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Motivation

Bank activity restrictions index
Barth et al. (2013), World Bank surveys

Bank regulations vary around the world

3.25 – Hong Kong

6.50 – Singapore

8.50 – U.S.

3.75 – U.K.

9.67 – Indonesia
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Motivation
• A few financial institutions dominate 

global banking.

• Regulatory inconsistency impacts the 
banks’ capital flow and risk taking 
abroad (Houston et al. 2012, Ongena et 
al. 2013, Karoyi and Taboada 2015).

• Prior research does not examine the 
effect on bank transparency.



Research Questions
Bank transparency 

• facilitates outside monitoring and discipline
• mitigates downside risk vulnerability
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RQ2: 
Does foreign subsidiaries’ 
transparency affect their 
stability?

RQ1: 
Do regulatory differences 
affect the transparency of 
banks’ foreign subsidiaries?



Parent Bank
(home country)

Foreign sub. B 
(host country B)

Reg. rest., home = 
Reg. rest., host

Research Setting - Example
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Foreign sub. A 
(host country A)

Majority-owned foreign sub.
• controlled by parent
• separately capitalized
• subject to host-country 

regulations 

Reg. rest., home > 
Reg. rest., host



Summary of Findings
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• Foreign subsidiaries reduce disclosures on loans and 
securities when their home countries have tighter activity 
restrictions than their host countries.

• Foreign subsidiaries with lower transparency are more 
likely to fail or experience large deposit withdrawals during 
the crisis.



Hypothesis 1
H1: Foreign subsidiaries’ transparency declines when their home-
country regulations have tighter activity restrictions than their host-
country regulations. 
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Home countries 
are more 
restrictive than 
host countries

Reduce outside 
monitoring (risk-shifting 
via foreign sub)

Hide proprietary 
information (profitable 
opportunities in foreign 
countries)

Foreign sub. 
transparency 

decreases

H1 may not hold, because
• consistent reporting practices benefit internal controls (Roth and O’Donnell 1996).
• transparency reduces the cost of capital (Francis et al. 2004).



Hypothesis 2
H2: Foreign subsidiaries with greater transparency are less likely to 
suffer from financial instability. 
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Foreign sub. 
greater 
transparency

Limits risk shifting 
Reduces uncertainty
Prompts intervention

Foreign sub. 
higher stability

The link may not exist, because 
• parent banks’ capital support (Gilbert 1991; Houston et al. 1997)
• transparency undermines bank stability (Dang et al. 2017)



Sample 
Distribution by year and country, Table 1
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Results for H1 Test
Regulatory diff. and Foreign Subsidiaries’ Transparency, Table 3A 
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level of 
disclosures 
related to loans 
and securities

Home-country 
activity restrictions 
index minus host-
country activity 
restrictions index
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Results for H2 Test
Transparency and crisis-period bank failure, Table 4A

Indicator=1 if a bank 
ceases to have 
financial statements 
during 2007-2009 
and is inactive

Disclosure levels 
prior to the crisis
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Results for H2 Test
Transparency and crisis-period deposit withdrawal,Table 4B

Indicator =1 if deposit 
growth falls below -23.6%
(bottom 10% of the 
distribution) 
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Mechanisms through Which Regulatory Diff. Affect Transparency
Table 5

Stronger results in host countries 
with weak supervisory power, 
consistent with risk-shifting 
incentives.

Results do not differ between 
high and low ROA subsamples, 
inconsistent with proprietary 
information considerations. 
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Bank Acquisitions, Diff-in-Diff Setting
Table 6

The effect materializes after 
acquisitions

Foreign subsidiaries’ transparency 
decreases subsequent to being 
acquired by banks in countries with 
more restrictive regulations



Additional Tests and Robustness Checks for H1 Test
• Use foreign branches as alternative benchmark sample
• Add controls of differences in other country-level regulation 

indexes 
• Include differences in country-level economic/governance 

factors
• Use audit opinion as alternative transparency measure
• Exclude influential countries 
• Restrict to commercial banks
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Contributions
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The effect of bank regulations on transparency 
• Prior studies focus on bank-level setting (Costello et al. 2016, Jiang et al. 2016).
• We examine the cross-border parent-subsidiary setting.

Consequence of international regulatory inconsistency
• Prior research offers mixed evidence on the economic consequence of 

regulatory arbitrage (Houston et al. 2012, Ongena et al. 2013, Karoyi and 
Taboada 2015).

• We provide additional evidence on the cost.

The effect of bank transparency on financial stability
• First to examine the effect of transparency on the stability of banks’ foreign 

subsidiaries.



Thank You
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