rate of credit expansion also entails dangers for financial stability in 

the host countries. Household credit has increased by an average of 17% annually between 

2000 and 2004, due to the entrance of international banking groups. Despite this strong 

growth, the debt level was still moderate, since it has started at a low base. However, the 

development raised the need for local authorities to carefully monitor their internal markets 

(Domanski, 2005). Even though multinational banks have helped to cure the recession of 

the banking sector in Eastern Europe, the high market share of foreign banks also created 

new risks, based on the high dependency of the host countries on international markets. 

Any kind of shock to the lending countries and a corresponding withdrawal of financial 

resources could cause serious economic consequences for the borrowing CEE country 

(Baudino et al., 2004). Apart from the potential risks for financial stability, the general 

environment of banks in the new member states benefits from the entrance of multinational 

banks. Foreign investors will increase the pressure on national governments for an im-

provement of the institutional framework and the quality of banking supervision as well as 

regulation. An adjustment of accounting standards towards IAS or EU-compatible stand-

ards for companies and a harmonisation of law will further support the development of an 

efficient economy in emerging Europe (Barisitz, 2005). 

 

All in all, the assessment of the impact of multinational banks on the development of 

emerging Europe, from efficiency to the regulatory framework, is not a unilateral process. 

Besides the influence of foreign banks, the accession into the EU and, as a consequence 

thereof, the alignment with western European political standards and legal systems has also 

played a significant role in regards to the restructuring process of the CEE countries (Bau-

dino et al, 2004). 

 

2.4 The impact of the financial crisis 

2.4.1 General effects of the financial crisis on multinational banks 

Since the Great Depression of the 1930s, no other event has hit the global economy as se-

vere as the financial crisis of 2007 to 2010. The following typical features, which are lead-

ing to periods of financial distress, have also preceded the events of this unparalleled crisis: 
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increased leveraging, ascending asset prices, strong credit growth, large amounts of li-

quidity, low risk premiums, and emerging real estate bubbles. After the bursting of the 

subprime bubble in the United States in 2007, it did not take long until the crisis reached 

Europe. The interconnectedness between the different countries and institutions became 

obvious when BNP Paribas closed three of its investment funds, because of high exposure 

to subprime-related financial products. As a result of the subsequent events, such as the 

bankruptcy of Lehman Brothers and the bail-out of the insurance company American In-

ternational Group (AIG), a loss of trust between the financial institutions and a fear of fur-

ther defaults led to a significant shortage of credit supply. Consequently, the financial cri-

sis hit the real economy – revenues went down, inventories increased – and created a time 

of strong recession in many parts of the world. Due to the efforts of governments and cen-

tral banks, including reduced interest rates and the granting of fresh capital and guarantees, 

it was possible to reinforce confidence in the markets and to stabilise the overall situation 

in the years after (European Commission, 2009). 

 

Globalised banks played an important role in the development of the recent financial crisis. 

The nexus of multinational credit institutions has significantly increased the risk of conta-

gion and has spread the symptoms of the crisis across national borders. Accordingly, Allen 

et al. (2011) remark: “Understanding the role of banks in cross-border finance has become 

an urgent priority... [they] played a leading role in the dynamics of the global crisis of 

2007-2009.” 

 

As noted in Chapter 2.3.4, multinational banks yield several benefits. Especially scholars, 

as opposed to policymakers and regulators, have emphasised the positive aspects of cross-

border banking, such as improved risk diversification, enhanced competition, and the effi-

cient use of economies of scope and scale. Nevertheless, on the grounds of the crisis, re-

searchers became more cautious in regards to the operations of international banks. Be-

sides the points of criticism that multinational banks counteract the development of local 

banks, cherry-pick the most promising clients, and circumvent local regulations, especially 

the contagion risk entailed by multinational banks has fostered concerns. The level of risk 

is determined by two factors. On the one hand, as already mentioned above, the high de-

gree of internationalisation makes multinational banks vulnerable to crisis situations in 
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different parts of the world and it increases the danger of spillover effects across national 

borders. Furthermore, the complex organisational structure of multinational institutions 

facilitates specific agency problems as, for instance, the creation of wrong incentives and 

exorbitant risk-taking. Gulamhussen et al. (2012) have examined the riskiness of multina-

tional banks concerning these aspects and, indeed, found out that diversified banks carry 

more risks than domestically oriented institutions. The results show that cross-border 

banks have higher stock price earnings volatility, lower Z-scores, and a higher expected 

probability of default. Moreover, the advantages of diversifying the idiosyncratic risks are 

outweighed by the costs of complexity and excessive risk-taking. 

 

The new regulatory architecture in Europe needs to address these substantial issues, which 

have been revealed by the events of the latest financial crisis. In this regard, it is particular-

ly important to gain precise understanding of the international scope and the various busi-

ness models of financial institutions (European Commission, 2009; Gulamhussen et al., 

2012). Chapter 4 provides a comprehensive analysis of the regulation of multinational 

banks. 

 

2.4.2  Foreign affiliates in emerging Europe: factor of stability? 

An empirical literature review 

In an autarkic world, the impact of the recent financial crisis would have spread at a slower 

pace and only through the channels of the real sector, such as international trade flows and 

exchange rates. A financially integrated world, however, facilitates contagion effects to 

spread faster and via various types of channels. Three main channels can be summarised, 

which have transferred the symptoms of the crisis across national borders: (1) direct cross-

border lending, (2) local lending through foreign affiliates of multinational banks, and (3) 

lending through domestic banks, which use international financing sources. Direct cross-

border lending was the first international channel, which was affected by the crisis. The 

impact on foreign affiliates’ lending behaviour occurred at a later point in time. Hence, the 

high market share of foreign banks might have been one reason why the global financial 

crisis hit the CEE countries with delay (Allen et al., 2011). 
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Even though the financial crisis of 2007 to 2010 had the potential to create a severe emerg-

ing market crisis, including a collapse of exchange rates, a sudden stop of capital flows, 

and a breakdown of the banking system, this did not occur. Consequences of the crisis had 

been exchange rate pressure, depreciations, and a decline in credits for the private sector, 

but a serious collapse of the banking industry could have been prevented (Allen et al., 

2011). 

 

In recent studies, researches have discussed the question whether the presence of foreign 

banks has reduced the effects of the crisis and has helped to stabilise the economy or if 

foreign banks have actually exacerbated the already precarious economic situation. 

 

2.4.2.1 Stabilising impact of foreign affiliates 

During the first year, the events of the financial crisis had a minor impact on CEE coun-

tries, as opposed to developments in the advanced economies. According to studies by 

Berglöf et al. (2009) and Mihaljek (2009), the crisis started to reach emerging Europe in 

the third quarter of 2008 with the fall of Lehman Brothers. Due to a loss of trust and confi-

dence in the financial markets, banks with international operations have rapidly reduced 

the credit lines to their affiliates and to other banks in the CEE countries. Furthermore, 

parent banks even withdrew cash from their foreign subsidiaries. This occurred particularly 

in countries with strong macroeconomic fundamentals, as for instance the Czech Republic. 

Nevertheless, foreign subsidiaries in the CEE region were exposed to less deduction of 

liquidity by western European banks than other emerging regions (Cetorelli and Goldberg, 

2011). The sustainability of foreign affiliates’ operations during the crisis was also con-

firmed by McCauley et al. (2010), who have observed that lending through subsidiaries of 

multinational banks was less volatile than direct cross-border lending. 

 

Foreign subsidiaries are in general closely connected with their clients in the host coun-

tries, based on long-term loans. This circumstance offers one explanation for the more sta-

ble reaction of foreign banks during the crisis. Berglöf et al. (2009) note that a higher mar-

ket share of foreign financial institutions was positively correlated with a lower reduction 

of cross-border lending in the fourth quarter of 2008. In addition, the general output level 

has declined less in CEE countries with higher foreign bank ownership. These findings 
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indicate that the presence of foreign banks in emerging Europe has reduced the impact of 

the global financial crisis and has increased the level of stability. 

 

An additional factor of stability for certain CEE countries during the crisis could have been 

their membership in the EU. As stated by Berglöf et al. (2009), being a member of the EU 

raised the level of political support considerably and reinforced the confidence of the mar-

kets in the affected nations. This can also be an explanation for the lower amount of capital 

flowing out of CEE countries compared to other emerging and developing regions of the 

world, which lack a similar partnership. Even direct fiscal support from the EU has oc-

curred in some of the countries, for example in Latvia, Romania, and Hungary. Herrmann 

and Mihaljek (2010) come to a similar conclusion. In a large cross-country analysis, the 

study confirms that a high degree of integration with advanced countries has positive ef-

fects on the economical shape of emerging countries and a mitigating effect on the outflow 

of liquidity during a crisis. 

 

Navaretti et al. (2010) have published a further study, which emphasises the stabilising role 

of multinational banks and their subsidiaries within the period from 2007 to 2009. The 

authors assess that foreign banks have effectively provided local funds in Eastern Europe’s 

new member states even in times of systemic distress. The loan-to-deposit ratio of foreign 

affiliates stayed constant and remained higher than the respective ratio of domestic banks. 

The researchers have found „no evidence that these banks have been funnelling resources 

away from any of their host countries”. One main reason for the positive impact of foreign 

banks, according to the paper, are internal capital markets of multinational banking groups. 

Through these internal capital markets banks can transfer funds across their units and, 

thereby, supply liquidity to troubled foreign affiliates as well as reduce the dependency of 

their lending on local availability of financial resources. This works especially well in the 

EU, due to the highly integrated financial market, which provides the ideal framework for 

the effective use of internal funding channels. 

 

2.4.2.2 Destabilising impact of foreign affiliates 

Besides the presented research, which shows a positive effect of foreign affiliates in CEE 

countries during the financial crisis, other studies have observed more critical aspects of 
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high foreign bank presence. According to de Haas and van Horen (2011), eastern domestic 

banks as well as state banks ensured more stability during the crisis, since foreign banks 

lowered their lending at a faster pace and at an earlier point of time. De Haas and van Le-

lyveld (2011) reach a similar result. Their examination compares the lending behaviour of 

199 foreign subsidiaries of the 48 largest multinational banks with a benchmark of 202 

domestic banks during 2008 and 2009. Because of the high density of foreign subsidiaries 

in CEE countries, a considerable part of the comprehensive dataset consists of western 

European banking groups and their subsidiaries in emerging Europe. The analysis points 

out that foreign subsidiaries’ credit growth has decreased three times faster than the credit 

growth of domestic institutions during the relevant period. The decline was even stronger 

when the subsidiary or its parent bank depended to a greater extent on wholesale funding. 

Moreover, the study validates earlier findings, which have shown that multinational sub-

sidiaries were actually a factor of stability during local crises in the host countries and did 

not reduce their lending, on the contrary to their domestic competitors. Hence, the authors 

presume that multinational banking groups transfer their liquidity to that part of the com-

pany, which experiences a financial shock. As a consequence, in the course of the crisis, 

cash flew from the periphery to the parent banks, which are located mostly in Western Eu-

rope. In addition, de Haas and van Lelyveld (2011) observe that country-specific factors do 

matter in times of financial distress. Parent banks kept on lending particularly to subsidiar-

ies from regions, which were located nearby the home base of the parent bank, and to sub-

sidiaries, which have maintained a close and long-term relationship with their parent insti-

tution. 

 

Also Popov and Udell (2010) have assessed a negative correlation between foreign bank 

presence and, in this specific study, the access of small and medium-sized enterprises to 

financing capital in the CEE region. By analysing firm-level micro-data during the early 

stages of the financial crisis from 2007 to 2008, the researches came to two main results: 

(1) lending to firms was constrained more in countries with a higher amount of financially 

distressed banks and (2) this effect was even stronger in countries with a high share of for-

eign banks in the group of financially distressed institutions. Due to the circumstance that 

the second survey of the study was conducted in early 2008, it can be presumed that the 
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authors have expected an early impact of the upcoming financial crisis on the real sector of 

emerging Europe. 

 

Ongena et al. (2012) analyse the lending behaviour of two international channels, the in-

ternationally borrowing domestic banks and foreign banks, over the period from 2005 to 

2009. The dataset consists of 238 banks and 43,847 firms located across 14 countries in 

Eastern Europe and Near Asia. The authors have chosen these countries because they were 

not immediately affected by the financial crisis but maintained strong ties to the concerned 

western banking system. The scientific article is in line with the listed studies, which have 

defined a negative impact of foreign banks on local lending at the time of the crisis. The 

researchers conclude that foreign banks and internationally borrowing domestic banks 

have reduced their lending more throughout the years of the crisis, compared to locally 

funded domestic banks. Just like de Haas and van Lelyveld (2011), Ongena et al. (2012) 

assess even stronger effects when these banks are funded relatively less with retail depos-

its. Additionally, by examining firm-level effects, Ongena et al. (2012) find out that solely 

companies, which borrow money from foreign banks, experience negative real effects on 

average. Nevertheless, this does not apply to smaller firms. According to the study, these 

firms have relatively better real outcomes. 
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3. EMPIRICAL ANALYSIS 

3.1 Data and methodology 

The present part is dedicated to the empirical analysis of the behaviour of multinational 

banks’ affiliates in emerging Europe during the financial crisis. The examination will focus 

on the 27 countries of the EU. Due to this, it is possible to use coherent data from official 

European institutions, such as the ECB and Eurostat. Furthermore, the EU can be divided 

in 17 developed western countries and 10 emerging eastern countries. The 17 western 

member states (EU17) consist of: Austria, Belgium, Cyprus, Germany, Denmark, Spain, 

Finland, France, Greece, Ireland, Italy, Luxembourg, Malta, the Netherlands, Portugal, 

Sweden, and the United Kingdom. The 10 eastern European countries (NMS) are the fol-

lowing: Bulgaria, the Czech Republic, Estonia, Hungary, Lithuania, Latvia, Poland, Ro-

mania, Slovenia, and Slovakia. The separation into east and west allows analysing if mul-

tinational banks’ affiliates have proven to be a factor of financial stability in their host 

countries within the last turbulent years. 

 

The aggregated data provided by the ECB distinguishes for each of the 27 countries be-

tween domestic and foreign banks. It is not possible to indicate, which of the domestic 

credit institutions in the western countries are multinational banks with affiliates in Eastern 

Europe or which of the foreign subsidiaries and branches in Eastern Europe belong to 

western European multinational banks. For the following analysis it will be assumed that 

the foreign subsidiaries and branches in the 10 eastern European countries belong to multi-

national banks from the 17 western European member states and, hence, that the domestic 

banks in the western countries are the parent banks of the foreign subsidiaries and branches 

in emerging Europe. This assumption is in accordance with de Haas and van Lelyveld 

(2011), who state that a substantial part of the foreign banks in emerging Europe belongs 

to western European banking groups. 

 

The timeframe of the analysis ranges from 2007 until 2012. Within this momentous period, 

it is possible to analyse the years shortly before the crisis hits emerging Europe, 2007 and 

2008, the time during the financial crisis, 2009 and 2010, and the point of recovery, 2011 

and 2012. Especially the more current years are of high relevance, since most of the scien-
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tific articles, which examine the impact of multinational banks’ subsidiaries and branches 

in emerging countries, cover solely the time before the crisis and the years until 2009. 

Eight out of the ten eastern European countries in the sample joined the EU in 2004. The 

other two, Bulgaria and Romania, acceded the EU in 2007. Correspondingly, the ECB pro-

vides complete and coherent data for all 27 member states from 2007 onwards. Croatia, 

which has joined the EU in 2013 as the 28th member, has not been included in the current 

data of the ECB and, hence, is not part of the present analysis. 

 

As mentioned above, the bank-related data for the empirical research stems from the statis-

tics department of the ECB. By compiling data from credit institutions in their particular 

country, the national central banks support the ECB in collecting the relevant statistics. 

Subsequently, the statistics department of the ECB aggregates the data of the different 

member states in order to assist the monetary policy of the ECB and further functions of 

the Eurosystem and the European System of Central Banks (ECB, 2013). 

 

In order to investigate the importance of multinational banks in emerging Europe and the 

effect of their presence on financial stability in these countries, the examination concen-

trates on the development of the following four aspects: (1) the number of banks, (2) the 

total assets of the different types of banks, (3) the total loans granted by domestic and for-

eign banks, and (4) the amount of total deposits received by these banks. The number and 

total assets of banks conduces to find out how strong foreign banks are represented in 

Eastern Europe and how their involvement has changed over the observed period. The 

amount of total loans and deposits helps to analyse if foreign subsidiaries and branches 

have been a stabilising factor during the years of the global crisis and if, potentially, inter-

nal capital markets exist within the multinational banking groups. The appropriate annual 

data for the different years is taken from the “Consolidated Banking Data”-category of the 

ECB statistics. For some of the years and some of the balance sheet items, the ECB pro-

vides separate statistics for the domestic and for the foreign banks within each of the dif-

ferent countries. However, for other years and balance sheet items, the ECB statistics de-

partment only distinguishes between the two groups “all banks” and “domestic banks”. In 

these cases, the difference between the two groups was calculated, in order to determine 

the level of data for the necessary group of “foreign banks”. Regarding the analysis of the 
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data and the comparison between the different member states, the ECB points out that the 

individual banking sectors across the countries of the EU differ in terms of their structure 

and accounting standards (ECB, 2013). 

 

For a thorough examination of the bank-related statistics it is necessary to reflect upon the 

data within an extensive economical context, which is given by the real gross domestic 

product (GDP) growth rate, the unemployment rate, and the inflation rate. These three rati-

os indicate the economic situation and the course of the financial crisis in the observed 

countries. The corresponding data is taken from Eurostat – the statistical office of the EU. 

Eurostat is collecting statistics at the European level in order to allow comparisons be-

tween the different member states (Eurostat, 2013). The GDP measures the level of eco-

nomic activity and is defined as “the value of all goods and services produced less the val-

ue of any goods or services used in their creation“ (Eurostat, 2013). By calculating the an-

nual GDP growth rate, it is possible to compare both the economic development over time 

and different sized economies. A further economic indicator, which complements the GDP 

growth rate, is the annual unemployment rate. It measures the unemployed persons as a 

percentage of the labour force. The labour force comprises the total number of persons 

employed and unemployed aged 15 to 74. Furthermore, the third economic ratio indicating 

the economic state of the different regions in the analysis is represented by the inflation 

rate. The inflation rates used in the analysis are the Harmonised Indices of Consumer Pric-

es, which are also applied by the ECB to monitor the inflation in the Economic and Mone-

tary Union (Eurostat, 2013). 

 

In order to measure the financial stability of a country, one indicator is its respective credit 

worthiness. For this purpose, the long-term foreign currency ratings of each of the 10 east-

ern European member states were compiled and examined in the last part of this chapter. 

These credit ratings imply the likelihood that a country will meet its foreign currency de-

nominated financial obligations in a timely manner. The credit ratings were provided by 

the rating agency Fitch Ratings, which is based in New York and London (Fitch Ratings, 

2013). 
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3.2 Macroeconomic developments in Europe 

As mentioned in Chapter 3.1, the empirical analysis of the impact of multinational banks’ 

subsidiaries and branches will be complemented by current economical ratios representing 

the macroeconomic developments of the last years in the EU. The economical ratios in-

clude the GDP growth rate, the unemployment rate, and the inflation rate for the two inves-

tigated groups – the 10 eastern and the 17 western European member states. 

 

Figure 3.1 shows that the first precursors of the worldwide financial crisis reached emerg-

ing Europe in 2008. However, it was 2009 when the crisis truly unfolded its entire impact. 

During that year, the GDP growth rate dropped to approximately minus 8%, the unem-

ployment rate rose from 6% to above 10%, and the inflation rate sunk from 8% to 2.6%. 

All three ratios strongly mirror the difficult time faced by the economies in the eastern Eu-

ropean region. The financial crisis has its origin in the United States, as described in Chap-

ter 2.4.1, where it already broke out in 2007. Eastern Europe was not immediately affected 

but due to the strong interconnectedness with western multinational banks, it was not pos-

sible for its banking sector to circumvent the upcoming events (Ongena et al., 2012). Stud-

ies by Berglöf et al. (2009) and Mihaljek (2009) confirm this development. They state that 

the crisis reached emerging Europe in the third quarter of 2008, after the fall of Lehman 

Brothers. Despite the severe impact, already in 2010, the new member states were able to 

stabilise the economic state to a certain extent and the GDP growth rate increased to 1.7%. 

However, even in 2011 and 2012, the three ratios did not reach the same level as before the 

financial crisis. 
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Figure 3.2 displays the history of the same three ratios for the 17 western member states. 

As can be seen, the financial crisis also had strong effects on the more advanced countries 

in the EU and the development of the three ratios is very similar to the ones in the new 

member states. The GDP growth rate of 3.7% in 2007 dropped to 0.43% in 2008 and to 

minus 4.2% in 2009. Additionally, in 2009, the unemployment rate rose from 6.2% to 

8.2% and the inflation rate decreased from 3.6% to 0.6%. In 2010, the downswing was 

brought to a halt and the GDP turned positive again. Nonetheless, in 2011 and 2012, the 

GDP decreased again and the unemployment rate kept rising in the 17 western member 

states. This was a consequence of the sovereign debt crisis in Europe, which came to light 

in 2010. 

 

 

 

By comparing the GDP growth rates in Figure 3.2, it can be observed that the two regions 

have experienced a similar economic development within the last years. This observation 

shows how interconnected the different economies in the EU are. However, the economies 

of the new member states are characterised by a higher volatility. 

 

3.3 Multinational banks’ activities in emerging Europe 

In order to analyse the impact of western multinational banking groups on financial stabil-

ity in emerging Europe, this chapter is devoted to the empirical research of the general 

trends in the cross-border banking sector within the EU. As indicators for these trends, the 

number of foreign and of domestic banks, the amount of their total assets, as well as their 

credit and deposit growth will be applied. 
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3.3.1 Number of banks 

3.3.1.1 Key findings 

In Figure 3.3, the development of the number of domestic credit institutions and of for-

eign-controlled subsidiaries and branches from 2007 until 2012 is shown. On the left side it 

can be seen that the quantity of domestic banks outweighs the foreign banks in a ratio of 

almost 4:1. The right side of the graphic illustrates that the amount of foreign subsidiaries 

and branches remained stable and even increased over the six years from 235 in 2007 to 

244 in 2012. The number of domestic banks in the new member states, on the other hand, 

has decreased by 4.4% over the same period, from 811 to 775. 

 

 

Figure 3.3: Ratio and total number of domestic and foreign banks in the new member states (NMS) from 

2007 to 2012 

 (Data source: ECB statistics) 

 

Figure 3.4 compares the number of foreign banks in the new member states with the num-

ber of domestic banks in the western European countries, based on the assumption that the 

western banking groups represent the parent banks of the foreign subsidiaries and branches 

in Eastern Europe. As mentioned above, the amount of foreign banks rose by approximate-

ly 5% over the observed period. Especially during the economically more difficult years in 

2009 and 2010, the number of subsidiaries and branches has increased. On the opposite, 

the annual growth rate of the number of domestic credit institutions in the 17 western Eu-

ropean countries has been negative from 2009 until 2012. All in all, their number has de-

creased by 7% from 2007 to 2012. 
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Figure 3.4: Percentage fluctuations and total number of domestic banks in Western Europe (EU17) and of 

foreign banks in the new member states (NMS) from 2007 to 2012  

(Data source: ECB statistics) 

 

3.3.1.2 Interpretation 

Within the empirical research certain findings indicate that the western affiliates have kept 

their presence in emerging Europe even in times of worldwide financial distress. As seen 

in Figure 3.3, for instance, the course of the overall number of foreign banks in the 10 

eastern member states remained steady. In fact, the quantity increased by 5% while the 

number of eastern domestic banks has decreased by 4% over the six years. Hence, a signif-

icant amount of cross-border divestitures on behalf of the multinational banking groups has 

not taken place. This confirms the results of Allen et al. (2011), who state that even though 

the credits for the private sector had declined, a severe collapse of the banking industry in 

emerging Europe did not occur. Under the assumption that western domestic banks repre-

sent the parents of the eastern foreign banks within the empirical research, it is noticeable 

that the number of domestic banks in the 17 western European countries has, on the other 

hand, declined by 7% from 2007 to 2012. The left side of Figure 3.4 illustrates that particu-

larly during the crisis years, in 2009 and 2010, the amount of western domestic banks has 

decreased while the number of foreign banks in the east has actually increased. In times of 

the sovereign debt crisis and economic recession in Europe, in 2011 and 2012, both re-

gions have experienced a decline in their quantity of banks. 
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3.3.2 Total assets 

3.3.2.1 Key findings 

In addition to the number of banks, a further indicator for the development and the general 

situation of the cross-border banking sector is the amount of total assets. Within the analy-

sis of this balance sheet item, a special case has occurred in emerging Europe. Namely, the 

amount of total assets of domestic and of foreign banks in the Czech Republic fluctuated 

significantly during the observed period. As a consequence, the analysis concerning the 

total assets will be separated in two parts. On that note, the continuous line in Figure 3.5 

contains the total assets of all 10 eastern European countries, including the Czech Repub-

lic. The dashed line in Figure 3.5, on the other hand, shows the time series of the total as-

sets of the group of new member states without the values of the Czech Republic. 

 

 

Figure 3.5: Total assets of domestic and of foreign banks in the new member states (NMS) from 2007 to 

2012 (in- and excluding the Czech Republic (CZ))  

 (Data source: ECB statistics) 

 

By looking at the course of the total assets including the Czech Republic, it can be ob-

served that the assets of foreign and of domestic banks tend to develop into opposite direc-

tions. In 2009, total assets of foreign-controlled banks declined by 15.6%. At the same 

time, the assets of domestic banks rose by 65%. This exceptionally strong increase is based 

on the above-average growth rate in the Czech Republic. Hence, the growth rate of the 

domestic banks compensates the decrease of the total assets of their foreign competitors in 

the new member states. In 2012, the opposite scenario occurred. The total assets of foreign 
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tions declined by 18%. One explanation for this development in the Czech Republic is 

mentioned in Chapter 2.4.2.1. Especially in countries with strong macroeconomic funda-

mentals, such as the Czech Republic, multinational banks rapidly reduced the credit lines 

to their affiliates and even withdrew cash from their foreign subsidiaries in the beginning 

of the financial crisis, due to the loss of trust and confidence in the financial markets (Ceto-

relli and Goldberg, 2011). 

 

The total assets of the new member states’ banking sector, excluding the Czech Republic, 

are illustrated through the dashed line in Figure 3.5. Compared to the continuous line, the 

development of the total assets of both banking groups, domestic and foreign, of the 9 re-

maining member states is remarkably less volatile. Total assets of domestic banks grew by 

19.7% in 2009. The assets of foreign-controlled banks have increased by 19% in 2008. 

Besides this, the respective annual changes of total assets of domestic and of foreign banks 

ranged between minus 6.4% and plus 7%, at the most. The overall increase from 2007 to 

2012 amounted to 37% for domestic banks and 20% for foreign-controlled institutions. 

 

Whereas the number of domestic banks outweighs the number of foreign banks in the 10 

eastern European countries, as observed in the previous chapter, foreign banks are signifi-

cantly larger measured in terms of total assets. Figure 3.6 illustrates the high market share 

of foreign-controlled subsidiaries and branches. In 2008, for instance, the ratio of total as-

sets of foreign banks to total assets of domestic banks was almost 4:1. Even after a de-

crease of total assets on behalf of the foreign banks in 2009, their market share still 

amounted to over 60%. 
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Figure 3.7 compares the two observed 

regions, Western and Eastern Europe, 

regarding the distribution of total assets 

among domestic and foreign credit institu-

tions for the year 2012. Foreign-controlled 

affiliates hold more than 70% of the total 

assets in Eastern Europe. In the western 

European countries, as opposed to this, 

domestic credit institutions considerably 

dominate the banking sector with a market 

share of above 80%. 

 

As seen in Figure 3.7, foreign-owned banks had a market share of above 70% in the new 

member states in 2012. By taking a closer look at emerging Europe in Figure 3.8, it be-

comes obvious that the distribution of total assets among foreign and domestic banks var-

ies between the respective countries. Concerning this matter, the 10 member states can be 

arranged in two main groups. The first group consists of the Czech Republic, Estonia, 

Lithuania, Romania, and Slovakia. Within these countries, foreign banks dominate with a 

high market share of approximately 90% or more. The second group includes Bulgaria, 

Hungary, Latvia, and Poland, in which foreign institutions own a market share of between 

60% and 75%. The only exception constitutes Slovenia, where foreign banks solely pos-

sess about 30% of the total assets of the banking sector. 
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3.3.2.2 Interpretation 

As shown by Figure 3.6, foreign-controlled banks hold the majority of total assets of the 

banking sector in the new member states. In 2008, their market share was at almost 80% 

and in 2012, despite a small loss, their share was still above 70%. In western European 

countries, on the other hand, domestic banks control the banking sector with a market 

share of, for instance, 80% in 2012, as seen in Figure 3.7. The strong foreign presence 

within the new member states creates potential risks for the financial industries of these 

countries, as mentioned in Chapter 2.3.4. The high dependency on the economic health and 

on the behaviour of western multinational banks makes eastern economies prone to sudden 

withdrawals of assets, reduction of credit supply, or divestitures of local affiliates. 

 

As noted in the previous chapter, the assets of foreign and of domestic banks in the Czech 

Republic were characterised by exceptionally high variations within the observed period. 

Due to this, the current analysis of the development of total assets focuses primarily on the 

remaining group of new member states. Hence, the dashed line in Figure 3.5 as well as 

Figure 3.9 below include a sample of the banking sector in the new member states without 

the values of the Czech Republic. 

 

As reflected by the dashed line in Figure 3.5, foreign-owned affiliates of multinational 

banks have not significantly decreased their total assets during the years of the financial 

crisis. After a strong increase of 19% in 2008, the development maintained at a rather sta-

ble level in the years thereafter. Furthermore, the overall positive course of total assets of 

the eastern domestic banks in the graph indicates a gain of confidence, customers, and cap-

ital on behalf of the local banking sector. This particular finding is in line with de Haas and 

van Horen (2011), who note that domestic and state banks have provided more stability in 

emerging Europe during the years of the crisis. Higher volatility of foreign banks’ assets, 

as compared to the assets of domestic banks, illustrates a stronger correlation with the gen-

eral trends of the international financial markets. 

 

The development of total assets of the domestic banks in the 17 western member states and 

of the foreign banks in the remaining 9 eastern European countries from 2008 to 2012 is 

displayed in Figure 3.9. Due to the circumstance that both regions differ significantly in 
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size, the growth rates are presented, in order to make the values comparable. The compari-

son of the time series of total assets provides a further argument for a proportionate behav-

iour of multinational banks in emerging Europe during the past six years. The specific 

graphs do not imply that multinational banks withdrew excessive amounts of assets from 

their foreign subsidiaries and branches. Whereas the GDP growth rate amounted to minus 

4% in Western Europe and minus 8% in emerging Europe in 2009, as shown by Figure 3.2, 

the corresponding total assets of foreign banks in the new member states have only de-

clined by 1%. In the same year, the parent banks’ total assets have decreased by 8.5% in 

the old member states. After a strong year in 2010, the only considerable downturn of for-

eign banks’ total assets occurred in 2011 with a growth rate of minus 6.5%. However, de-

spite the sovereign debt crisis and the ongoing economic recession in the EU, already in 

2012, foreign banks’ assets have experienced a slight recovery of 4%. 

 

 

 

Figure 3.10 shows the development of total assets of selected multinational banks in the 

new member states from 2001 to 2012 (Raiffeisenbank Research, 2013). The graphs con-

firm the previous findings: (1) after years of growth prior to the financial crisis, the amount 

of total assets stagnated from 2009 onwards across all banking groups and (2) a strong de-

cline, based on transfers from the eastern periphery to the western parent banks, cannot be 

observed. 
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3.3.3 Credit and deposit growth 

3.3.3.1 Key findings 

After the empirical evaluation of the number of banks in Eastern and Western Europe and 

of the amount of their total assets in the previous two chapters, the research in this chapter 

will focus on the amount of total loans granted by domestic and foreign banks and on the 

total deposits received by these banks. 

 

Figure 3.11 shows the development of the amount of total loans and total deposits of for-

eign and of domestic banks in emerging Europe from 2007 to 2012. In 2007, the amounts 

of loans and deposits of foreign-controlled banks were identical. In the years after, howev-

er, the deposits exceeded the total loans and, hence, a gap between these two balance sheet 

items emerged. Especially during the financial crisis in 2009 and 2010, this gap increased 

even further. 
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Figure 3.12 illustrates this observation. On the basis of the bar graph, it can be seen that 

already in 2008, the deposits of foreign credit institutions have been rising to a greater ex-

tent than the total loans, which have been granted by these banks. The same imbalance 

occurred in 2009, when the loans decreased much further than the deposits, and in 2010, 

when both items have increased but, similar to 2008, the deposits on a larger scale than the 

corresponding loans. This trend turned around, though, in 2011 and 2012, when the loans 

first declined less and then grew stronger than the amount of the deposits. This finding 

implies the existence of internal capital markets within western European multinational 

banking groups – a topic, which will be discussed further in the next chapter. 

 

 

 

Domestic credit institutions in the new member states, as stand-alone banks, should not 

have the opportunity of internal capital markets. Figure 3.11 provides evidence for this 

assumption. As opposed to the foreign banks, the total loans and deposits of the domestic 

banks have almost the exact same height over the entire period and, therefore, no gap is in 

existence between the two balance sheet items. Furthermore, both items of the domestic 

banks have grown from 2007 until 2012. The loans have increased by 38% and the depos-

its by 28%. Whereas the amount of total deposits received by foreign banks has increased 

by 12% over the same period and the amount of total loans has even stagnated. 

 

The time series of total loans and total deposits of domestic banks in Western Europe is 

displayed in Figure 3.13. In contrast to the domestic and foreign banks in the new member 

states, western domestic banks granted a higher amount of loans than they have received as 
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deposits in return. Hence, since the loan-to-deposit ratio is bigger than one, a gap between 

the two balance sheet items exists also in this scenario but reversed to the case of the for-

eign banks in Eastern Europe. The development of total loans and deposits follows to a 

large extent the course of the GDP growth rate in the 17 western European member states. 

Both balance sheet items experience a sharp decline in 2009 and a period of recovery in 

the subsequent years. Altogether, from 2007 until 2012, the amount of total loans of west-

ern domestic banks has increased by 3.4%, while the amount of their total deposits has 

grown by 5.3%. 

 

 

 

The ratios of total loans to total deposits of foreign-controlled subsidiaries and branches for 

each of the member states in emerging Europe are included in Figure 3.14. The year is 

2010, which has been chosen because at that point of time the overall loan-to-deposit ratio 

of foreign banks in Eastern Europe had decreased three years consecutively and reached its 

low of 0.885 within the observed period, as seen in Figure 3.11. Two groups can be distin-

guished in Figure 3.14. On the one hand, in countries like the Czech Republic, Estonia, 

Hungary, Romania, and Slovakia, foreign-controlled banks received more deposits than 

they have granted as loans. On the other hand, in the second group of the eastern member 

states, the loan-to-deposit ratio of foreign banks was approximately 1 or slightly less. In 

2010, the lowest loan-to-deposit ratio of foreign banks, namely 0.75, occurred in the Czech 

Republic. The maximum ratio of 1.07 occurred in Lithuania. 
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Figure 3.14: Ratio of total loans to total deposits of foreign banks in the new member states (NMS) in 2010 

(Data source: ECB statistics) 

 

3.3.3.2 Interpretation 

Besides the number of banks and the total assets, a further important field of the analysis of 

the impact of multinational banks on financial stability in emerging Europe are the total 

loans granted and the deposits received by the observed banking groups. Figure 3.11 re-

veals several findings concerning this subject. On the one hand, it can be observed that the 

development of total loans and total deposits of foreign-controlled banks in the new mem-

ber states is characterised by a higher volatility as compared to the steady course of the 

items of eastern domestic banks. This indicates a higher correlation between foreign banks 

and the events of the international financial markets, based on the linkage with their west-

ern multinational parent banks. The time series of loans and deposits of eastern domestic 

banks proceeds more stable. Furthermore, Figure 3.11 shows that the amount of total de-

posits exceeds the total loans of foreign-controlled banks from 2008 onwards. This obser-

vation implies that multinational banking groups potentially withdrew liquidity from their 

foreign affiliates. The usage of the internal capital market has the potential to support for-

eign subsidiaries and branches with fresh capital during times of financial distress and, 

therefore, could be a safeguard for the local economies. In the scenario of Figure 3.11, 

however, the withdrawal of capital potentially weakens the emerging countries. 
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es in other parts of the world, an internal capital market does not seem to exist. As a con-

sequence, total loans and deposits of these banks display almost the same height over the 
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observed period. Moreover, from 2007 until 2012, the amount of total deposits of the do-

mestic banks grew by 28% and the amount of total loans even increased by 38%. Especial-

ly the increase of deposits indicates a gain of trust by investors and customers towards do-

mestic banks in Eastern Europe during the turbulent years of the financial crisis. The de-

posits received by foreign-controlled banks, on the other hand, have only increased by 12% 

and the amount of total loans granted was the same in 2012 as in the beginning of the ob-

servation in 2007. 

 

Studies by Berglöf et al (2009) and Mihaljek (2009) come to a similar conclusion regard-

ing the internal capital markets of multinational banks. According to their examinations, 

international operating banks reduced the credit lines to their subsidiaries in Eastern Eu-

rope and, moreover, withdrew liquidity from their affiliates after the outburst of the finan-

cial crisis in 2008. As mentioned in an earlier paragraph, de Haas and van Lelyveld (2011) 

also accuse multinational banks of transferring capital from the periphery to the parent 

banks during these years. Furthermore, the two authors point out that the credit growth of 

foreign affiliates decreased three times faster than the credit growth of domestic banks. 

Likewise, de Haas and van Horen (2011) mention in another study that foreign-controlled 

credit institutions reduced their credit supply faster and at an earlier point of time. A con-

trary argumentation is presented by Navaretti et al. (2010), who conclude that western mul-

tinational banking groups have not funnelled any liquidity out of emerging Europe but, 

instead, have supported their foreign subsidiaries and branches with the help of internal 

capital markets. Additionally, the authors claim that the loan-to-deposit ratio of foreign 

banks has been stable over time and even higher than the respective ratio of domestic cred-

it institutions. The different results between the study of Navaretti et al. and the empirical 

analysis at hand could partly be explained by the use of different time horizons. Whereas 

the last year of Navaretti et al.’s examination is 2009, the present research also includes 

more current years until 2012. 

 

A further evidence for the existence of internal capital markets on behalf of multinational 

banks can be found in Figure 3.13. The graph mirrors the development of total loans and 

total deposits of western European domestic banks for the sample period. As opposed to 

the stand-alone domestic banks in Eastern Europe, in Figure 3.13 a gap between the 
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amount of loans and deposits exists. Furthermore, while foreign subsidiaries and branches 

have a higher amount of deposits than of loans, western domestic banks, as parent banks, 

have granted more loans that they have received as deposits. Once more it can, therefore, 

be concluded that liquidity has been transferred from the periphery to the parent banks in 

the western member states, by employing internal capital markets. 

 

3.4 Credit worthiness of emerging Europe 

The empirical research will be completed with an overview of the credit ratings of the ten 

eastern European countries in Figure 3.15. Altogether, a distinct negative trend is observa-

ble after 2007. The ratings of six out of the ten countries were downgraded in 2008 with 

the emergence of the worldwide financial crisis. Out of these six countries, only Estonia 

was able to improve its rating again after 2009. The remaining five member states, Bulgar-

ia, Hungary, Lithuania, Latvia, and Romania, were left with an inferior rating in 2012 

compared to 2007. The credit rating of Slovenia did also decline during the observed peri-

od, but only after 2010. Within the group of new member states, only the Czech Republic, 

Poland, and Slovakia could slightly upgrade their credit rating by one grade each. 

 

One indicator for the financial state of a country is its credit worthiness, which is measured 

in terms of credit ratings. Since foreign-controlled subsidiaries and branches possess a high 

market share of the banking sector in emerging Europe, their influence on the economy 

and its financial stability cannot be underestimated. As mentioned in Chapter 2.3.4, based 

on the improvement of the credit ratings from 1997 to 2003, Baudino et al. (2004) came to 

the conclusion that the entrance of foreign banks has led to a convergence of Eastern Eu-

rope’s macroeconomic conditions towards those of the euro area. The current data, pre-

sented in this chapter, implies a worsening of the situation from 2006 until 2012. Out of 

the group of new member states, seven countries have experienced a decline of their credit 

rating over the observed period. One reason for this trend is surely the overall economic 

recession in Europe, due to the financial crisis and the sovereign debt crisis. Furthermore, 

instead of supporting the local economies with additional liquidity, western multinational 

banks seem to have withdrawn capital from their foreign subsidiaries and branches during 

the turbulent times, as indicated by the gap between their received deposits and granted 
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loans. This did not enhance the overall financial stability in emerging Europe nor the credit 

worthiness of the respective member states. 

 

 
 

 

Figure 3.15: Long-term foreign currency ratings of the new member states from 2006 to 2012  

(Data source: Fitch Ratings) 
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4. REGULATION OF MULTINATIONAL BANKS 

4.1 Shortcomings of financial supervisors and regulators 

After the outburst of the worldwide financial crisis in 2007, central banks responded in a 

fast manner to the upcoming issues of the banking sector by supplying considerable 

amounts of liquidity as well as foreign exchange swap facilities and, additionally, serving 

as purchaser of last resort in several asset markets. Regulators, on the other hand, struggled 

to a much larger extent with their task of dealing with failing financial institutions and their 

solvency problems. The main shortcoming of the regulatory framework, as noted by most 

researchers, has been its strong focus on national matters and the well-being of single insti-

tutions, instead of sufficiently evaluating broader macro-prudential risks. Whereas the fi-

nancial sector had undergone the transformation to become a global industry operating on 

an international scheme, regulators have kept their attention predominantly on the domes-

tic markets (Allen et al., 2011; Liikanen, 2012; de  arosi re, 2009). In Europe, the super-

vision of a single multinational bank involves multiple national authorities, which often 

leads to uncoordinated actions. National supervisors, who are operating in the best interest 

of their own country, do not consider cross-border spillover effects of their decisions. This 

gap between the international financial industry and national-oriented regulators became 

particularly conspicuous during the times of the financial crisis. When fast action was 

needed, the existing framework was not able to react within decent time. Furthermore, the 

necessary cooperation and coordination between national supervisors has often proven to 

be not sufficient enough, in order to handle the magnitude of the extraordinary events 

(Navaretti et al., 2010). 

 

The described circumstance that the current legal and institutional frameworks remained 

national has been defined as the main problem of cross-border banking. Schoenmaker 

(2011) has given a texture to this issue by outlining the so-called “financial trilemma”, 

which is illustrated in Figure 4.1. This construct consists of three different objectives, 

namely global financial stability, financial integration, and national financial policies, 

which cannot be accomplished simultaneously. Until recently, the member states of the EU 

have put their efforts on a combination of financial integration and maintaining national 

powers. For many years, this combination has functioned well. However, the effects of the 
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financial crisis have revealed that the interaction of these two objectives was not compati-

ble with the third and significant goal of financial stability. Since the costs of the crisis 

have turned out to be enormous, EU policy makers and regulators are forced to make a 

decision between the first two objectives in order to ensure the third one – financial stabil-

ity (Ekholm, 2010). 

 

 

Figure 4.1: Financial trilemma  

(Source: Based on Schoenmaker (2011)) 

 

A further substantial flaw of the regulatory system within Europe can be found in the neg-

ligence of the incentive structure of supervisors. Primarily, national supervisors act in the 

best interest of domestic depositors, borrowers, owners, and taxpayers, by order of national 

governments and voters. Especially in case of Eastern Europe, this is highly critical. As 

described in the previous chapters, foreign-controlled subsidiaries and branches, which 

belong mostly to western European parent banks, own the majority of total assets of the 

banking sector in the new member states. If these multinational banking groups are facing 

troubled times, western regulators will mainly care for the health of their financial institu-

tions instead of for the well-being of the eastern European economies (Allen et al., 2011; 

Ekholm, 2010). 

 

On account of the financial crisis, several western credit institutions received state aid, in 

order to be saved from bankruptcy. One common requirement for the bailout of the con-

cerned institutions was to conduct deleveraging, including the divestment of subsidiaries 

and other units. The member states in Eastern Europe, which were mainly host and not 

Financial stability 

Financial integration National financial policies 
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home countries to the financially distressed banks, feared that they would have to suffer 

the consequences of these measures (Allen et al., 2011). In order to prevent the worst from 

happening, the so-called “Vienna Initiative” has been compiled in 2008 by, among others, 

the International Monetary Fund (IMF) and the European Bank for Reconstruction and 

Development (EBRD). 

 

This initiative, also known as “the European Bank Coordination Initiative” (EBCI), and its 

outcome will be discussed in the next chapter. Furthermore, the following chapters will 

cover several current topics of regulation, which are particularly relevant for multinational 

banking groups in Europe. These topics include the formation of a revised institutional 

architecture, the discrepancy between home and host country control, the different treat-

ment of subsidiaries and branches, and the regulation of intra-group asset transfers. 

 

4.2 Current regulatory areas under revision 

4.2.1 Vienna Initiative 1.0 and 2.0 

In the course of the financial crisis, multinational banks from Western Europe were forced 

to deleverage both at home and abroad. As mentioned in the previous chapter, western 

governments even required deleveraging from their national banks as a precondition for 

state aid. Furthermore, Kamil and Rai (2010) assume that credit institutions were also re-

quested to put a stronger emphasis on local lending. Due to the high exposure of western 

banking groups in Eastern Europe, the potential risk of a significant withdrawal of liquidity 

and a corresponding financial shock became a severe threat to these countries (de Haas et 

al., 2012; ). 

 

Even though the banking groups have promised their commitment, no formal agreements 

or coordination mechanism existed in the early years of the crisis, which would prevent 

western banks from retracting from Eastern Europe. Such a “run” on the region would not 

only have led to a sharp decline of necessary credits to private households and local firms 

but would also have caused balance of payments problems and large exchange rate fluctua-

tions. By the end of 2008, the Austrian government and several multinational banks with 

involvements in the eastern European countries formed an informal discussion table, in 
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order to address this particular issue. As a result, the Vienna Initiative was established on 

the 23rd of January, 2009, with the main objective to assure a continuous obligation of the 

western parent banks to their subsidiaries and, hence, the macroeconomic stability in East-

ern Europe. After a short period of time, the coordination platform included central banks 

and bank regulators from the host and home countries of the multinational banking groups, 

the EU, the ECB, Ministries of Finance, and the main International Financial Institutions 

(Allen et al., 2011; de Haas et al., 2012; Nitsche, 2010). The geographical scope of the 

Vienna Initiative did not solely include the EU but also extended to further CEE countries 

with a high market share of western banks (EBCI, 2012). 

 

The Vienna Initiative comprises two essential parts. Five countries with IMF-EU pro-

grammes were ensured private sector involvement within the initiative, which constitutes 

the first main part. The group of countries consists of Hungary, Romania, Latvia, Serbia, 

and Bosnia and Herzegovina. These countries were characterised by emerging external 

financing gaps and large quantities of foreign currency debt. Since multinational banks 

funded a substantial part of this debt, the authorities wanted to prevent a substitution of 

commercial funding with public sector money and secure the success of the IMF-EU bal-

ance of payments stabilisation programmes. Altogether, 17 parent banks promised to re-

capitalise their foreign affiliates and to maintain their commitment. Nevertheless, the in-

volved credit institutions distinguished by country and by nature of the engagement. The 

institutions pledged to keep up their March 2009 exposure and to “increase the minimum 

capital adequacy ratio for each subsidiary from 8% to 10%” in Romania, for example, and 

to maintain at least 95% of their September 2008 exposure in Hungary. Furthermore, the 

banks promised to prolong 100% of their December 2008 exposure in Bosnia and Herze-

govina as well as in Serbia and, if needed, to recapitalise their foreign subsidiaries. In the 

course of 2009, a number of these obligations were again confirmed. In 2010, however, 

based on the heavy burdens of the financial crisis, some of the commitments were slightly 

mitigated. In return for the pledges, multinational banks, which received state support, 

would not be required to reduce their operations in Eastern Europe (de Haas et al., 2012). 

 

On the 27th of February, 2009, the EBRD, the European Investment Bank, and the World 

Bank Group introduced the second main part of the Vienna Initiative with the announce-
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ment of the “Joint IFI Action Plan in support of banking systems and lending to the real 

economy in Central and Eastern Europe“. During spring of the same year, these institutions 

organised a number of meetings with 17 multinational banking groups, which owned 60% 

of the total banking assets in the eastern European countries. As a result, the institutions 

laced a funding package of EUR 24.5 billion with the objective to support the individual 

cross-border banking groups (European Commission, 2010 . An important precondition for 

the involved banks to receive capital out of the Joint IFI Action Plan was their commitment 

to the IMF-EU programmes, which were described in the previous paragraph and which 

constitute the link between the two main parts of the Vienna Initiative. Already by the end 

of September in 2009, EUR 16.3 billion had been paid out through syndicated loans, senior 

loans, tier 1 and 2 capital, facilities for small business loans, and trade finance. Hence, with 

the combination of financial support by the EU and the IMF, funding by development in-

stitutions, and the pledged commitment of the multinational banks, the Vienna Initiative 

can be defined as an extensive public-private partnership (de Haas et al., 2012). 

 

In a comprehensive study by de Haas et al. for the IMF in 2012, the authors examined the 

impact of the Vienna Initiative on the lending behaviour of the participating banks in East-

ern Europe. They came to the conclusion that, even though foreign and private domestic 

banks significantly tightened their credit growth, the participating banking groups as well 

as state-owned domestic banks maintained their lending at a relatively stable level. Fur-

thermore, the respective banking groups did not neglect their engagement in the non-

Vienna-Initiative countries in favour of the countries where they have pledged support. 

The spillover effects to the other countries have actually been proven to be positive rather 

than negative (de Haas et al., 2012). Also the EBRD has evaluated the Vienna Initiative as 

very successful, although they had to confess that foreign banks reduced their lending to a 

greater extent than domestic and state-owned banks in 2008 and 2009. The reduction was, 

however, a consequence of the perceived risk and not of balance sheet constraints (Nagy, 

2011). 

 

Aside from these positive assessments, critical voices in regards to the Vienna Initiative 

have been raised as well. Allen et al. (2011b) remark that particularly banking groups with 

an extraordinary high stake in Eastern Europe have been receptive to the ideas of the initia-
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tive. Austrian, Belgian, and Swedish banks, for instance, actively supported their affected 

subsidiaries and did not transfer sufficient amounts of funds out of the region. As a matter 

of fact, banking groups from these three countries had the highest exposures in Eastern 

Europe 

and 21% of their GDP. According to Allen et al., it is, therefore, no sur-

prise that the Austrian Ministry of Finance played a leading role in the beginning of the 

initiative and received the support of Belgian and Swedish authorities. 

CEE 

was rather “a success for 

the cross-border banks than for the international financial institutions”. 

On the basis of the sovereign debt crisis and the on-going recession in Europe, western 

banking groups were again put in the position to conduct a deleveraging process from 2011 

onwards. Especially the requirement by the EBA to reach a Core Tier 1 capital ratio of 9% 

by the end of June 2012, forced many western banks to reduce their lending in Eastern 

Europe in order to stay competitive in their home markets (The Economist, 2012). Conse-

quently, after the alleged success of the first Vienna Initiative, the International Financial 

Institutions, the European Commission and appropriate EU institutions, the main cross-

border banking groups, and home and host country authorities have launched a renewed 

discussion table, the Vienna Initiative 2.0, in 2012 and 2013. Besides preventing a severe 

withdrawal of capital from Eastern Europe, the Vienna Initiative 2.0 has, additionally, the 

task to support the emergence of an independent banking and financial sector, which relies 

to a larger extent on local sources of funding, in the affected region (de Haas et al., 2012). 

Moreover, a further declared objective is to accomplish policy actions in the supervisory 

section, which are combining the common interests of home and host countries. Regarding 

this, the official mission statement of the Vienna Initiative 2.0 states that this requires “mu-

tual recognition of concerns by home and host countries, ensuring that host authorities 

have an appropriate voice, and fostering an atmosphere of trust amongst all relevant par-
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ties“. In addition to the central banks and supervisors, the cooperation shall also involve 

other institutions, which are responsible for the taxpayers’ money, such as fiscal authorities 

(EBCI, 2012). 

 

4.2.2 Transnational supervision and regulation 

The financial crisis has unambiguously revealed the weaknesses of the financial regulatory 

and supervisory system in Europe. Schoenmaker (2011) adequately illustrates the structur-

al problems on the basis of the financial trilemma, which states that a simultaneous 

achievement of financial integration, financial stability and national sovereignty in bank 

regulation is not possible, as previously mentioned in Chapter 4.1. Hence, in order to main-

tain financial stability, it is necessary to either return to national banking systems with only 

minor interconnections between the single member states or to develop a supranational 

supervision for the financial industry (Beck et al., 2013). 

 

Within the EU, the supervision and regulation of multinational banks lays for the most part 

in the hands of multiple national authorities, which are frequently taking uncoordinated 

actions. Since national regulators have the incentives to act in the best interest of their 

country, government, and taxpayers, potential negative spillover effects of their implica-

tions are often left unconsidered (Navaretti et al., 2010). Corresponding with the financial 

trilemma, Allen et al. (2011b  argue that “only transnational authorities, with full access to 

information on third-party transaction within multinational banking holding company 

across different countries, will be able to monitor and assess the risk of those operations“. 

Hence, according to the authors, transnational financial regulators are unavoidable for an 

appropriate supervision of cross-border banks. 

 

As a solution to the discovered coordination problems, the leaders of the EU member states 

have composed a comprehensive set of reforms, including the establishment of the EBA 

and of the ESRB (Ekholm, 2010). Both institutions are a result of the de  arosi re Report 

from 2009 and are part of the ESFS. The EBA, which was established on the 1st of Janu-

ary, 2011, is responsible for the micro-prudential coordination of national supervisory au-

thorities in the banking sector and, where necessary, to reconcile any disagreements be-
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tween the single supervisors. However, the EBA has no direct supervisory power and can 

neither legally enforce an intervention in case of distressed banks nor impose specific reso-

lution techniques. The ESRB has the task to address macro-prudential issues. By appoint-

ing early warnings and recommendations regarding the emergence of systemic risk, the 

board concentrates on the stability of the entire financial system. The legislation, establish-

ing the ESRB, entered into force on the 16th of December, 2010 (Beck et al., 2013; 

Liikanen, 2012). 

 

Even though the ESFS constitutes an important step into the direction of a transnational 

supervisory authority, recent events of the Eurozone crisis, especially the sovereign debt 

crisis in Cyprus in 2011, have revealed the deficiencies of the newly established institu-

tions. As a consequence, several suggestions have been made by the heads of state of the 

Eurozone at their June 2012 summit, with the main objective to break the “vicious circle 

between banks and sovereigns” (Buch and Weigert, 2012 . 

 

The formation of a European banking union has been one major point of this political dis-

cussion. Such a banking union would consist of the following three elements: (1) a pan-

European regulatory and supervisory authority with decisive powers, (2) the ability to pro-

vide financial aid directly to a distressed banking group instead of forwarding it first to the 

respective member state, and (3) the consolidation of all national deposit insurance systems 

on the European level (Merk, 2012; Pisani-Ferry et al., 2012). Along these lines, José Ma-

nuel Barroso made the proposal to assign the ECB with the comprehensive task to central-

ly supervise the large credit institutions of all 27 member states in his “State of the Union”-

speech in September 2012 (Barroso, 2012). Six months later, in March 2013, the 17 mem-

ber states of the Eurozone have agreed upon a common banking supervision under the 

reign of the ECB for all banks, which total assets exceed EUR 30 billion or which value of 

its assets exceeds both EUR 5 billion and 20% of the GDP of the corresponding member 

state. This Single Supervisory Mechanism is also available for the residual member states 

outside of the Eurozone on a voluntary basis (Deutscher Bundestag, 2013). 

 

Reforms, which are reaching even further, including a European deposit insurance fund 

with resolution powers, were not approved. Several explanations for the rejection can be 
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listed. On the one hand, the legal principle of subsidiarity imposes that areas of compe-

tences, which can be handled by national authorities, shall not be transferred to a transna-

tional entity. On the other hand, from a political economy perspective, bank-related issues 

are often perceived as too important for single countries to be assigned to supranational 

authorities. This argument is supported by the circumstance that, in case of a bank resolu-

tion, taxpayers’ money would be involved and should be spend in the responsibility of the 

respective national authorities, everything else would be perceived as a violation of nation-

al sovereignty. Furthermore, the installation of a new European institution would require a 

new European treaty, which is politically difficult to contrive. The current sovereign debt 

crisis, however, emphasises the need for structural changes and for more centralisation 

within the fiscal policy of the EU. These developments could soften the political and con-

stitutional constraints even more in the future (Beck et al., 2013). 

 

Positive as well as negative aspects accompany the decision towards a supranational su-

pervisor with resolution and intervention powers. As already mentioned, one significant 

benefit is the enhanced incentive structure on behalf of the transnational supervisors as 

opposed to national authorities. Since the supervisor, for instance the ECB, is operating on 

a supranational scale, it strives for the first-best solution without being influenced by indi-

vidual national interests. Nevertheless, the decisions of the supranational supervisor could 

suffer from imperfect knowledge. The large geographical area of responsibility increases 

the information asymmetries between the transnational supervisor and the national authori-

ties as well as the complexity of its tasks. Moreover, resolving a credit institution across 

different national borders and legal systems will eventually lead to higher overall costs. 

Even though the advantages and disadvantages have to be carefully weighed against each 

other, a supranational supervisor contains the benefit of considering potential spillover 

effects of its regulatory actions between the single member states and, hence, contributes to 

an increase of economical welfare (Beck et al., 2013). 

 

The topic of a pan-European supervisor has been discussed by several academics. Allen et 

al. (2011), for instance, propose a European institution, which combines the functions of 

deposit insurance and resolution for multinational banking groups, similar to the Federal 

Deposit Insurance Corporation of the United States. A study by Hertig et al. (2010), on the 
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other hand, suggests a more flexible model, which resembles to a large extent the recently 

established banking union. According to their proposal, the national governments of the 

individual member states would be given the option to delegate supervision of their largest 

multinational banks to the ECB. 

 

In a speech of 2010 in front of the Bank of Greece in Athens, Karolina Ekholm, a Swedish 

economist and one of five supervisors at Riksbanken, Sweden’s central bank, has high-

lighted the importance of cross-border cooperation but suggested a more regional approach 

limited to a certain amount of countries, since “it may take some time to achieve effective 

cooperation at the EU level”. As a positive example of such a regional cooperation, she 

referred to the Nordic-Baltic Cross-Border Stability Group (NBSG). In August 2010, the 

ministries of finance, central banks and financial supervisory authorities from the Nordic 

and Baltic region signed a Memorandum of Understanding on financial stability, crisis 

management, and crisis resolution, which builds on the principles for cross-border crisis 

management of the EU-wide Memorandum of Understanding of 2008. The signing coun-

tries include Denmark, Estonia, Finland, Iceland, Latvia, Lithuania, Norway, and Sweden. 

As a part of the Memorandum, the NBSG was established (NBSG, 2010). The crash of 

Iceland’s banking sector, which strongly affected the economies of the Nordic and Baltic 

countries, was one main reason for the formation of the regional cooperation. Especially 

the three Baltic States, Estonia, Latvia, and Lithuania, had to suffer to a great extent from 

spillover effects of the crisis, due to their previously improved trade terms with the EU 

(Central Banking Newsdesk, 2010). As a result, the members of the NBSG are now fre-

quently holding meetings to discuss and evaluate the latest developments within the finan-

cial industry. Additionally, the participating countries have created a set of particular crisis 

management procedures and have clearly determined the roles and responsibilities between 

the different institutions and ministries. As noted by Karolina Ekholm, these measures will 

significantly improve the management of distressed cross-border banking groups and of 

potential future crises in the Nordic and Baltic regions (Ekholm, 2010). 
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4.2.3 Home versus host country control 

The operations of cross-border banking groups always affect the economies of the home as 

well as the economies of multiple host countries. As discussed in the previous chapters, 

especially in the eastern member states of the EU, foreign-controlled subsidiaries and 

branches possess a high market share of the banking sector and are of great importance for 

the individual countries. Besides the need for supranational regulation and monitoring, a 

further task for the community of member states is to appropriately distribute the rights 

and responsibilities concerning the regulation of multinational banks between the accom-

modating home and host nations. 

 

The design of most regulatory arrangements is based on the core principle of home country 

supervision and regulation. Within financial regulation of the EU, the Second Banking 

Directive of 1989, which was described in Chapter 2.1, represents the fundamental ideas of 

home country dominance. A credit institution, which was established in the EU and author-

ised to operate in its home country, was also granted to set up branches and subsidiaries in 

other member states without the requirement for additional authorisation. Moreover, in 

case the credit institution operates across borders, the host nations have to respect the supe-

rior regulatory power of the home member state (Second Council Directive, 1989; Der-

mine, 2002; Murphy, 2000). 

 

A paper by Katharina Pistor from 2010 raises the question if the superiority of home coun-

try control is the most suitable approach for the international regulation of multinational 

banks. Particularly during the financial crisis, the lack of regulatory power towards for-

eign-controlled affiliates constituted a weak spot of the host country’s financial system. 

The combination of high dependency on foreign multinational banks and almost no oppor-

tunity to regulate these institutions distinctly discloses the vulnerability of the new member 

states. Furthermore, Pistor remarks that most kinds of cash flows, also the unregulated 

channel between parents and subsidiaries, cannot be covered by the described entity-based 

regulation. Therefore, she recommends supplementing the principle of home country con-

trol and entity-based regulation with a so-called “effect-based jurisdiction”, in order to 

acknowledge the international interdependencies of the financial market. According to the 
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author, effect-based jurisdiction “would allow countries to regulate financial intermediaries 

that have a material effect on their domestic financial markets irrespective of their domi-

cile”. The objective of effect-based jurisdiction is to create the correct balance of regulato-

ry powers between the home country and the host countries. This would ensure, on the one 

hand, that the host countries could conduct regulatory measures if needed and, additional-

ly, that they would be explicitly taken into account by the home country’s regulators (Pis-

tor, 2010). 

 

Pistor also favours the means of effect-based jurisdiction over those of a centralised pan-

European regulator. Her paper lists the following advantages of the rather decentralised 

model: (1) the costs of regulatory failure will directly be carried by the responsible regula-

tory authorities, (2) multinational banks would have to pay close attention to the effects of 

their operations on the individual member states if they want to avert sanctions by various 

national regulators, and (3) the feasibility of monitoring and regulating banks, which are 

considered as “too-big-to-fail”, would be improved. Similarly, a paper by Persaud (2010) 

argues in favour of host country regulation. Instead of a one-size-fits-all approach to regu-

lation, a local model would be more responsive to the conditions of the individual coun-

tries and politically more viable, according to the author. In this scenario, the Financial 

Stability Board (FSB) would remain responsible for those tasks of the financial infrastruc-

ture, which have to be implemented on a global scale. 

 

In a recent empirical study, Ongena et al. (2011) have examined the impact of home coun-

try bank regulation on the lending activities of large multinational banking groups in their 

host countries. The study includes an analysis of business lending by 155 banks to 9,613 

firms in 1,976 different localities across 16 countries in CEE. On the basis of these data, 

the authors investigate if strict regulation and extensive supervision at home reduce the 

overall risk-taking of banks or if these banks, instead, conduct even riskier operations 

across borders in order to make up for the constraints in their home country. Regarding this 

question, the examination has generated three key findings. First of all, the observation 

illustrates that lower entry barriers and, hence, more competition in the home markets re-

duces the lending standards of multinational banks in their host countries. Moreover, a 

strong regulation of non-core bank activities, such as bank involvement in insurance, real 
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estate, or securities markets, in the home countries of multinational banks will also lower 

the lending standards of their foreign subsidiaries and branches in host country markets. 

The third examined factor, namely higher requirements for minimum capital reserves in 

the domestic markets, once again results in a more negligent lending behaviour of cross-

border banks in their host countries. These three described effects even accelerate in case 

of inefficient home country supervision and they are independent from the magnitude of 

host country regulation. Based on their findings, the authors come to the conclusion that 

multinational banks generally lower their lending standards and are engaging in riskier 

activities within the host countries when domestic regulation restricts their profit opportu-

nities at home. Following this insight, Ongena et al. advise the EU to be careful with tight-

er regulations, since they could, instead of reducing the overall risks, simply lead to a relo-

cation of risky operations of multinational banks across borders. A research paper by Ben-

gui (2012) reaches a similar result. Among other things, the author observes that stricter 

regulation at home causes increased risk-taking by financial intermediaries in foreign 

countries. 

 

4.2.4 Subsidiaries versus branches 

A further important aspect, which has an impact on the regulation of multinational banking 

groups, is the choice of the corporate form for foreign operations. Within the EU, it is ei-

ther possible to operate foreign affiliates as subsidiaries or as branches. As a consequence 

of the single banking license scheme, national authorities of the parent banks are also re-

sponsible for regulating their foreign branches. Subsidiaries, on the other hand, are inde-

pendent companies and, thus, subject to the respective host country regulation (Allen et al., 

2011b). 

 

Based on a study of the world’s top 100 banks in Latin America and Eastern Europe, Ce-

rutti et al. (2007) have observed that banking groups prefer the subsidiary model if they 

want to establish comprehensive retail operations in the host countries. Branches, in con-

trast, were chosen as the preferred foreign organisational form in countries with higher tax 

burdens and less regulatory constraints on foreign bank entry. A theoretical work by 

Fiechter et al. (2011) confirms the preference of multinational banks for subsidiaries, if a 
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foreign retail structure is present. The authors further remark that banks with significant 

wholesale operations are in favour of a centralised branch model, since it enables the insti-

tutions to move funds where they are most needed, to manage credit risks globally, and, 

thus, to best meet the demands of large clients. 

 

Both company types provide different incentives for supervisors and regulators of the 

home and host countries (Allen et al., 2011b). As remarked in the previous chapter, these 

opposing incentives can lead to a severe conflict of interests between home and host coun-

try’s authorities. Domestic authorities could be in favour of a subsidiary structure, which 

contains an efficient firewall across parts of the multinational banking group, if the bank’s 

host country is characterised by a riskier economic environment (Fiechter et al., 2011; 

Kahn and Winton, 2004). In case of a stable economy and healthy banking sector, host 

country authorities could also prefer the subsidiary model, since financial issues of the 

parent banks would not inevitably affect the operations of the foreign banks. The estab-

lishment of branches by strong multinational banks, which provide a wide range of finan-

cial services, would, in contrast, be the favourite choice of host countries with a rather un-

derdeveloped financial industry (Fiechter et al., 2011). The systemic importance of a for-

eign affiliate is another substantial criterion influencing the preference regarding a subsidi-

ary or a branch structure. If, for instance, a foreign-controlled branch undergoes times of 

financial distress, the host country would depend on the support of the branch’s home 

country authorities for a potential bailout. However, in case the specific branch or its par-

ent bank might not be of great significance for the home country’s market, they might not 

be rescued, which could cause serious repercussions for the host country’s economy. The 

dependency on home country’s regulators and their bailout activities has also been a seri-

ous issue in the sequel of the financial crisis. One example, where conflicts of interests 

aroused between domestic and host authorities, were difficulties in the United Kingdom 

and the Netherlands with branches from the Icelandic Landsbanki. The credit institution 

had offered so-called “Icesave” accounts through its branches in the European countries. 

When the bank failed in 2008, the government of Iceland announced that it would not 

compensate British and Dutch depositors, who possess such savings accounts (Allen et al., 

2011b). 
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Neither of the two foreign organisational forms minimises completely the risk of financial 

distress nor the cost of failure for multinational banking groups. By employing a branch 

structure, it is more convenient to make use of the internal capital market and to transfer 

funds from healthy affiliates to those parts of the bank, which experience financial difficul-

ties. In return, a banking group is fully liable for potential losses generated by their branch-

es. The parent bank is, on the contrary, not legally obliged to support or rescue any of their 

defaulting subsidiaries. Furthermore, the spin-off of a subsidiary is less costly and easier to 

implement. Nevertheless, loss of confidence and reputational damages for the banking 

group, as a result of a troubled affiliate, cannot be reduced or circumvented by any of the 

two models (Fiechter et al., 2011). 

 

All in all, Fiechter et al. conclude in their study from 2011 that the structure of a bank, 

whether organised as a fully integrated branch model or as a network of independent sub-

sidiaries, was not responsible for the events of the worldwide financial crisis. Important for 

the strong impact of the crisis were the underlying weak spots in regulation, supervisory 

coordination, crisis management tools, and risk management. In order to counteract similar 

developments in the future, the study, which was conducted for the IMF, suggests the fol-

lowing policies and practices: 

 

 enhancement of capital and liquidity regimes, according to the proposals of the Ba-

sel Committee, to ensure comprehensive buffers against future shocks, 

 substantial risk governance and risk management by multinational banking groups, 

 strong home and host supervisory authorities, which are able to act preemptively 

when a parent or an affiliate gets into financial difficulties, 

 adequate information-sharing mechanisms between home and host supervisors, in 

particular when subsidiaries or branches are of systemic importance for the banking 

sector of the host country, 

 and cross-border resolution regimes as well as effective burden-sharing arrange-

ments between home and host authorities. 

 

The establishment of such elements would not just safeguard financial stability but also 

enable banks to unconditionally choose the respective foreign organisational structure, 
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which suits best with their individual business strategy and model. Moreover, it would sig-

nificantly reduce the preference of home and host country authorities towards one specific 

legal structure. To enforce a certain foreign organisational form upon multinational bank-

ing groups would, on the other hand, lead to increased inefficiencies and higher overall 

cost within their operations (Fiechter et al., 2011). 

 

4.2.5 Intra-group asset transfer 

As noted in Chapter 2.4.2.1, multinational banks utilise their internal capital markets to 

transfer liquidity between different parts of the company and across borders. Especially 

during the crisis, the probability was high that western parent banks have withdrawn capi-

tal from their foreign affiliates, which could have caused severe damages within the econ-

omies of Eastern Europe. The research conducted by many academics in regards to this 

issue led to a variety of different results. Likewise, the empirical analysis in Chapter 3 has 

yielded a mixture of various insights. Even though an internal capital market and a shift of 

capital towards western parent banks could have been observed on the basis of different 

loan-to-deposit ratios, an extensive “run” on foreign subsidiaries and branches did not oc-

cur during the last six years. However, the high market share of foreign-controlled banks in 

emerging Europe and, hence, the high dependency of these countries on western multina-

tional banks requires special attention of pan-European regulators and supervisors. 

 

During the crisis, multinational banks made use of several techniques to provide certain 

parts of the group with financial support, such as interbank lending, guarantees, transfer of 

capital and collateral, and liquidity back-up facilities (European Commission, 2008). Re-

garding the extent of financial support, limitations have already been established. Under 

the terms of the European Commission (2008), intra-group transfers of assets have to 

maintain at a reasonable level and shall not increase the risk of financial instability in the 

host countries. These prudential requirements, nevertheless, have never been specified or 

supplemented by exact rules and regulations. Within the events of the financial crisis, it 

was, therefore, not possible to define or quantify, which amount of asset transfer would be 

harmful to an economy (Allen et al., 2011b). Following this, a study by Allen et al. 

(2011b) draws the conclusion that during the crisis, distressed parent banks removed li-
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quidity from their healthy affiliates, regardless of the consequences for the host country’s 

financial system. The authors illustrate these concerns with several examples and, subse-

quently, compile a list of proposals for future regulation. 

 

One scenario analysed by Allen et al. is the conversion of subsidiaries to bank branches. 

As observed by the researchers, converted subsidiaries have shown better performance 

ratios than their parents in the year preceding their conversion. Furthermore, since the sub-

sidiaries’ loan-to-deposit ratio was mostly lower than one, the study supposes that parent 

banks were able to enhance their liquidity with the help of the implemented conversion. 

Accordingly, the conversion represents an intra-group asset transfer from the host to the 

home country. In addition, the authors remark that the parent banks within their sample 

have experienced financial difficulties, reflected by decreasing earnings or even losses, 

prior to the change of the subsidiaries’ legal structure. This underlines that troubled parents 

took advantage of their solvent affiliates. Such a conversion, of course, improved the eco-

nomical state of the parent bank but could have significantly raised the risk of financial 

issues in the host market. Especially, since converted foreign-controlled subsidiaries hold 

large shares of the total assets of the banking sector in these member states. In Estonia, for 

instance, a subsidiary of the Danske Bank owned more than 11% of the total banking as-

sets prior to the conversion. In case of bankruptcy of the parent bank and, as a result, clo-

sure of the newly converted branch, severe problems for the host country’s economy could 

have arisen. On the basis of these considerations, authorities in Finland have deferred the 

conversion of subsidiaries into branches of two Nordic financial groups – Danske Bank 

and Nordea. The Finnish authorities feared a loss of supervisory and regulatory control 

over the systemically important foreign banks (IMF, 2010). This practical case illustrates 

an issue, which also strongly relates to the previous chapter about subsidiaries and branch-

es. 

 

A further subject covered by Allen et al.’s comprehensive theoretical work on intra-group 

asset transfer are, among others, off-balance sheet transactions. By examining the financial 

statements of foreign subsidiaries in different countries, the authors have observed high 

growth rates of the volume of off-balance sheet transactions between the affiliates and their 

parent banks, particularly during the financial crisis. Two aspects increase the threat of 
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these specific transactions to the financial landscape of the host countries. On the one 

hand, the disclosure of off-balance sheet transactions lacks adequate regulatory mecha-

nisms. On the other hand, the subsidiary’s management can often undertake transactions 

without the authorisation of the supervisory board, because they are defined as “usual 

business transactions”. For parent banks it is, therefore, convenient to compel their subsid-

iaries to transfer capital with the help of these instruments from the host to the home coun-

try (Allen et al., 2011b). 

 

Due to the described issues in the field of intra-group asset transfer, Allen et al. advocate 

that “the governance of foreign subsidiaries should take into account not only the interests 

of the parent banks, but also the stability of the host countries’ financial systems”. Regard-

ing the conversion of subsidiaries into branches, the researchers propose a limitation or 

even a prohibition of such actions during financially difficult times in the host nations. 

Moreover, off-balance sheet transactions should be disclosed in greater detail and in a uni-

fied way, in order to improve the transparency of these actions and to make them compa-

rable across banks and over time. In summary, the authors remark that even though trans-

parency is highly significant for the functioning of the European financial market and for 

effective supervision, only a few banks share comprehensive information of their third 

party transactions. Hence, increased disclosure and monitoring is strongly recommended. 

Additionally, since intra-group asset transfers often occur between banks in different 

member states, new transnational regulations and transnational financial authorities are 

inevitable for financial stability in Europe. 

 

A topic, which is closely related to intra-group asset transfer, is so-called “ring-fencing” of 

foreign subsidiaries. Cerutti et al. (2010) define ring-fencing as “different restrictions on 

cross-border transfers of excess profits and/or capital between a parent bank and its subsid-

iaries located in different jurisdictions“. Through the process of ring-fencing, subsidiaries 

of one banking group would be organised as stand-alone banks. In recent literature, argu-

ments for and against ring-fencing can be found. The underlying considerations are based 

on the trade-off between efficiency and financial stability. A report by the Institute of In-

ternational Finance (2010) criticises ring-fencing and underlines the importance of central-

ised cross-border bank structures as well as of the ability to freely remove capital within 
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the single banking groups, in order to accomplish the most efficient results. In addition, 

Chapter 2.3.4 lists several benefits of multinational banks and their internal capital markets 

from a host country perspective, such as better access to capital and the development of a 

competitive financial sector. Nevertheless, arguments in favour of ring-fencing also exist. 

By decentralising the structure of banks and disconnecting their internal capital flows, 

withdrawals of liquidity from foreign subsidiaries in the host countries to parent banks in 

Western Europe could have been prevented during the global financial crisis. Furthermore, 

Hoelscher et al. (2010) remark that ring-fencing or, as the authors call it, “stand-alone sub-

sidiarization” could improve the incentive structure of foreign subsidiaries in regards to 

managing liquidity and credit risk, which would constitute a benefit for the entire cross-

border banking group. For home and host country authorities, stand-alone subsidiarization 

would be beneficial, due to the abilities to constrain intra-group contagion and to resolute 

distressed parts of the cross-border bank without further disruptions for the rest of the 

group, according to the study. 

 

An additional theoretical work concerning ring-fencing has been conducted by Cerutti et 

al. (2010) for the IMF. Based on a sample of 25 large European banking groups with sub-

sidiaries in Central, Eastern, and Southern Europe, the respective study examines how 

much additional capital would be needed by the sample banks in case of a credit shock in 

the region, if ring-fencing would apply. The simulation illustrates that stricter forms of 

ring-fencing would substantially increase the needs for capital buffers at the parent and 

subsidiary level and, thus, the costs of the banking groups. Cerutti et al. use their results to 

conclude several policy implications for European regulators and supervisors. First of all, 

the authors suggest the establishment of a comprehensive resolution framework for cross-

border banking groups, in order to avoid the extensive and unilateral costs of ring-fencing 

for multinational banks. If policy makers should still contemplate enforcing stand-alone 

subsidiaries, they should, simultaneously, weigh the benefits of this option against its costs 

and, moreover, consider that banking groups might circumvent potential expenses by 

switching to a branch structure, which again would lead to new implications. 
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4.3 Discussion – in due consideration of the empirical findings 

Based on technological innovations, deregulation, and new business opportunities, the fi-

nancial industry has undergone a comprehensive internationalisation process during the 

last decades. For many years, the global development has been positively acknowledged or 

even supported by national governments and policy makers. With the outburst of the fi-

nancial crisis, however, the dangers of an interconnected banking sector and the shortcom-

ings of the existing regulatory system became highly obvious. Particularly, the emerging 

countries have been manoeuvred into a risky position, due to the high dependency on 

western multinational banks and weak bargaining power (Liikanen, 2012; de  arosi re, 

2009). As illustrated by the empirical analysis in Chapter 3, a severe withdrawal of cross-

border banks out of the new member states of the EU has not occurred. Nonetheless, the 

research has also revealed several risks and negative tendencies, owing to the high pres-

ence of foreign-owned subsidiaries and branches. 

 

In order to address these issues, various measures and actions have been undertaken within 

the last years. The Vienna Initiative, for instance, has been founded in 2009 as a public-

private partnership with the objective to ensure the financial support of western parent 

banks towards their foreign affiliates in emerging Europe. Even though most researchers 

have confirmed the success of the initiative, critical voices remarked that it has primarily 

served the needs of the participating cross-border banking groups (Allen et al., 2011b). A 

further measure, as a response to the ongoing crisis, has been the establishment of the 

ESFS, including the micro-prudential EBA and the macro-prudential ESRB. However, 

these pan-European institutions are only able to issue private and public warnings as well 

as recommendations, but do not possess any legally binding powers. Legal enforcement 

remains in the hands of national authorities (Beck et al., 2013; Liikanen, 2012). 

 

The key findings of Chapter 3 facilitate a clear evaluation of the existing regulatory system 

and of current proposals for future adjustments. Figure 3.6 and 3.7 demonstrate the high 

significance of western multinational banks in Eastern Europe. The market share of their 

foreign affiliates in the respective countries was on average between 60% and 70% from 

2007 to 2012. In some member states, as shown by Figure 3.8, foreign banks are even om-
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nipresent with a share of the banking sector’s total assets of above 90%. Under these cir-

cumstances, the high dependency of the new member states and the high responsibility of 

multinational banks become obvious. Moreover, western banking groups are predominant-

ly regulated and supervised by their parent’s national governments, which in turn are bas-

ing their decision on self-serving national interests. Hence, emerging member states have 

almost no opportunity to control systemically important foreign banks within their borders. 

To overcome these imbalances of power and severe incentive issues, one recommendation 

are transnational authorities equipped with the competence to intervene. The establishment 

of the European banking union in March 2013 has already been one essential step into this 

direction. 

 

Besides the proposal in favour of supranational financial authorities, the dominant market 

share of foreign-owned banks in emerging Europe triggers also a discussion about home 

versus host regulation, as elucidated in Chapter 4.2.3. The numbers in Figure 3.6 and 3.7 

endorse the approach of effect-based jurisdiction, made by Pistor (2010). Instead of leav-

ing the regulatory and supervisory power to home country’s authorities or delegating it to a 

supranational institution, this approach would enable the respective member states to regu-

late those credit institutions, which have a material impact on their domestic financial mar-

ket, regardless of the banks’ actual home bases. Pistor (2010) even prefers effect-based 

jurisdiction over a centralised pan-European authority, because of the enhanced distribu-

tion of regulatory rights and the corresponding costs as well as an increase of multinational 

banks’ awareness towards the consequences of their actions for the individual host coun-

tries. 

 

A further key finding of Chapter 3, relevant for regulators and policy makers, is the obser-

vation of internal capital markets within multinational banking groups. The graphs in Fig-

ure 3.11 and 3.13 indicate a relocation of capital from foreign-controlled affiliates in the 

periphery to parent banks in Western Europe. Whereas the deposits of foreign banks ex-

ceed the amount of their total loans in the new member states, the parent banks have grant-

ed more loans than they have received as deposits in return. Aside from the empirical evi-

dence, several other studies by Bergl f et al. (2009), Mihaljek (2009), Navaretti et al. 

(2010), and de Haas and van Lelyveld (2011) confirm the existence of internal capital 
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markets. If these intra-group asset transfers would occur to a larger extent and without lim-

itations, they would have the potential to endanger the stability of the financial system, 

particularly in more vulnerable emerging countries. Consequently, efficient regulation and 

supervision can only be conducted if complete transparency of intra-group asset transfers 

is guaranteed, as outlined in Chapter 4.2.5. Until now, only a few banks disclose detailed 

information of their third party transactions, however. In accordance with Allen et al. 

(2011b), stricter regulation in terms of disclosure and closer monitoring is, therefore, high-

ly recommendable, in order to recognise threatening developments at an early stage and to 

secure a healthy financial sector in the EU. 

 

In addition to the high market share of foreign banks in emerging Europe and the existence 

of internal capital markets within multinational banking groups, the empirical research in 

Chapter 3 was also able to illustrate that multinational banks did not reduce their general 

activities in the new member states or withdraw large quantities of capital during the time 

of the financial crisis. This is mirrored by the number of foreign banks in the region, 

shown by Figure 3.3, which stayed constant from 2007 until 2012. The dashed line in Fig-

ure 3.5 displays that the amount of total assets of foreign-controlled banks in the group of 

new member states without the Czech Republic did proceed very stable, as well, and even 

increased by 20% within the sample period. Furthermore, despite the existence of internal 

capital markets, also the total loans of foreign banks did not significantly decline, as ob-

served in Figure 3.11. In regards to regulation, the empirical findings suggest a reasonable 

proportion for future measures and instruments. Policy makers and regulators should strive 

for an appropriate balance between efficiency and costs. Stricter forms of regulation could 

lead to high expenses for banks, reduce their productivity, and, as a result, negatively af-

fect the respective economies of host and home countries. Along these lines, Cerutti et al. 

(2010) and the Institute of International Finance (2010) have criticised ring-fencing as dis-

proportionally expensive for multinational banks and emphasise the advantages of central-

ised bank structures as well as the ability of banks to freely transfer liquidity within the 

group and across borders. Moreover, the studies recommend a more indirect approach to 

regulation, for instance in form of substantial resolution frameworks for multinational 

banks. 
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The same implication applies for a regulatory measure, which would define a superior 

banking structure, either based on subsidiaries or on branches, and impose it upon multina-

tional banking groups. As described in Chapter 4.2.4, the optimal choice between subsidi-

aries and branches from a regulator’s perspective depends on the individual economic con-

ditions of the specific member state. Since a one-size-fits-all approach cannot be distinctly 

defined, multinational banks should be left with the option to choose the most efficient 

company type for their foreign operations. According to Fiechter et al. (2011), the organi-

sational form of cross-border banks did not have any effects on the course of the financial 

crisis. Hence, the authors likewise prefer more indirect solutions, for example enhanced 

crisis management tools for regulators and supervisors as well as improved risk manage-

ment techniques for large banking groups.  
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5. CONCLUSION 

During the last two decades, the countries of Eastern Europe have experienced a substan-

tial political and economic transition process. One key element has been the privatisation 

of the banking sector and, as a consequence thereof, the expansion of particularly western 

European banks in the region. For several years, the presence of foreign-owned subsidiar-

ies and branches has ensured stability and growth for the local economies (Allen et al., 

2011; Navaretti et al., 2010). However, the outburst of the worldwide financial crisis in 

2007 revealed the vulnerabilities of the emerging member states. Since western cross-

border banking groups suffered severe losses and constituted one of the main channels for 

transferring the symptoms of the crisis (de Haas and van Lelyveld, 2011), the following 

research question arises: 

 

“How did the events of the financial crisis affect the activities of western Euro-

pean cross-border banking groups in emerging Europe?” 

 

In order to examine the presented issue, an empirical analysis has been conducted includ-

ing the 27 member states of the EU. The analysis is based on data of the ECB and Eurostat 

and covers the sample period from 2007 to 2012. Thereby, the subsequent results were 

achieved: 

 

 The number of foreign-owned subsidiaries and branches remained stable in emerging 

Europe within the six years of observation. Even during the core of the crisis in 2009 

and 2010, the amount of affiliates has slightly increased. Although, a minor negative 

trend could have been observed in 2011 and 2012, over the entire period the quantity 

of multinational banks’ subsidiaries and branches has grown by almost 4%. The 

number of western parent institutions and of eastern domestic banks, on the other 

hand, has declined from 2007 to 2012. 

 With a market share fluctuating between 60% and 80% during the years, as measured 

in total assets, foreign-controlled banks substantially dominate the banking sector of 

the new member states. In Western Europe, as opposed to this, the market share of 
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foreign credit institutions only accounted for approximately 20% at the most and, 

hence, constituted a subordinate position. 

 Since the development of total assets of the Czech Republic’s banking sector was 

characterised by a disproportionately high volatility, the analysis of this balance sheet 

item for emerging Europe has focused on the remaining group of new member states. 

Within this group, the amount of foreign banks’ total assets followed a steady course 

during the time of the financial crisis. From 2009 to 2012, foreign-owned assets did 

not increase, as in the years before, but they were not reduced in the eastern periph-

ery, either. 

 Internal capital markets within cross-border banking groups seem to be in existence. 

Whereas foreign subsidiaries and branches in emerging Europe have annually grant-

ed a smaller amount of loans than they have received as deposits, their parent banks 

in Western Europe have continuously granted more loans than they have in return re-

ceived as deposits. Thus, it can be assumed that multinational banks apparently uti-

lise internal capital markets for the transfer of liquidity between the different parts of 

the company. As compared to this, the amount of total loans and the amount of total 

deposits of stand-alone domestic credit institutions in Eastern Europe have been al-

most identical within the same timeframe. 

 Lending by foreign-owned affiliates has remained relatively stable in emerging Eu-

rope. In 2012, the level of foreign banks’ total loans was the same as in the beginning 

of the observation in 2007. However, the total deposits received by foreign banks 

have increased by 10% from 2007 until 2012, which has led to the described gap be-

tween loans and deposits. 

 

As a conclusion of the empirical analysis, the behaviour of multinational banking groups in 

Eastern Europe during the past turbulent six years can be characterised as neutral. The sta-

tistics do not indicate that foreign-controlled subsidiaries and branches have withdrawn 

large amounts of capital. Instead, total assets of foreign banks in the new member states, 

excluding the Czech Republic, and the total loans granted by foreign banks in all ten new 

member states maintained at a constant level. Furthermore, since the number of multina-

tional banks’ foreign affiliates remained stable and has even slightly increased, the long-

term interest of these companies in the eastern region becomes evident. Nevertheless, 



75 

cross-border banks have neither been highly supportive within the crisis through, for in-

stance, the provision of additional liquidity. Moreover, the existence of internal capital 

markets in combination with the significantly high market share of foreign subsidiaries and 

branches constitutes a factor of vulnerability for the member states in emerging Europe 

and, hence, emphasises the need for efficient supranational regulation and supervision. 

 

On the basis of the empirical results, the assessment of the prevailing regulatory and su-

pervisory system as well as of the current proposals concerning future reforms has generat-

ed the following insights: 

 

 The main shortcomings during the financial crisis have been the lack of coordination 

between national authorities of the member states and the absence of a transnational 

institution, which has the scope and the abilities to efficiently regulate and monitor 

cross-border banking groups. 

 Regulation and supervision based on home country control disregards the substantial 

impact of cross-border banks on the banking sectors of the host economies, especial-

ly in developing countries. An alternative would be effect-based jurisdiction, as pro-

posed by Pistor (2010). This approach would enable the respective member states to 

regulate those multinational banking groups, which have a material effect on their 

economy, regardless of the home base of the parent bank. 

 The existence of internal capital markets within multinational banking groups raises 

the need for stricter regulatory and supervisory instruments concerning intra-group 

asset transfer. In this regard, it is vital to enhance the existing disclosure obligations 

of cross-border banks, in order to recognise extensive withdrawals of liquidity across 

borders, which constitute a potential threat for the economic health of a member 

state, in sufficient time. 

 Since foreign-owned subsidiaries and branches maintained their activities at an ap-

propriate level in emerging Europe during the previous turbulent years, radical re-

forms, such as ring-fencing or the imposition of a certain organisational form for for-

eign operations, should be handled with care. Along these lines, the design of new 

regulatory measures should always consider the right balance between costs and effi-

ciency. 



76 

 Instead, more indirect solutions are recommendable, including a cross-border resolu-

tion framework for multinational banks, effective burden-sharing arrangements be-

tween home and host authorities, a transnational supervisory authority with legally 

binding powers, adequate information-sharing mechanisms between national authori-

ties, enhancement of capital and liquidity regimes, as well as comprehensive risk 

governance and risk management by multinational banking groups. 

 

The conducted analysis of western multinational banks’ activities in emerging Europe dur-

ing the financial crisis and of the corresponding regulatory measures generates further ide-

as for future research. On the one hand, the impact of geographical and cultural proximity 

of the home and host countries on the behaviour of cross-border banks and their affiliates, 

especially in times of crisis, constitutes one potential field of examination. Furthermore, an 

important area for future research is the analysis of how and to what extent western politi-

cians influence the investment decisions of their domestic multinational banks, for instance 

through imposing conditions on state aid programmes. Eventually, it would be important to 

investigate, which structural changes and which governmental actions would be necessary 

in Eastern Europe to strengthen the local banking sector and, hence, to become less de-

pendent on western multinational banking groups. 
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APPENDIX 

 

Figure 3.1: GDP growth rate, unemployment rate, and inflation rate in the new member states (NMS) from 

2006 to 2012 (Data source: Eurostat) 

 

Figure 3.2: GDP growth rate, unemployment rate, and inflation rate in Western Europe (EU17) and the 

GDP growth rate of the new member states (NMS) from 2006 to 2012 (Data source: Eurostat) 

2006 2007 2008 2009 2010 2011 2012

 GDP growth rate (NMS) 7.47 6.97 2.72 -8.11 1.65 3.55 1.26

 Unemployment rate (NMS) 8.27 6.66 6.35 10.21 12.23 11.18 10.86

 Inflation rate (NMS) 4.30 5.43 8.28 2.62 2.32 3.87 3.49
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Figure 3.3 (left):  Ratio of domestic and foreign banks in the new member states (NMS) from 2007 to 

2012 (Data source: ECB statistics) 

 

Figure 3.3 (right): Total number of domestic and foreign banks in the new member states (NMS) from 

2007 to 2012 (Data source: ECB statistics) 

2007 2008 2009 2010 2011 2012

Domestic banks (NMS) 811 789 794 786 785 775

Foreign banks (NMS) 235 246 256 258 252 244
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Figure 3.4 (left):  Percentage fluctuations of domestic banks in Western Europe (EU17) and of foreign 

banks in the new member states (NMS) from 2007 to 2012 (Data source: ECB statistics) 

 

Figure 3.4 (right): Total number of domestic banks in Western Europe (EU17) and of foreign banks in the 

new member states (NMS) from 2007 to 2012 (Data source: ECB statistics) 

2008 2009 2010 2011 2012

Domestic banks (EU17) 2.30 -1.73 -3.92 -1.32 -2.48
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Figure 3.5: Total assets of domestic and of foreign banks in the new member states (NMS) from 2007 to 

2012 (in- and excluding the Czech Republic (CZ); data source: ECB statistics) 

 

Figure 3.6: Ratio of domestic banks’ total assets to foreign banks’ total assets in the new member states 

(NMS) from 2007 to 2012 (Data source: ECB statistics) 
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Figure 3.7:  Ratio of domestic banks’ total assets to foreign banks’ total assets in Western Europe (EU17  

and in the new member states (NMS) in 2012 (Data source: ECB statistics) 

 

Figure 3.8: Ratio of domestic banks’ total assets to foreign banks’ total assets for each of the new member 

states (NMS) in 2012 (Data source: ECB statistics) 
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Data in EUR bn 

 

 

Figure 3.9: Growth rates of total assets of domestic banks in Western Europe (EU17) and of foreign banks 

in the new member states (NMS) from 2008 to 2012 (Data source: ECB statistics) 

 

Figure 3.11:  Total loans and total deposits of domestic and of foreign banks in the new member states 

(NMS) from 2007 to 2012 (Data source: ECB statistics) 

2008 2009 2010 2011 2012
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Figure 3.12: Growth rates of total loans and total deposits of foreign banks in the new member states from 

2008 to 2012 (Data source: ECB statistics) 

 

Figure 3.13: Total loans and total deposits of domestic banks in Western Europe (EU17) from 2007 to 2012 

(Data source: ECB statistics) 
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Figure 3.14: Ratio of total loans to total deposits of foreign banks in the new member states (NMS) in 2010 

(Data source: ECB statistics) 
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 2005 2006 2007 2008 2009 2010 2011 2012 

Bulgaria BBB   BBB- BBB-  BBB- BBB- 

Czech Rep. A   A+  A+ A+ A+ 

Estonia  A  A- BBB+ A A+ A+ 

Hungary  BBB+ BBB+ BBB+ BBB BBB BBB- BBB- BB+ 

Lithuania   A A BBB+ BBB BBB BBB BBB 

         Latvia  A-  BBB+ BBB- BB+ BB+ BBB- BBB- 

Poland  BBB+  A-    A- A- 

Romania   BBB  BB+  BB+ BBB- BBB- 

Slovenia   AA     AA- A- 

Slovakia  A  A A+   A+ A+ 

Figure 3.15: Long-term foreign currency ratings of the new member states from 2006 to 2012 (Data source: 

Fitch Ratings) 
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