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Abstract

This paper investigates fiadtern of financialeglobaltationof banking in the wake of the financial
crisisand exjores possib explanations/Ne estimate the strength of &dfleght home effect based

on a panel of data on foreign claims of BIS reporting,bahkse thdlight home effect is the
change in domestic credit extended by domestic banks tlwitbeaaocounted for by recipient or
lender effectdVe find that lnost all banking systems are less active internationally. In periods of
calm, reversals of the flight home are srAalla resultthe pattem is one of cumulative
renationalizationrOwn bank soundnessxplains some of the variance in the flight home effect.
Financial protectionism could be an underlying explanation for this behavior, as we can expect it to
be strongest in countries with more damaging c@egsreign stress pairethviianking stresdso

helps explain the flight home eff&dles and acquisitions of basd#tributed to the flight home;
however, the flight home effect was strong at the intensive margin as well.
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Introduction

One of the most striking featuresgidbal financial crisis that international banking has shrunk
dramatically sinats onset Commercial banksave withdrawifrom foreignoperations, shedding
crossborder assets and closing foreign brandra®ign claimgell from $30trillion in June 2008

to $25trillion 6 months later, and have hovered around that levelBi8agata) The majority of
this decline reflectstrenchment by Eurozone baffiksn assets held in Western Europe (Lund et.
al., 2013).

If the decline irfioreignclaimswas pairedavith a decline in domestic assets, it would merely be a
symptom of a genenatrenchment by banks which needed to sésmtsas a result of the crisis.
Howeverijt is striking thathe decline iforeignclaims has been accompabigdnincreaseb a n k s 6
domestic asseits most countrieffigure 1) In the emerging literature on this topic, this has been
referedtoa o0 a f | i g hGiantetii enel Laevierf, 2002t 6 a | t e rdnoameesltyi caa toiroe
(Atkins and Fray, 2013).

What explainghe flighthomein the wake of the global financial @@isdne possibility is that the
flight home simply reflectsflightto qualitgafe haven effétieed, the literature suggests #tat
times of crisinvestors favor transpard@elos and Wei, 200&)dgeographically close countries
(Ahrend and Schwellnus, 22 Haas and Van Horen, 20185 well as lenders winthey know
well De Haas and Van Horen, 2D12These effects can be understood with reference to the
stronger role of asymmetric information at times of high uncertditttyever,evidence by
Giannetti and.aeven(2012 suggests,ased on syndicated ngsadatathatthere is aeparatdéight
home effect. Giannetti and Laeven highlight tt@intriesexperiencindanking crisegwhich
suggests a low quality of home country aslsgtspportionatelgxperience a flight honaad that
this flight home dae not discriminate between recipients of different qualitgloseness as
measured by the existence of past lending relationgmipssthe flight home effect does not simply
reflectflight to qualitiflight to safety

An alternative explanation fdmet reduction in international assets is thtarnational banks
disproportionately fund themselves frarmolesale furidingich hasshrunk dramatically since
20078. Thiscannot explaian increase in domestic as$eiwever

Another possibility ilome country financial protecdtssiisbornfrom the global financial crisis
Financial protectionism here refersnasures taken in the name of protedmgestidax payers
anddepositors angafeguardindomestic lending, not pyeferentialreatment of domestic financial
institutions relative to their foreign competitors (Goldberg and Guptp Vvi2iigB is not to say that

financial protectionism does not have uneven implications for domestic and foreigs bankls

et. al. noted B a n k @ning actme in foreign markets are encountering a changed regulatory
landscape. During the crisis, many countries found their own taxpayers bailing out banks that failed
due to foreign operations, or insuring depositors from failed foreign institulisnsational
regulators move to contain these risks, their actions could slow tiedbes#t share of cress



border <capital fl ows. d Another | egacy of the
particular in Europe, as the result of Bdhk exposures to sovereign debt at risk of default and
increased capital requirements. In this context banks would tend to shed assets, while home
regulators may react by pressuring banks to reallocate lending domestically and by preventing foreign
banksrom tapping local deposits for use in lending outside the country.

Financial protectionism can take a numbapetificforms First, egulatorcanaffectdomestic

lending through explicit conditionality of rescue packages (UK, France, Nethédlamredsbtly,

banks camepatriate of their own free wikhowing that the likelihood oftailoutdepends on the

extent of dcal lendingSecond,agulators can impossugh requirements on foreign baffidiates

for accepting depositsicluding theequirement to hold liquid assetseserven the countryand

tofund t heir operations | ocally ( O0)NkeeycabaseinsRte st r i
on subsidiaraion {.e. insist that foreign branches of international banks indineiries become
subsidiaries insteaalith separate capital, liquidity and host country supetviSioa)aim of the
regul ator i n tfhemsee & ad®me Stsi ct oo péerriantgi ons , t o
businesses from difficulties spillovgr from abroadForeign bankeot able or willing to comply

might react by closing their foreign branches altogethigally, regulators can legislategh
licensing and informatiaequirement®n foreign bank$or engaging in relationships wiliar

nationals (Frank Dodd Act amendment to US Investor Advisory; BAT@Kberg and Gupta

note that many countri@acluding Germany, the UK, US, and Switzerkedjonsidering further
actions to ringence domestic operations and other forms ofdiabprotectionism.

In this papewe investigate three questions: Have all countgésbadéized or are some increasing
their foreign presence? How strong is the of]|
stage of the global financiasis®? What explains the flight home effect?

We estimate the strength okttight home effect based on a panel of dafareignclaims of BIS

reporting banksThe flight home effeitthe change in domestic credit extended by domestic banks
thatcannot be accounted for by recipient or lender effeetsve calculate how different domestic

bank lending domestically is compared to what would be expected based on the country as a
recipient in foreign borrowing and based on the coamimyforeig lender.Because we control for
recipient effects (which capture the quality of recipients), the flight home effect we calculate is the
flight home effecbver and abthveflight to quality effectWe estimate recipient, lender and the

flight home efct for 6 month periods starting in June 2008 and extending through June 2012.

Our main findings ar@l) that dmost all banking systeme &ss active internationathe flight
home effect was positive for most lenders (the exception€haidg Japanandthe US)(2) he
flight home effect was strongest in periods of greatestrn about the health of banking systems
thepeak 6 the global financial crisis (second half of 20@8pdriod of greatest concern about the
Greek crisi€2010); andhe peak of the EZ crigisecond half of 2011); periods of calm, reversals
of the flight home are smadb a result, we experience cumulativgatmlizatiorof banking and

(3) the flight home effect wagstematically highier countries wére banking systems were more
internationally activay countriesvhere bank soundness deteriorated mostjn aagdintries with a
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systemic financial crisis combined with large increases in bank holdings of government debt.
Sovereign and credit ratim$enderslid not seem to systematically affect the flight home.

1. ldea and Literature

In the empirical literaturen bank asset allocation in crisis timagset allocatiois linkedto
recipient and lender characteristtegl sometimes also tafal variables and global factors (the
latter, when the panel spans different periods).

PE=T(X, Y, G, Z, self, interaction ferms

Al E; proxy for change in exposupessiblyscaled by total exposure of the lender or
expressed as a pefceimnge

A X: recipient characteristics (GDP grostiick market performanceedit risk,
investor protectioret cé or recipient fixed effects)

A Y: lender effects (bank ratings, banking ctisisng,exposure to crisis
countries/common lender effectslance on wholesale fundipast lending growth
etc.or lender fixed effegts

A Z: bilateral variables (distance from lender, bilateral tratd/eeturn differentials
between lender and recipjgmior lending experienagetwork of domestic €0
lendes, presence of subsididmye i ng a core ofunding mar ke
mar Kett)o

A G: global factors (risk aversion, etc. or time dummies)
A Selfdummy for whether loan is to a domestic or a foreign entity

This type of equatidmas been estimated aurftypes of data: BIS banking statigkicstional and
consolidatedimmediate borrower and ultimate )risingle country sourcesyndicated loans
databaseand a database of lending differentiating between foreign subsidiaries and domestic banks
Much ofthework onthe impact of international shocks on glblaaking hatocusedon foreign

lending onlythe excepti®being work by Giannetti and Laeven (2@12) De Haas and Van
Lelyveld (2011)

2 Cetaelli and Goldberg (2012) use confidential data filed by US bdmekEederal Financial Institutions

Examinations Counaih internal flows between parent banks and affiliates to define these markets. They find that the
parent dr aws «ark edaffidresthatelyto adgreatgr exteat on local finance as opposed to internal
finance-and oOper i pher y -affiliates who aceaurit forrm amak shdresop assets of theigrooes

of funding difficultie§the USD funding shiadn 2007Q34). The reverse happens in the face of a positive funding
shock (Term Auction Facility introduction in 200812].



The literaturdas foundh rok for most of varialdan the equationWehave already referred to the
evidencey De Haas and Van Horen (20@&)geographic closeness and closemndlss lending
relationship in the introductiofhe authors find relative stability of international bank lending to
repeatborrowers, when international banks participated in syndicated loans with domestic co
lenders, and to lenders with smaller cultural and institutional distance (those who share a common
language, have a similar amount of information on creditors and csigdlit@r protection).

Lending was also relatively Hghnternational lenders with subsidiaries in the host country.

Many papers find evidence on the role of lender bank health, buildiegk and Rosengren
(1997) who linked lending of Japanesksgliaries in the US to the capital of Japanese banks.
Similarly, the role gflobal risk and volatility in bank lending seems established (seniand
Milhaljek, 2010 for a literature review and evidence spanning the period since the Ndxican cris

In earlier work on the flight home effect, Giannetti and L420&8 approached the question by
regressinghe share ofending by a bank to a country on the interaction term of home country
banking crisis and a dummy indicating whether a loamaigoteign country (syndicated loans
database)They estimated an equation simildhéoequatiombove spanning the perib@972009

and controlling for time fixed effectsThey found thabanks have 20%increase ithome bias
when their country ixperiencing a banking crisis. Furtherriae find thasuch banks do not
discriminate acrs$oreign recipients their flight homdrased on recipient country characteristics
(EM vs advancercipientsICRG ratings on Law and Ord#rrecipientscreditor rightssovereign
rating). The authors also explore tlkagons for the flight home: increasing bailout chandes
conditionalityof bailout package®nthe role of potential bailoutsey find thalarge banks have a
less pronounced flight hepwhich the authors believe is consistent with the role of basloags,
large banksan expect a bailout anyw&®n therole of conditionalitythe authors finthat banks
that were government interverdi not have a stronger flight home effeohtary to what one
might have expecte®ther evidencen this point suggest® the contrarythatcertain forms of
government interventiomay affect home bias Rose and Wieladek (2018e British data
encompassing both British and foreign bank lefaii®97Q3010Ql1and using bank and period
fixed effectand find thabanls that had beemationalized at some point in the pastea stronger

3McGuire and Tarashev (2008) link BIS data on lesxlprent pairs for the period 2aB8 to various aspects of

bankbalmce sheets (notably bank equity returns and banks?d
Takats (2012) relate aggregate borrowing by a recipient country to indices of the average health of the banking systems
from which they borrow (bed on CDS spreads and financial sector equity price volatilities). They find that the

contraction in crossorder bank lending in 2008vas largely the result of the deteriorating health of euro area banks,

rather than recipient country fundamentals (DPo wt h and ratings). Various autho
|l ender 6 effects (e.g. Van Rijckeghem and Weder, 2003, ¢
Goldberg (2011) based on confidential BIS data find that bankimg sgteng on USD funding reduced foreign

exposures more than others during the global financial crisis.

4 Specifically, the authors regress the share of syndicated loans issued in a given month by a given bank to a given on a
dummy for whether the lo@na foreign loan, interaction terms of this dummy with recipient country factors, interaction

terms of this dummy with lender country factors, and control variables. The coefficient on the dummy is the home bias,
and the coefficient on the interacted dymnepresents the change in home bias at times of shocks. To test for the

presence of flight to quality, the authors interact the foreign loan dummy with systemic banking crisis and proxies of
quality.



home bias To a lesser extent this is also true for banks thatelcaieed &quidity injection.The
expected effect is not there, on the other hand for lending by British banks, or for capital injections.

De Haan and Van Lelyvgl2011) also provide evidence on the flight home afféot height of

the global financial crisisithout labeling itsasuch. The angle they take is to compare lending by
multinational subsidiaries and domestic banks in the same countries. That is they look at local
lending by international subsidiaries, not -trmsker lendingof international banksin the raw

data loan growth i§% less fomternational subsidiarig®n for domestic banks (6% vers2%9

during 200®. Theauthors suggest that the reason for this is the reliance of subsidiaries on parent
banks that in turn depend on wholesale funding whichugriduring the crisis. While the authors

do not directly compare international subsidiaries and domestic banks in terms of ultimate reliance
on the wholesale market, they do find evidence for theamydte covering international
subsidiaries, th#tte reduction in lending tsubsidiaries during the crisis welated toeliance on

wholesle funding of the parent

The discussion of sé#fnding is one set in a contexsbbcks to the main lending.camerigst of
results worth highlighting isetdifference in reaction between domestic and international banks
when the shock originatesrecipient countiiée literaturesuggestthat international banks (in
contrast to domestic banks) maintain their lending in response to adverse shoighsnin rec
countries (De Haas and Van Lelyveld, 2010, Bofondi et. glGROI®Rtti and Laevgrihus acting

in a stabilizing waw bright side of global bank lending.

In our paper we use BIS data to gage the raacrmmic size of the flight home effeegr time
and across countrieBIS data capture all bank assets, and are maspragiprin this context than
syndicated loansvhich capture onpart of bank flows.

Our approach can best be seen as the addition of an observdbarestiank leding in the BIS

database (which covers foreign claims only). We then define the flight home effect as the change in
exposure to the home country over and above w
quality as a recipient and its willingnadsaaility to lend as a lend®ur framework does not

specify specific variables for recipient characteristics and lender \artabkteadallows fora
generakpecificatiorwith fixed effects for recipients and lendggair approachis in essenca
sophisticated way of measuring deglobalifatontrolling for recipiergffects rather than using

readily available data such as the shfoeemnassets itotal bank assets. To illustrate insight

of this approacltonsider the following exalap kgure 1 showed that the US behaved similarly on
foreign and domestic lending, so at first sight it might seem like there was no flight home effect. As
we will see, however, the US was a favored reciprerg the perioas a wholesoif US banks

acted at home the way foreign banks acted towards the US, tlmalti®ave increased its

5 Regression analysis covers the period2D@¥2 Taking the sample as a whole (subsidiaries and domestic banks) and
controlling for bank indicators (profitability, liquidity, solvency, deposit growth, the income to loan ratio, deposit growth
and dependence on wholesale funding) and country funda(@DRatrowth), the authors find interestingly, that for

the period as a whole low liquidity, low solvency, high income to loan ratios, and higher dependence on wholesale
funding were associated with higher lending growth.



domestic exposureHoweveyit did not. This means there was a negative flight home effect for the
US. Banks lent lesst home than expected

2. Empirical Approach

Our regression analysis proceeds in two stages. In the first stage we identify recipient, lender and
selflender effects. In the second stage we investigate which factors best explain these effects.

First stage regression:
| E= §i.recipient % E Ailender x;B 3i.self x F

A E;--exposure of country i to country j, as a percent of total international and
domestic exposure

i. recipientecipient effects
i.lenderlender effects
i.selfseltlender offlight home effects

U the difference between what we observe and what we expect for domestic
lending given the quality of the country as a redipiemtationalland
ability/willingness to lend as a lende&rnationally

U adding this effe@h the form of dummgefor individual lenders has no
impact on the recipient and lender coefficients).

For 6monthly periods starting in 200&q2l the entire period June 2008e 2012

The interpretation of the coefficients is the percent change in exposure to a particular
country (see this by dividingEy.

Second stage regressions:

A Regress coefficients from previous regressiohs) on fundamentals
65=a+bX with 6 = (a, B, vy)

U & on measures of quality of recipient

6 The idea of a twstage saip was inspired by a comment by Romain Ranciere implemented in Cetorelli and Goldberg
(2011).



i Aandjon lendecountry factors

A Consider 2 periods: the initi@ige of the global financial crisis (2008h2) and the EZ
crisis (2011h2)

By including recipient fixed effeatsthe first stage of the regressjoms ensure finding unbiased
coefficients for lender effecis. essence, recipieatfectscontrol for loan dmand and other
characteristics of recipients which might otherwise appear as lendef efteetiender effects
capture the health of the banking system as well as any financial protectionism at home.

We estimate our first stage regression with GtlS rebust standard errors, to correct for
heteroscedasticity and serial correlation. Both are likely to be pr&s®nminimize
heteroscedasticity we express the change in exposure as a share of total initial exposure of a lende
(the sum of foreign andomestic exposure)The alternative would be to use growth rates for
exposure, howevgrercent changes can be huwden initial exposure is smalNevertheless,
becauseecipients and lenders are active internationally to differens,escemheterosedasticity

remains in the dataAs for serial correlation, while there is no time dimension, outliers might cause
serial correlatioof the error termge.g. breakin data affectndividual pairs, domestic lending

stands oyt Cluster estimatioat thelevel of lenders did not seem appropkiatause errors are not
homoscedastic within lenders, owing to the presence of-{kadsif

Our data come fromarioussources. We useréign claims (crob®rderclaimspluslocal claims of
foreign affiliads)from the BIS consolidated data by nationaliye use both the degat on an
immediate borrower basis and on an ultimate risk® Gdmss data cover$8 lerders (advanced
countries) and 6fecipients We adjust thelata for breaks coveragmdin a separate exercise
(ai med at uncovering what happens on the
ownership The BIS data often provide the size of the break for dbademwer pairs.When the

BIS data only providthe aggregate break the level of the lendewe distributethe break
proportionatelyver recipients, based éxposure of the lender to recipients at the beginning of the
period.” We also adjust the data for exchange rate changes, in particular by assuming that all intra
EZ internationalending occurs in Euro. The data appendix provides details.

(@2
=]

We construct a series fayndestic lending by domestic bank®sllowingCetorelli and Goldberg
(2013 wecombine data odomestic creditiFS)° with BIS data on local claimisforeign affiliates,

7 As shown bKwaja and Mian (2008). Cetorelli and Goldberg (2011), amongst others, apply the methodology.

8 BIS consolidated data by immediate borrower tareggn claims, which are the sum of (a) international claims and

(b) local claims in local currency. BIS consolidated datalimate ridglasis provide a different breakdown of foreign

claims, namely (a) crdmsder claims and (b) local claim®ofign affiliates. See the appendix for a discussion of the
differences between immediate borrower and ultimate risk basis.

9 Changes on account of mergers of domestic banks lead to consolidatichafkrtt@ims and a reduction of

international gposure which is not real, hence we adjust for this type of break in our baseline. Acquisitionatdisposals
changes in foreign exposure, so are not removed in our baseline regressions. For the few cases where the BIS indicates
that there were breakst lewen the data on the total break is not available, we use the quarterly change as the size of the
break.

10Data was missing for the first half of 2012 for the US, and Federal Reserve figures were used (commercial bank SA
credit growth of 4.2 annuallyata was missing for Canada starting 2009, and series from the Bank of Canada were

8



to obtain domestic credit excluding domestic credit extended by foreign bank“affiliages.
measure includdmnk loans and securities to the pris&ictor and to government anatludse
claims on the central bankocal claimg EZ countriesareassumed to be in Euro, hence adjusted
for exchange rate changes.

Finally, we use various sources of data for fundamaimtatgy to cover bank soundness, sovereign
and countryisk, growthandgeography Our first measure of bank salness isrom the Global
Competitiveness Repopecifically, we uselpdata from 2006 published in 2009 repoit data

from 2008 published in 2011 repamd pll data from 2010 published in 2082 We also use
exposure to GIIPS courgs (a cammmon lender variablehe indicator of systemic banking crisis of
Laeven and Valengfaas well as the share of domestic lending in total lending (an indicator of
banks soundness givat international banks are more deperamlemtholesale funding antbre
interconnected making it more difficult to assess their creditwortlioessyereign risk, we use

the SP foreign currency lelegm issuer raitgs and for country riskthe Institutional Investor
country ratingeffectiveat the beginning of eaéimonthly periodunder study.For GDP growth

we use WEO data.Finally we use various geographic indicators: bilateral distance, common
language and contiguitym CEPII. **

3. Findings baseline results

Figure 3 illustrates changes in bilaferaignand domestic exposures over the period June 2008
June 2012.0ur baseline results are based on BlSatata consolidated basis (both immediate
borrower and ultimate risk) aadjusted for breaks in coverage only. We later estimate separate
regressions dBlS data adjusted for breaks reflecting changaskownership.

Our first stage regressions regidsanges in exposure matipient lenderand selender effects
based on the first stage equation given above. The same equation is also es@maiath for
periods. The regression results are too voluminoeprsent in a single table, and we present
selected findings ithree separate tables for recipient, lender addredf effects (Tables3)L

The omitted categories are Argentina as a recipient and Australia as a lender.

First stage regressiongbaseline results)

used (table C3 chartered banks Canadian government securities and Table E2 total household and business credit).
http://www.bankofcanada.ca/wpontent/uploads/2013/07/bfs_july2013.pdf

11For data on an IB basis, we use local claims in local currency (as do Cetorelli and Goldberg). For data on UR basis, we
use local claims in all cucirs. We use IFS data lines 22s (22d if 22s is not available) and 22a +22b (claims on central
government and state and local governments). Cetorelli and Goldberg (2011) use 22d and 22a+b+c, i.e. private sector
and nonfinancial public enterprises, bstphovides a smaller sample by dropping some countries such as Austria.

2A systemic banking crisis occurs if (i) a countryds ba
nonperforming loans above 20 percent or bank closures sf @0lparcent of banking system assets) or (ii) fiscal

restructuring costs of the banking sector are sufficiently high exceeding 5 percent of GDP.

BThe distance indatiadomal 6 ndi sHevelpapadationlladased on ci ty

http://www .cepii.fr/anglaisgraph/bdd/distances.htm#sthash.NdSmPOBu.dpuf



http://www.bankofcanada.ca/wp-content/uploads/2013/07/bfs_july2013.pdf

Our first stage regressions inditiade there were statisticaltydsignificant recipient effect$able

1 reports the coefficients from the first stage regressiaesipient effect®r justthe full period

andtwo subperiods given space constraints, on an immealiatewer basisThe interpretation of

the coefficient is the percent change in exposure to a particular. cBectiyse exposure is also
entered separately in addition to as an interaction of recipient dummy and exposure, the overall
percent change @xposure is the sum of the coefficient on the interactiomteatipient dummy

and exposurand the coefficient on dnteracted exposurek-or example, for the entire period,

foreign exposures to the US increased by A2%b ¢oefficienton interaction term otUS as a
recipientand exposure0.37coefficient oruninteracte@éxposurg *

Table 2 presents the lender effeaggain on an immediate borrower basigesdender effectaeed

to be interpreted as lender effeetdive to Australias a lendgithe omitted category)fhese are

highly statistically sifjpant especially in the first year of the period considered (JurkirZ908
2009) and again for a subset of countries at the height of the EZ crisis (France;, German
Switzerland have statistically significant negative lenderadfdot&reece, Spain and Irégland

Table3 showsour main variable of interest, thee seHlender effec{immediate borrower basis)

We calculate the average of theleetfer efcts over all countrieso gage the exterdf
deglobalization. Deglobalization appears markib iperiods: the second half of 20q&3%

increase in domestic exposutie¢ full yeaP010(7% increase)and the seconaalf of 2011(7%
increase) Thesecorrespond to periods of greatest stress in banking systems, respectively the
Lehman collagsconcern about Greek debt, and the peak of the EZ ©ig for Canada, Japan

and the US are s#dihder effects substantially negative for the periodhadea w

Second stage regression®aseline results)

In the next stage, as explained in the methodology section, we regress the coefficients from the first
stage regression on a set of fundamemgdsdo this for two periods: the second half of 2008 and

the second half of 201For recipient effects, it is possible to include several fundamentals at the
same time, becauiee large number of coefficiergmsures that there are sufficient degrees of
freedom to do thisFor lender and sé#éinder, on thether hand, the number of coefficients is less

than 20, and we only test the role of one fundamental at &\terestimate these regressions both
onanimmediate borrower amh anultimate risk basis.

For recipient effects, we find tlggbwth ratef recipienthave a statisticaldnd economically
significant effect on recipient coefficients when usin@guatiimate risk badihough not on an
immediate borrower bgsifor the period 2011H2Thus it seems that growth in the copmthere
the ultimate risk liequt not growth in the amtry of the immediate borrowetays a role a one
percentage point higher growth rate leads to a one pgecpainhigher change in exposure to the

14 Given that there are also lendfects, this statemensisictly speakingnly correct when the lender equals the
omitted category (Austrajia} in that case all lender effects are lrepractice, th&S borrowed from countries that
reduced their exposursmceactuaforeignexpaures to the US did fall by almost 10% over the f&ii®dlata)
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recipient  Sovereign andountryratings (S&P and Inigttional Investorespective)yare not
gatistically significarit.

Lender effects are significantly and negatively associategwerdd of thendicators of bank
soundness which we considerébhble 5shows these results based on datan immediate
borrower (IB) basis, and notesu s i ng t h e indicatd whethdar the resaltR tiojJd on an
ultimate risk (UR) basisAt the start of the gobal financial crisis (2008t&khare of domestic
exposure in total exposure of a couptays an important rolédth on anlB and URbasis

Countries with high domestic exposure were willing to increase (or maintain) their exposure
internationally, relative to others, and this explains about half of the variaedender effects

Thisis in line with the generally accepted view that it was global banks (concentrated in certain
European countries) which retreated the most given their funding difficulties. Exposure to GIIPS
countries is significant at the 10% level of signifi@@@cend UR) Our measure for bank
soundness, the changebank soundnesandthe indicator for a systemic banking crisis are not
statisticallgignificantor this first period

In the second period we considlee, EZ crisis (2011h2hreeindicators obank soundnegbank
soundnesghange in bank soundness, exposure to GIIPS couateestatistically significamt an

IB and URbasis and in addition the systemic crisis indicator is significant on an IB basis. The
strong role for bank soundnesmitine with earlier findings the literature described aboVd@he

share of domestic exposure to total exposure is not significant for thisTebiedpreserdthese
resultgleft panel).

Table 5(right panel) also shows thelflendereffeds. These are insignificant at the start of the
global financial crisend significant in the E&isis in the case of the indicator for ¢hange in
bank soundnegtB basik

We investigated whethstress on the sovereign might explain the flaghe(Table 6) I.e.was the

flight home accompanied by a flight to governrhentd® High sovereign spreads or moral
suasion might have attracted banks to lend more to the govdumdedtby a reduction in foreign
exposure.Spain and Italy come tomdi Weinvestigate this for the second half of 2011, tiagn
sovereign stresskad accumulated over the preceglieays. Wéndeed find that the interaction

term of systemic bank crisis and the change in government bond holdings by domestic banks is
correlated with the lender asedflender effesf based on IB and UR d#fable &

Finally, we checked the link betwsarereigmnd countryatingsand lender and sééinder effects.
The expected sign was a priori unclear. While high ratgnggredispose banks to lending at

BTable 5 shows the results for the Institutional Il nvest
We obtain similar results for the S&P sovereign foreign currency ratinge dMeemporaneous growth rate, which

could itself be a reflection of the amount of lending to recipients. Ideally, we would use forecasts for the growth rate.

16]n these regressions we have 17 coefficients for the lender effect and 18 fterither seffect, except for the

regressions with exposure to GIIPS countries, where the GIIPS countries are not included (leaving just 12 and 13
observations). On an UR basis, the indicator of systemic risk is not statistically significant, so oh#y itidieatoirs

are statistically significant (bank soundness, change in bank soundness, and exposure to GIIPS countries).
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home, stress on the sovereign (reflected in low ratings) could also lead banks to repatriate funds.
We find that theoefficiens on sovereign and countratingsare notstatistically significafdr the
seltlender e#ct(Table &

4. Findings: further results

We carry outwo types of additional regressioi$) adding bilateral variablesd(2) taking into
accountbreaks in the data associated with changes in ownership ofthmeksgfocusing on
international endi ng at the Ointensive margino

Adding bilateral variables

Our baseline regression does not include bilateral variables, which have received attention in the
literature. We checked whether adding those would make any difference to our results.

Specikally, we include bilateral dis®@flogged) common language, contiguity agldtive credit
ratings (Institutional Investor). We find that the rolgeofyraphyaries depending on the period
(Table 7) For the period as a whole, and for teakpof the crisis in 2008H2, the impact of distance
is negativie i.e. flows to distant countries were lowearving a contiguous land masassociated
with largefflows for the period as a whole and for the EZ crisis (second half of 2(aMing a
comma language andgher ratings in recipients relative todesate nd usually relatetd inflows

at statistically significant leyetsntrary to what one might have expedféd also checked whether
the results fothe second stage regressionseoipent, lender and sdéndercoefficientsvere
affected by adding the bilateral variables in the first stage, and found that theyresuédsoot
reported)

Removing the impact of ownership changes

We next turn to the effect of sales and iatgunsof banks One interesting question is to what
extent these account for the strongleatier effect we have found. If sales and acquisitions have a
home bia§ i.e. if international bank branches and subsidiaries are sold to the country they are
located in, theelflendereffect will be smaller after removing the impact of sales and acquisitions
from the datd’ Turned on its head, the question is to what extent tHenskf effects persist on

the intensive margin, i.e. through changes wserg of banks themselves, rather than through
changes in international ownership of banks.

17Technically, this is because sales of an international subsidiary to a home bank reduces local claims of international
banks in thiacountry, and thereby increases domestic credit extended by domestic banks. Adjusting the data for such
sales then reverses this effect.
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Table 8 presents the results of remothegeffect obank sales and acquisititnosn bank flows

both for data on an IB basis and UR badrs effect, we c¢aed out the exercise by not only
adjusting the data for breaks for coverage (breakl) but also adjusting the data for breaks resulting
from sales and acquisitions of bankbe BIS database provides information on breaks in data
reflecting such sales aamtjuisitiongsee data Appendiah the basis of which we create a second
variable for flows.

We find that excluding sales and acquisitions from flows leads to a redubtoselBiender
coefficients of almo&0% under both IB and UR In other wads, theflight home effegtwhile
reduced,persistsat the intensive margin The mpact of acquisitions is strongest for the
Netherlands, and is also important for Austria, Ireland, Portugal and Switzext@nalquisitions
themselves were part dfet crisis and the financial protectionism dynamigs (the Dutch
government preferred to retain the Dutch part of Footn®,could interpret the increase in self
lender coefficientghich resulteds being the result of crisis and financial protesctias well®

The ®cond stageegression resulis the intensive margameverysimilar to those at the extensive
margin (results not reportedn theearly stage of the global financial crisis (2008H2), domestic
exposure continués be statistally significart the intensive margin for the lender effect, though
its size iseduceddy half(IB and UR data)ln the EZ crisif2011H2)the role of bank soundness
persistsandso doedhe role of sovereign stre#8 énd UR data) However, gstenic crisis and
exposure to GlIP®se their significanaethe EZ crisis for the lender effé@ data only; there is

no change with UR data)

5. Conclusion

The twin purposs of this paperreto gaugdahe extenof financial édobalization and texplore
potential explanation®ur resultshow that the financial world has indeed becorkes

Almost all banking systems are less active internationally. The flight home effect was positive for
most lendersvith three interestingxceptions beinGanadaJapanandthe US The flight home

effect was strongest in periods of grehtedting system turmoithesecond half of 2008 (affected

by the collapse of Lehman and money market funds investmgnirercial paperthe yea?01Gi

the period of greatest concern about the Greek crisaamgl the second half of 2011, during the

EZ crisis In periods of calm, reversals of the flight home are small. As a result, we experience
cumulative deglobadizon.

As to the explanations of the flight reorBank soundnegslains some of the variancénm flight
home effect Countries that have expereshenore damaging banking crieesl to discriminate
against international lending.inafcial protémnismcould be an underlying explanation for this
behavior, as we can expect it to be strongestiintriesvith more damaging crises.

18For Spain, the home bias is increased. This is because Spain made foreign acquisitions. At the intémsive margin
home bias was even greater.
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Sovereign stress paired with barkisg Iséipssexplain the flight home effBiots is as one would
expectbased on the oflight to sovereigBaesabdt 6
acquisitions of baoks&ributed to the flight home; however, the flight home effect was strong at the
intersive margin as well.

It would seem thatevhave entered a new world of global finance. THea&Ueen hit at its core
by banking crises and regulations that favor repatnakibe most global banks are also European
banks Theresultcouldbe we are in a new world with less global bankii®bankswith their
large deposit bgdeave beem a better position to expand foreign activiiestainly, mostecent
regulatoryproposalshave all beeninward looking. It seems that the interr@tal regulatory
communityis logng hope ofbuildng a resolution regime that would work across couatriess
focusing on ring fencing approadnegead So théanking world is also becoming more uneven

What does this mean in terms of welffde@ the one handhe flight home effect is of concern as
it may have negative consequences on the global allocation ofAcapgalto capital for some
countriesmight become more difficult and expensive. Furthernioeestabilizing influence of
international banks at times of local shocks will be @ostthe othethand the evidence of the
benefits of international capital flows is still elusive and the costs of sudden flowarevatisats
tangible™ Therefore, there is an increasing acceptancepialityEeommunity of macrprudential
measures and capitahtrobk aimedat insulating countries from the global financial citdet of
these new instruments have not been widely,tégiagh It is probably fair to say thhe juryon
whether @amaller world wilbe amore stable world still out.

Y See Rey (2013)
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6. Data Appendix

While the BIS maintains both a locational and consolidated database, bilateral data by lender and
recipient (as opposed to aggregates by lender and aggregates by recipaurt)ictyanbilable

for the consolidated data. This datasolidates claims of banks across countries and attributes the
claims of the consolidated entity to the country where thelgvelipupervisor is located (the
supervisor of the controlling pareri)gure dllustrates the difference between locatanhl
consolidated data. Branches and subsscaaei¢reated identicadlycecontrol and supervision of
thecontrolling parent is abroadboth cases

When a bankds behavior depends on the national
consolidated claims aaegood measuré&irst, onsolidation is useful because it avoids double

counting (in the locational data claims between the head office and foreign associates are counted
twice, once as tlodaimof the head office on the foreignaasate and once e clainof the

foreign associate on whoever it lends the fuis#zjond, dllows one to track the exposure to
individual countries at the bankdésgmaopgékmean!
to respond to”

Further on the BIS data, one might question whetherlmwodsr exposure and exposure through
subsidiaries should be counted eq@shutti 013)argues thatrassborder exposure amounts to
the full amount of exposurehileexposure through subsidiarsdegally limited to capital in the
subsidiary. This is an interesting point, but it does not take into acconrhéease of a default

of a counterparfyonly a part of exposuresl| be written off in the case of crdmsgder assets,
whereas allf@apital might be wiped data subsidiary.nithe end, potential losses might be just as
large in the case afossborder exposure andgabsidiay exposurdo local lendingFor this

reason, we chose to treat ctomgler exposures and exposunesugh subsidiaries as equivalent.

The BIS consolidatecth are available on an immediateower and ultimate risk badisthe

latter case, data takes into account risk transfers between the immediate borrower country and the
country wheretheuttiat e ri sk | i es. 0Cl aims which have b
countries are subtracted (outward risk reallocation) and guarantees provided by residents of the
specified country for reporting banks' claims outstanding elsewhere are addeidKinward

r e al | ocDath onaltinjate dsk appeaibe more desirabbmth becausthis datanay

capturehe nationality of exposures better and because it provides data on all Ig¢atkldings

those in foreign currena@ata on an immediate bmwer basis only captuogal claims ifocal

200n the other handhank regulators of a different nationality than the owners may influence bank behavior, in

particular in the case of subsidiaries (as opposed to branches), where supervisiponsililegyes the host country

rather than the home country.

21If A lends to B but this is guaranteed by C, we register a claim from A on C. There is an outward risk transfer out of B
and an inward risk transfer into C. An example is collateralizeditgrif securities issued in country C are used as
collateral for the borrowing by B.
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currency. To illustrate the first point, a loan to a Japanese subsidiary located in the US is counted as
exposure to the US on an immediate borrower basis, but as exposure to Japan on an ultimate risk
basis? A downside for theata on ultimate risk that thegover one reporting country less

(Denmark) than data on an immediate borrower tessifting irabout 86 fewer total

observations

Two other sources of concern with the BIS data are breakdatatlaed the fact that changes in
exposure do not correspond to actual flows because of valuation changes (notably those resulting
from changes in exchange rates). The BIS website indicates that there are important breaks in the
BIS datdor foreign clansowing to changes in coverage, acquisitions, and restrucApingsdix

Table 1 below lists these breaks when they exceed 1% of expésw@éjsist the data in our
baselimegressions for breaks relatedaeeragilost notable amongst thesthésinclusion of
formerUSinvestment banksvhichadded about a trillion (8% of initial domestic and foreign

exposure) to US bank exposures in the first quarter oflgfl@ad(second half of 2008he UK

(first half of 2009and Francéirst half 0f2012)also had breaks related to coveaagedicated in

the BIS note€ We also adjust the data on lending by Australia to New Zealand in 2008h2, to take
into account of the fact that Australia changed its reporting of lending to New Zealanddn the thi
guarter of 2008 (previously this I ending was

Forlocal claim&rom the point of view of the country in which foreign affiliates are located), which
isused as part of the calculation of domestic thedé are also breaks shown in Appendix

Table 2but it is not immediately clear whether these are related to coverage or asguigitions

need to make guesses. In 2008h2 and 2011h2, which are the focus of our analysis, there are no
breaks related toverage, so all the changes in Appendix Tedgee®ent changes in ownership
(break2). For 2009h1, Appendix Table 1 indicates that there were only two important reasons for
breaks ifocal claimgata(LCLC) the US coverage of investment banksamtquisition of a

foreign bank by Spain (this appears to be the acquisition of the US Guaranty Bank by BBVA). We
attribute the US$69.1 bn increase in LCLC in Table 2 in the US to the Spanish acquisition (which
Table 1 also tells us led to a US$69.ddoease in LCLC). Vd#tributeall other changes in Table 2

to changes in coverage (breakl). For 2009h2, there are two soovezagdé breaks: the move in
headquartdrom Switzerland to Luxemburg of a Greek b@fikobank EFGand the merger
amongrrench banks. Re. the former, we assume that the full break in LCLC in Greece results from
this For the French banks, the break of $30.8bn could be distributed proportionately on its
partners, but is only 0.4% of LCLC of partners, and a much snaa#esfsfomestic credit, so that

we can safely ignore it. For 2010h1 and 2010h2, there are no large LCLC breaks, they are mostly
breakl, and all are treated as breakl. For 2011h1, all breaks are breakl. For 2012h1, it is impossible
to separate the impaftbreakl and break2. Break 1 is of larger magnitude and all breaks are
relatively small, so all are treated as breakl.

22 hittp://www.bis.org/press/p001103.htm

23 The size of the break was only given for France for individuatécréor the US, UK and Ireland only the total

break was given. For France, the $80 billion increase in exposure on account of improved reporting stemmed from
increased exposure to Belgium, Germany, the, UK and the Ndth@tmut 30 each) and reduced exposure to the US
($40bn).
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Appendix Table 1. Breaks inconsolidateddataon immediate borrower basisas reported by the BIS

Period Country Explanation of bréa Impact on | Adjustments
internationa
| claims in
bn USD
(CB+LCFC
)
2012Q1 France Improved data quality through changes in reporting +227.6 Breakl
sources
Local currency claims on local residdui3.1
Local currency liabilities to local residents +79.5
Netherlands Sale of a foreign bank -1.23 Break2
Local currency claims on local resideBi2s32
Local currency liabilities to local reside®fs74
2011Q4 Ireland Reclassification of reporting institutions from +14.77 Not identified as
domestically owned banks to insida @onsolidated breakin BISdata
and unconsolidated offices no adjustment
Local currency claims on local residehts8
Local currency liabilities to local residept$2
Net risk transfers: 2.53
Austria Reclassificatiorf oeporting institutions from é Breakl**
domestically owned banks to inside area unconsolidated No data, use quarterly
offices; started reporting local currency liabilities to local Change-48)
residents
2011Q2 Spain Incorporation of data fromaedit institution acquisition +1.1 Breakl
Local currency claims of foreign offices: 15.4 No data, use quarterly
Local currency liabilities of foreign offices: 13.9 Change (Pk15)
2011Q1 France Reclassification of accrual accounts -9.98 Breakl
Local currency claino$ foreign offices359.40 Proportional
Local currency liabilities of foreign offié8&.76
Spain Increase in domestic banks reporting population +6.9 Breakl
Local currency claims of foreign offices: 15.1 No data, use quarterly
Local currency liabilities of foreign offideés0 Change (TkK+22)
Net risk transfers: 0.0
20160Q4 Ireland Restructuring of a large international banking group and the closy -164.3 Break2
domestic offices by a foreign bahk Proportional

Local currency claims of foreign offié22.0
Local currency liabilities of foreign offié24:..6
Net risk transfers: 4.2

UK Restructuring within the population of reporting banks é Break2

No data, assume
quarterly chang¢k:-27)
(only counterparty

Ireland:-26)
Frane Reclassification of reporting institutiéns 032.6 Breakl1**
Local currency claims of foreign offié24:1.6 Proportional

Local currency liabilities of foreign offiéé.9

24Reduction in international exposure through phasing out corporate lending to the UK. In Ireland, reduced exposure
through the sale of Bank of | relrghiCdit8ureanr t gage br oker ac
%The BI'S Quarterly Review (June 2ACrknthbankcontrotes by dftrvedigh i n t h e
non-bank financial company, whose accounts are prudentially supervised by the competent foreign auttesgifieddsomaca

consolidated domestic bank to an unconsolidated foreign bank in the Freach data.
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Net risk transfer€i7.6

Germany Transfer of positions from "Deutschafdbriefbank" to 011.1 Break1**
the Bad Bank "FMS Wertmanagement" (a non bank)
and change of ownership of a bank and other reisons
Net risk transfersi.9
2010Q2 Ireland Change in reporting population +13.6 Breakl
Netherlands Change in populati@f domestic banks é Breakl1**
Local currency claims of foreign offices: ... No data, assume
Local currency liabilities of foreign offices: ... Quarterly change322)
Germany Acquisition of foreign offices by domestic banks 0 Break2
Local currency claim$foreign offices: 11.4
Local currency liabilities of foreign offices: 8.7
200904 Belgium Sale of a domestic bank -241.6 Break2
Local currency claims of foreign offié82.7
Local currency liabilities of foreign offié88.9
France Acquisition of a foreign bank +229.2 Break2
Local currency claims of foreign offices: 234.2
Local currency liabilities of foreign offices: 138.0
Greece Reclassification of insideea foreign bank agrdestic +37.6 Breakt*
bank Proportional
Local currency claims of foreign offidés5 Affects LCLC coverage
Local currency liabilities of foreign offices: 10.0
Switzerland Reclassification of foreign unit of a domestic bank. -76.2 Breakt*
Acquisition of domestic unit of foreign bank.
Local currency claims of foreidfias:075.5
Local currency liabilities of foreign offiée@8.4
2009Q3 France Merger of domestic banks -202.2 Breakl
Local currency claims of foreign offié&€.8
Local currency liabilities of foreign offiéd®.2
2009Q1 Spain Acquisition of foreign bank by domestic bank 0.3 Break2
Local currency claims of foreign offices: 69.1
Local currency liabilities of foreign offices: 69.0
UK Increase in reporting population due to inclusion of 33.2 Breakl
building societies Proportion&
Local currency claina$ foreign offices: 1.4
Local currency liabilities of foreign offices: 4.3
us Increase in reporting population, including of the former Investme| 733.9 Breakl
Banks Proportional
Local currency claims of foreign offices: 220.6
Local currency liabibis of foreign offices: 184.9
2008Q4 | Belgium Sale of a foreign bank 0133.9 Break2
Local currency claims of foreign offié284.5
Local currency liabilities of foreign offié&&t7.0
Netherlands Acquisition of a foreign bk 29.4 Break2
Local currency claims of foreign offices: 1.9
Local currency liabilities of foreign offiées:
Spain Acquisition of a foreign bank. Change in nationality of 22.8 Break2

banks among domestic, inside area and outside area
foreign banks. Begins repogtimternational Claims
with maturity breakdown, previously estimated.

Local currency claims of foreign offices: 80.4

26The BIS Quarterly Review of June 2011 notes that the breaks for Germany in the fourth quarter of 2010 stemmed
from transfers of exposures to asset mareagerampanies, which do not report to the BIS.
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Local currency liabilities of foreign offices: 75.9

2008Q3

Netherlands

Sale of a foreign bank
Local currency claims of égn officesd45.5
Local currency liabilities of foreign offiéd$.5

Break2

Spain

Acquisition of a foreign bank
Local currency claims of foreign offices: 50.0
Local currency liabilities of foreign offices: 41.0

Break2

Ireland

Four institutims change from reporting as Outside Area
Foreign Office to Inside Area Foreign Office

840.1

Not in data

Sourcehttp://www.bis.org/statistics/breakstablescons.pdf

**not classified as coege break by Cerutti
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Appendix Table 2

Breaks in local claims in local currency, all banks:
(million USD)

Counterparty  2008H2 2009H1 2009H2 2010H1 2010H2 2011H1 2011H2 2012H1

AU 550 5545 -25 -8361 -1011 -672 0 -855
AT -15 67  -11555 -82 -2912 -14 0 -1758
BE 18 33 169265 -661  -41929 -12790 0 13084
BR 4486 915 -1 0 -459 -586 0 791
CA 141 19478 2326 -736 -3871 -4 0 912
CL 0 23 0 -517 -641 0 0 -1
T™W -97 826 -34 0 -324 -80 0 -155
DK -60 16 395 -887 -172 -14 0 -936
FR 382 1876  -15635  -1160 -219 0 0 0
DE -830 26796 -3915 -1566  -34704  -1559 0 -7514
GR -68 110 -40732 -602 -1298 -58 0 -229
IE -4925 -2139 -43 -547 36676 -107 0 -4768
IT -1620 3283 -2420 -2633  -42527 -16141 0 25137
JP 85 55607 -269 0 -12630 -2534 0 -25401
MX 1 2308 0 -332 -2302 0 0 1158
NL -174846 3392 673 11864 362 -1096 0 -11084
PA 0 13 -2 0 -7 0 0 -39
PT -37 35 351 0 -3574 -515 0 -758
ES -4522 4782 -253 -800 -24488 -3083 0 -5585
SE -52 314 -188 -214 -52 -41 0 -1519
CH -437 1217 -367 0 -5460 2832 0 2395
TR -730 82 1115 -622 627 13659 0 1315
GB 73337 81942 6012 -4328 -23144  -1656 0 -12192
) -34437 69129  -41569  -1599 -26183 -12064 0 -84716

*In case pre-break data is not reported, based on the change reported that quarter.
These breaks are used when studying lending at the intrinsic margin. A subset of the breaks is used

in the baseline.

post-break minus pre-beak reported value *
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Adjustment for exchange rate changes

Exposures are not always in USD, so changes in flows might be subject to bias. WeRdjust intra
lending data take into account the fact ttia¢ Euro, not USD, is likeused in this type of
lending.

A The USD dominates in foreign lending in foreign currency. No exchange rate adjustment is
necessary for these exposures (a currency other than that of the residence of lending banks).

A The Euro dominates in foreign lendimgomestic currency. We adjust EU country lending
to EU recipients, under the assumption that those loans were in Euro. (We express
exposures at the 2008 June exchange rate).

Currency composition of foreign lending

Residual
2012 June, TrillionUSD usD Euro Yen Pound S. Swiss franc currencies
As domestic currency, non-residents 2.8 6.9 0.8 0.6 0.1 0.5
As foreign currency, residents 1.8 0.2 0.1 0.2 0.1 0.8
As foreign currency, non-residents 9.1 1.7 0.7 0.4 0.5 3.4
Total 13.7 8.8 1.7 1.2 0.7 4.7
Forcomparison: Foreign lending by various nationalties
US banks 3.2
Eurozone banks 9.2
Japanese banks 31
UK banks 4.1
Swiss banks 1.8
Other banks 41

Currency composition baged on locational data by residence. Foreign lending data from the
congolidated data by immediate borrower.
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Figure 1. Changes in international and domestic
exposures: Aggregated by lender

Changes in exposure (Jun 2008-Jun 2012)
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Variables are scaled by total exposure to international and domesticrecipients. Labeled p ointsrefer to international

exposure and theredpointsabove to domestic exposure. Intra-EZ flows adjusted for exchangerate changes vig a vis USD.

Most countries arereducing international exposures. Changes in international and domestic exp osure corrected for breaks
in the data reflecting changes in coverage (see data appendix).
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Figure 2 Locational vs Casolidated Claims

Claims by head office in country A on affiliates in country B are included in
claims in locational statistics of country A, butnot consolidated statistics,
which consolidates claims of head office plus subsidiaries and branches

Country A

Local claims

Country B

Cross-boj
claimg
Other banks

Government
private sect

Consolidated claims are the sum of cross-border and local claims
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Figure 3. Changes in international and domestic
exposure: Lender-recipient pairs

Changes mn exposure (Jun 2008-Jun 2012)
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Labeled points indicate domestic lending; unlabeled points refer to international lending.
Intra-EZ flows adjusted for exchange rate changes vis a vis USD. Data corrected for breaks

reflecting changes in coverage (see data appendix).
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2008h2 2008h2 2008h2

-2012h1  2008h2  2011h2 -2012h1 2008h2 2011h2 -2012h1 2008h2 2011h2
Recipient effects* I1S:Iceland -0.75%*  -0.25%* -0.37%* PT:Portugal -0.36*** 0.06 -0.10%
AU:Australia -0.28 -0.14 -0.26%** IN:India 0.09 0.08 -0.23%* RO:Romania -0.11 0.23"* -0.15**
AT:Austria -0.08 0.33**  -0.24* ID:Indonesia  0.25 0.04 -0.1 RU:Russia -0.16 0.15%*  -0.20**
BE:Belgium 0.05 0.24* -0.05 IE:Ireland -0.32%* 0.03 -0.32%+* SG:Singapore 0.36 -0.04 -0.14*
BR:Brazil -0.13 -0.2 -0.19%** IL:Israel -0.19 -0.03 -0.34%* SK:Slovakia 0.23*  0.50"* -0.12
BG:Bulgaria -0.29 0.02 -0.22%** IT:Italy -0.36*** 0.07* -0.23%* Sl:Slovenia 0.50"*  0.26** -0.20*
CA:Canada -0.16 0.05 -0.22%%* JP:Japan -0.35** 0.02 -0.09% ZA:South Africa -0.04 -0.05 -0.35%*
CL:Chile -0.04 -0.10%*  -0.11%* JO:Jordan 0.2 -0.35** -0.08 KR:South Korea -0.30%*  -0.10"* -0.29***
CN:China 0.61* -0.13* -0.20%** KE:Kenya 0.27 0.09* -0.04 ES:Spain -0.26%*  0.18**  -0.21%*
CO:Colombia -0.14%*  -0.07** -0.02 LU:Luxembourg0.16 0.26** -0.17* LK:Sri lanka -0.1 0.14 -0.30**
CY:Cyprus 0.69"*  0.16* -0.06 MY:Malaysia  -0.09 -0.17 -0.23%* SE:Sweden -0.1 0.13%*  -0.21%*
CZ:Czech Republic0.09 0.07* -0.29%* MX:Mexico -0.50%**  -0.22** -0.18"* CH:Switzerland -0.06 0.03 -0.28**
DK:Denmark 0.22 -0.03 -0.28** MA:Morocco ~ 0.32***  0.06* -0.11** TH:Thailand 0.32* 0.05 -0.28**
EC:Ecuador -0.48**  0.05 -0.05 NL:Netherlands-0.26** -0.21** -0.17* TR:Turkey 0.08 -0.07 -0.17%*
EG:Egypt 0.06 0.08 -0.27* NZ:New Zealan®.12**  -0.96** -0.25** UA:Ukraine -0.32%*  0.07* -0.14
Fl:Finland 0.04 0.16**  -0.06 NG:Nigeria -0.49%*  -0.20** -0.30%* AE:United Arab Emirate$.21 -0.02 -0.22%
FR:France -0.17* 0.07 -0.24% NO:Norway -0.24 0.02 -0.35%* GB:United Kingdom ~ -0.23"* -0.09** -0.12%*
DE:Germany -0.15 0.15%*  -0.34* PK:Pakistan  0.04 0.14 -0.14 US:United States -0.25*  0.06*  -0.15%*
GR:Greece -0.13 0.08** -0.23%* PE:Peru 0.50***  0.11** 0.02 UY:Uruguay 0.22 -0.03 0.06***
HK:Hong Kong SAR0.49%*  0.14**  -0.24* PH:Philippines -0.07 -0.13 -0.26%* VE:Venezuela -0.46**  0.17** 0.09
HU:Hungary -0.19* 0.20%**  -0.39** PL:Poland 0.13 0.11%  -0.26%** Initial exposure 0.37%*  -0.12%* (.20

legend: *10%; **5%; ***1% significance level
Omitted categories: Argentina as recipient and Australia as lender

*Interacted with initial bilateral exposure
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Table 2. Regression results: Lender effects (B )

Immediate Borrower basis and adjusted for covetage breaks

2008h2-2012h1  2008h2 2009h1 20092 2010h1 2010h2 2011h1  2011h2 2012h1
Lenders effects*
AT:Austria -0.463*** -0.11***  -0.19*** 0.05 0.05 -0.24** 0.04 -0.06 -0.07
BE:Belgium -0.989*** -0.28***  -0.30*** -0.49*** 0.04 -0.15** -0.14* -0.08 -0.08
CA:Canada 0.36%* 0.06%**  -0.21*** 0.22*** 0.16%** 0.01 -0.05 0.003 0.04
DK:Denmark -0.47%** -0.14***  .0.23*** .0.02 -0.06 -0.04 0.01 -0.1 0.05
FR:France -0.42%** 0.03* -0.24***  0.01 0.01 -0.06 -0.004 -0.12** -0.11*
DE:Germany -0.52%** -0.11***  .0.22*** -0.01 0.06 -0.13** -0.02 -0.11***  .0.09*
GR:Greece -0.48** 0.04 -0.19***  0.09 -0.01 -0.25***  -0.09 -0.11* 0.06
IE:Ireland -0.93%** -0.03*** -0.23*** 0 -0.10%**  -0.29%**  -0.18*** -0.33*** -0.17***
IT:Italy -0.81%** 0.03***  -0.23*** 0.004 -0.02 -0.29%**  -0.18*** -0.33*** .0.18%**
JP:Japan 0.3 0.11***  .0.11* 0.08*** 0.10%** -0.01 -0.07 0.03 0.04
NL:Netherlands -0.52*%** -0.16***  -0.25*** 0.03 0.089** -0.06 0.04 -0.09 -0.16*
PT:Portugal -0.36** 0.01 -0.13 0.01 0.06 -0.03 -0.12 -0.07 -0.03
ES:Spain 0.05 0.14***  -0.06 0.08*** 0.01 -0.02 -0.02 -0.14***  0.03
SE:Sweden -0.14 -0.12***  .0.17** 0.02 0.02 -0.09 0.1 0.07 -0.02
CH:Switzerland -0.39*%* -0.09***  -0.28*** 0.04% 0.02 0.02 -0.04 -0.08** -0.05
GB:United Kingdom -0.262* 0.02 -0.15** 0.01 0.14%** -0.12* 0.03 0.02 -0.03
US:United States 0.2 0.07* -0.13** 0.10%** 0.14%** -0.15***  0.07 -0.07* 0.01

legend: *10%; **5%; ***1% significance level
Omitted categories: Argentia as recipient and Australia as lender
*Interacted with initial bilateral exposure
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Table 3. Flight home effect: coefficients on “self-lending” (\(j)

Immediate Borrower basis and adjusted for coverage breaks

2008h2-2012h1 2008h2 2009h1 2003h2 2010h1 2010h2 2011h1 2011h2  2012h1

AU:Australia 0.56** 0.47*** -0.30***  0.07*** 0.17*** -0.21***  -0.03 0.12* 0.06
AT:Austria 0.41%** -0.08 0.07*** 0.03 -0.10***  0.23*** -0.02 0.12 0.06
BE:Belgium 0.21* 0.13 0.09* 0.23*** 0.07* 0.29*** 0.12* -0.15 -0.1
CA:Canada -0.34* 0.09 0 0.25***  -0.04 -0.08 0.01 0.03 -0.07
DK:Denmark -0.04 0.41%** -0.15**  -0.06 0.11 -0.24** -0.15* 0.20**  -0.11***
FR:France 0.36%** 0.03 0.09* 0.07** 0.02 -0.03 -0.08***  0.16*** 0.13**
DE:Germany 0.30** 0.11%** 0.02 0.08*** -0.05 -0.02 0.03 0.25* -0.1
GR:Greece 031 0 -0.16** 0.12 0.26** 0.34%%* 0.07 0.12** -0.11
[E:ireland 0.92%** 0.10*** 0.02 -0.14 0.23*** 0.37*** 0.06 0.46%**  0.42%**
M:italy 0.84%** 0.17*** 0.14%** 0.06* 0.07** 0.35** 0.01 -0.03 0.21***
JPJapan -0.27** 0.01 0.06*** 0.1 -0.04 -0.12 0.16*** -0.12*** -0.12**
NL:Netherlands 0.57*** 0.62*** 0.10** 0.09* -0.18*** 0.03 -0.04 0.03 0.07
PT:Portugal 0.49%** 0.07 0.02 0.08* -0.04 0.05 0.18%** -0.08* 0.08
ES:Spain -0.02 -0.14%* -0.05 -0.04 0.12%** 0 0.04 0.14***  -0.03
SE:Sweden 0.15 0.15*** 0.12*** -0.04 0.11 -0.11 -0.16* -0.03 -0.02
CH:Switzerdand 0.15* 0.19*** 0.09** 0.1 0 -0.19***  -0.05 0.15** -0.11
GB:United Kingdom 0.18** 0.36*** -0.13***  0.08*** 0.01 -0.03 -0.10***  -0.14** -0.07*
US:United States -0.30*** 0.07* 0 -0.07** -0.10***  0.11* -0.27***  0.06 0.02

r 0.97 0.97 0.89 0.93 0.98 0.77 0.88 0.83 0.93
Average home effect0.25 0.15 -0.01 0.02 0.03 0.04 -0.01 0.07 0.01

legend: *10%; **5%; ***1% significance level
*Interacted with initial bilateral exposure



Table 4. Second Stage Regressions:

regressed on fundamentals
Data adjusted for coverage breaks

recipient effects

Immediate Borrower Basis Ultimate Risk Basis
Period: 2008h2
Institutional Investor Rating (2008g2)  0.001 0,001
GDP growth (2008) 0.007 0.004
2 0.01 0.01
#obs (3 61
Period: 2011h2
Institutional Investor Rating (201102)  -0.001 0.001
GDP growth (2011) 0.005 0.012**
r2 0.06 013
#obs g1 £l

legend: * p<.1; ** p<.05; *** p<.01
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Table 5. Second stage regressions: lender and home effects

regressed on indicators of bank soundness
Immediate Borrower basis and adjusted for coverage breaks

Lender effects - m e e e e e e e e -- Home eff ects

Period: 2008h2

bank soundness 2008 Qo1 -0.02

change in bank soundne ss 2008-10 003 -0.06

systemiccrisis 2008 -0.08 0.09

exposure giips 2008q2 -1.32*R -0.26

dome stic lending/total lending 2008q2 0.39"**R -018

r2 o.01 006 a12 0.26 0.4 o.01 007 aocs o
#obs 17 17 17 12 17 17 17 17 2 17

Period: 2011h2

bank soundne ss 2010 0.06***R -0.05

change in bank soundne ss 2008-10 QO7**R -0.08%*

systemiccrisis 2011 -0.09** 0.08

exposure giips 20112 -141%*R 104

dome stic lending/total le nding 2008q2 014 -014

r2 05 .44 Qs 038 0.8 Qis 0.25 oo 005 o003
#obs 18 18 18 13 18 i8 18 18 B 18

Legend: * p<.1; ** p<.05; *** p<.0L. Constant term included but not presented.
R: indicatesthat results continue to be statistically significant when using ultimate risk basis. Significance leve| falls to 10% leve | for change in bank soundness.
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