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Abstract
This paper aims to understand the development of banking activities in emerging market economies not only
for evaluating the impact of them for encouraging emerging economies’ growth, but also establish the overall
effect of these processes to the global financial market. The object of study is the banking activities of emerging
market economies, and the subject is the impact of banking activities development on the economic growth of
emerging market economies. The author substantiated the thesis that for emerging market economies’ financial
development should be examined in terms of banking stability, competition, and economic growth. The author
also reveals specific characteristics that distinguish banking activities of emerging market economies from
developed countries by evaluation of bank performance using criteria of stability, profitability, and efficiency.
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Introduction
Over the last decades, the banking sector
worldwide transformed continually. The sub-
stantial transformation of banking activities
was triggered by numerous changes in na-
tional and global level such as technological
development, international competition, de-
regulation of financial services, banking cri-
ses, privatisation of state-owned banks, and
others. Notably, during the last few years, the
role of the emerging economy in the world
economy is increasing substantially due to its
economic growth, industrial potentials and a
massive supply of resources and labour to the
advanced economy countries. As most of these
transitions take place in emerging economies,
and the role of those countries boosts, it is
highly valuable to understand the develop-
ment of banking activities in emerging market
economies not only for evaluating the impact
of them for encouraging emerging economies’
growth, but also establish the overall effect of
these processes to the global financial market.
In the context of banking activities of emerg-
ing market economies, the historical impact of
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its development, current trend and its impact
in economic potential should be highlighted in
advance.

The global financial crisis of 2008 has shown
the importance of a sound and profitable banking
industry in developed, developing, and emerg-
ing countries as well. But in comparison with
banks in a developed and developing market,
banks of the emerging market were impacted
by the crisis in less extend due to the prudent
policy and healthy macroeconomic condition.
Thus, emerging market economies’ banking per-
formance should be measured and sustained
at an appropriate level to secure from nega-
tive consequences. The current research mostly
highlighted the importance of emerging coun-
tries’ banking stability and profitability on the
economic growth of the country. In recent years,
there has been an increasing number of stud-
ies conducted in examining the relationship
between financial development and economic
growth and established a direct relationship be-
tween them. But as for emerging market econo-
mies’ financial development should be examined
in terms of banking stability, competition, and
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economic growth. There are many articles and
research are conducted for evaluating the current
trends in the banking sector and its relationship
with economic growth, which mostly concerns
countries with developing economies. Whereas
previously, most of the works are highlighted
the development process of banking activities in
developed countries and revealed positive trends
in economic growth and productive capacity of
the individual country.

The current trend in the analysis of many
types of research is concentrated on banking
activities of emerging economies of Asia, Latin
America and Sub-Saharan Africa and its impact
on encouraging economic and financial growth
to the global level. Also, because of deregula-
tion and liberalisation, the number of foreign
banks in emerging market economies increased
by 74 per cent and their market share doubles
between 1995 and 2009. Currently, the trends
continue with more moderated pace, but the role
of them in the development of emerging market
economies’ banking sector is irreplaceable. The
number of studies conducted on the problem
concentrated on two opposing opinions stating
the foreign banks either encourage overall ef-
ficiency or cause financial instability. Despite a
massive literature on this topic, the risk foreign
banks impose on emerging market countries’
domestic banks should be evaluated in advance.

The primary goal of this research work is to
evaluate the extent of development of banking
activities in emerging market countries and pro-
vide an analysis of the performance of emerging
market banks. The objective of assessing modern
trends in the development of banking activities
of emerging economy countries and establish-
ing the role of them in encouraging economic
and financial growth in the rough competition
of global market would be performed by use of
different statistical and non-statistical meth-
ods. Moreover, the object of study is banking
activities of emerging market economies, and
the subject is the impact of banking activities
development on the economic growth of emerg-
ing market economies. For the accomplishment
of the goal of this paper, the following tasks
should be fulfilled:

To observe current trends in development and
determinants that characterise banking activities
of emerging market economy countries

To reveal specific characteristics that dis-
tinguish banking activities of emerging market
economies from developed countries

To evaluate bank performance using stability,
profitability, and efficiency

To establish relationship and effect of banking
activities development and economic growth for
emerging market economies

To determine any characteristic differences
of banking activities’ development for emerging
economies and developed economies

To present a practical example by analysing
trends and relationships for emerging economies
region and a particular country.

The Banking Sector in Emerging
Market Economies

Main Determinants of Banking Activities
Development in Emerging Market
Economies

Much improved economic fundamentals stimu-
lated emerging market banks to join the rank-
ing of the largest banks in the world. Emerg-
ing-market banks are growing faster than
banks in developed and developing countries.
In 2018, 10 of the world’s 50 largest banks by
market capitalisation come from emerging
markets and together merging market banks
account for one-third of global banking rev-
enues'. Whereas 50 of the world’s top banks by
asset 12 is from emerging economies, i.e. all of
them from China?. Chinese banks dominate the
largest banks of the world, i.e. from top 100
banks, 20 are Chinese, 5 Brazilian and 5 South
Korean. Table 1 presents the largest banks of
the world from emerging market economies in
terms of market capitalisation and assets.

The banking activities are one of the most
important achievements of economic civilisation
in the financial intermediation process, which
encompasses multiple tools for regulating and
maintaining the stability of the whole economy.
The banking activities perform five functions
which are providing information on allocation
of resources, facilitating the exchange of goods

! Biggest Banks in the World 2018, Global Finance Magazine,
2018. https://www.gfmag.com/magazine/november-2018/big-
gest-banks-world-2018.

2 Top 100 banks in the world, 2018. Bank around the world,
2018. https://www.relbanks.com/worlds-top-banks/assets.
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Table 1

World’s largest banks from emerging market economies 2018

Market capitalisation,

N Company name Country biltion $ Assets, million $
1. Industrial and Commercial Bank China 308.63 4,006,242
of China

2. China Construction Bank China 253.3 3,397,688
3. Agricultural Bank of China China 181.4 3,233,212
4. Bank of China China 167.89 2,989,653
5. China Development Bank China 121.67 2,450,812
6. Bank of Communications China 64.54 1,388,024
7. China Merchants Bank China 110.84 967,141
8. Itau Unibanco Holding Brazil 71.19 901,764
9. Industrial Bank China 43,63 985,448
10. Banco Bradesco Brazil 49.84 897,512

Source: Global Finance Magazine, 2018.

and services, encouraging trading and risk di-
versification, pooling and mobilising deposits,
and monitoring investments. Therefore, banking
activities development defines the efficiency
of conducting these functions. The number of
literature and studies highlight the irreplace-
able role of banking activities in an increase in
economic productivity and efficiency of com-
panies. The banking sector development dif-
fers from country to the country depending on
economic growth, openness to trade and capital,
financial and political institutions, income level,
geographical endowments, and human capital.
Thus, establishing what makes banking sector
to develop is essential to encourage economic
growth for specific countries.

The banking activities are multi-dimensional
by its nature, and evaluating determinants of its
development is complicated. In many empirical
studies, gross domestic products (GDP) is used
as the primary determinant of banking sector
development. Still, the single measure is not
enough to provide comprehensive information
on the development of a multi-dimensional
phenomenon. Measuring the development of
the financial sector and particularly the bank-
ing sector is complicated and mainly depends
on the development of the financial system
of the concrete country. Feyen and Levine, in
their work, identified four dimensions of bank-
ing sector development as depth, access, ef-
ficiency, and stability (Feyen & Levine, 2013,
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pp.17-21). As for emerging economies’ banking,
the measures of depth, efficiency and stability
are more sensitive. Thus, the composition of
different indicators is required to be used in
determining banking activities development.
Banking activities development as a critical
element of economic growth can be estimated
by the used of numerous theories including
endowment theory, law and finance theory,
financial liberalisation theory, interest group
theory, inflation, and finance theory. All these
theories identify and highlight determinants
that either promote or deter banking activities
development.

First, the endowment theory states the sig-
nificance of institutions in banking activities
development and emphasises the dependence
of the quality of banking activities upon its
development (Filippidis & Katrakilidis, 2014,
pp. 501-507). This theory examines institu-
tion and geography as the main determinants of
banking activities development. As for emerging
countries the geographic location is closely in-
terrelated to its development, i.e. the countries
that are in borders of developed and develop-
ing countries which provides possibilities to
share knowledge, experience, and practices to
improve institutions. The theory stipulates two
assumptions:

The historical conditions do not influence the
formation of institutions, and current institu-
tions are independent of a historical one
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The influence of historical conditions on cur-
rent formation and development still exists.

The developed financial institutions primar-
ily decrease the cost faced by economic agents
which increase the efficiency of the banking
sector. The significance of financial institutions
in the development of banking activities was
studied by Law and Azman-Saini, Asiama and
Mobolaji (2015), Herger, Filippidis and Katraki-
lidis (2014). Law and Azman-Saini (2012, pp.
217-220) in their work highlighted the posi-
tive role of institutions in banking activities
development. They emphasised the high-quality
institutional environment is a defining factor
in enormous growth in the banking sector in
developed and developing countries. In contrary,
Asiama and Mobolaji explained the negative
impact of inefficient and ineffective institu-
tions on banking activities growth (Asiama &
Mobolaji, 2015). Currently, the best measure of
institutional efficiency in international level
is an institutional quality index (IQI) devel-
oped by World Bank which ranks 191 different
countries in terms of the rule of law, corruption,
voice and accountability, freedom of the press,
global competitiveness, economic freedom and
doing business. Table 2 provides the raking of
emerging countries in terms of institutional
quality in 2017.

Second, the theory of law and finance is
closely related to institutions and reveal the
importance of law and legal systems in the de-
velopment of banking activities. The relationship
between law and development of banking ac-
tivities was researched widely. Coyle and Turner
(2013, pp. 810-813) stated that if right and ap-
propriate law is as itself guarantee for the de-
velopment of banking activities. The regulation
of the financial market in emerging economies
must deal with institutional constraints to pro-
mote financial stability. In emerging economies,
the banks are mainly regulated through capital
requirements, resolution mechanisms on failing
banks, increasing transparency, liquidity risk
and leverage management, and coordination
among regulations (Eswar, 2017).

Third, the concept of financial liberalisation
developed by McKinnon and Shaw emphasises
on financial liberalisation and consequent pos-
sibilities of banking activities development.
The banking sector is considered as liberalised

Table 2
Institutional quality index of emerging market economies
in 2017

Country 10l score Ranking
1 Argentina 0.3082 138
2 Brazil 0.4397 104
3 (Czech Republic 0.8181 25
4 China 0.3727 118
5 Turkey 0.4903 91
6 India 0.4940 90
7 Indonesia 0.5114 86
8 Malaysia 0.6478 53
9  Nigeria 0.2480 151
10  Republic of Korea 0.7842 29
11  Poland 0.7861 28
12 Juen 0.3497 126
13 Thailand 0.4790 94
14  Philippines 0.5148 85
15 South Africa 0.5923 59

Source: Institutional quality index in 2017.

when the restrictions imposed on its activities
by the government and other institutions are
eliminated, and capital flows are permitted. But
the liberalisation of banking activities does not
necessarily lead to the development of banking
activities, i.e. the most of developed countries
experienced crises as a result of liberalisation.
Atiq and Haque (2013) established that finan-
cial liberalisation should be at an appropriate
level, not to restrain banking sector develop-
ment. Whereas, Ahmed (2013, pp. 261-265)
in his work highlighted the positive effect of
financial liberalisation in most of the emerging
countries by examining by means of empirical
assessment. Banking Z-score measures the ex-
tent of liberalisation of the individual country’s
banking sector, which primarily establishes the
probability of bank default. It is calculated as
Z-score of every bank in the country and then
weighted as average for the overall banking
sector. Higher the Z-score higher the process of
liberalisation and vice versa. The Z-scores for
banking activities of emerging market countries
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Table 3
Z-score of emerging market economies in 2017

Country Z-score
1 Argentina 6.83
2 Brazil 15.21
3 Czech Republic 13.93
4 China 20.83
5 Turkey 8.07
6 India 18.17
7 Indonesia 6.08
8 Malaysia 16.31
9 Nigeria 15.44
10 Republic of Korea 10.2
11 Poland 8.47
12 Russian Federation 5.82
13 Thailand 7.33
14 Philippines 1774
15  South Africa 14.69
World average 12.67

Table 4
Trade and financial openness index for emerging
countries

Country TOI (%) FOI
1 Argentina 25.02 0.05
2 Brazil 24.12 0.1
3 Czech Republic 151.70 0.7
4  China 37.80 0
5  Turkey 54.12 0.7
6 India 41.07 0.1
7  Indonesia 39.54 0.3
8 Malaysia 135.84 0.2
9 Nigeria 26.35 0.9
10 Republic of Korea 80.78 0.9
11 Poland 104.56 0.2
12 Russian Federation 46.73 0.55
13 Thailand 122.80 0.05
14 Philippines 71.83 0.1
15 South Africa 58.18 0.25

Source: Bank Z-score. World Bank, 2017.
https://databank.worldbank.org/data/reports.
aspx?source=1250&series=GFDD.SI.01.

shows the favorable result for eight countries
out of selected 15 (see Table 3). Also, for most
emerging market countries’ banking sector, the
Z-scores are increasing from 2012.

Fourth, interest group theory postulates the
importance of macroeconomic factors on the
development of the financial sector, i.e. open-
ness to trade and capital flows to the country.
In providing their significance for encourag-
ing financial development, man researchers
highlighted that only a combination of both of
them promotes banking activities development.
Studies that especially emphasised the role of
trade and capital flows for banking activities
development are Mahawiya, Andrianaivo and
Yartey. For emerging countries, the openness to
capital and trade flows already at a high level to
most countries. Trade and financial openness
indexes measure the degree on which country
is exposed to foreign trade and capital. These
indexes developed by the IMF are presented in
Table 4 for emerging economies in 2017.
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Source: UNCTAD Statistics. UNCTAD, 2017. https://stats.
unctad.org/handbook/MerchandiseTrade/Indicators.html.

Fifth, inflation and finance theory is the
only theory that proposes the factor which has
a strong negative impact on the development of
the financial sector. Inflation can be described
as a persistent rise in the price and defines
the overall macroeconomic stability. Kim and
Lin (2013, pp. 343-345) in their work stated
that high inflation rates discourage banks
from providing long-term credit and causes a
reduction in the allocation of resources. But
Huybens and Smith, in their empirical work,
highlighted the point that when the inflation
rate reaches 15 per cent, the negative effect
of inflation in banking development reduces.
In this context, the point of view of Ayadi is
essential, i.e. he discovered the lesser nega-
tive effect of inflation in emerging countries
with capital flows openness (Ayadi & Naceur,
2015). Figure 1 shows the relationship between
economic growth of emerging economies and
inflation rates, which apparently represents
reverse dependence, assuming in high eco-
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Figure 1. Emerging economies growth and the inflation rate

Source: IMF, RBA.

nomic growth corresponds to the development
of banking activities.

There are many other determinants, including
income level, government, culture, democracy,
and human capital which would affect the bank-
ing development. Theoretically, all these deter-
minants regarded to have a favourable influence
on the development of the financial sector. The
effects of each determinant can be summarised
as represented in Table 5. Not all determinants
have a direct positive impact on banking de-
velopment, i.e. some determinants which have
a positive effect on developed countries’ bank-
ing have a negative impact on emerging market
banking activities.

The Banking Activities Performance
in Emerging Market Economies
The banking performance is a measure of
profitability, stability and efficiency, the im-
portance of which increased after the global
financial crisis of 2008. Even though banking
profitability has shrunk after the global fi-
nancial crisis in both developed and emerging
countries, it is still the best measure of bank
performance. The empirical studies on bank
profitability can be divided into two direc-
tions: analysis of banking profitability in mul-
tiple countries and analysis on the example of

Table 5
The effects of the main determinants of banking activities
development for emerging market countries

Effect on banking

Main determinants
development

Institutional quality Positive

Legal system and

regulation Negative/Positive

Liberalisation Positive

Trade and financial Positive/Negative

openness
Economic growth Positive
Inflation Negative

Source: The author.

a single country. In other words, there are a
few studies on emerging market countries. But
the studies of the individual emerging country
provide evidence that risk and competition af-
fect profitability as in Table 6.

The banking profitability is measured either
by return on asset or return on equity. Return
on asset (ROA) is the simplest measure of prof-
itability, which reflects the ability of the bank
to generate profit from asset management. It
is calculated as the ratio of net income before
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Table 6

The empirical studies on bank profitability of emerging market economies

Study references

Banking sector investigated

Main findings

Mirzaei A., Moore T., Liu
G.(2013)

Sufian F. (2011)

Liu H., Wilson J. (2010)

Sufian F., Chong R.
(2012)

TanY., Floros C. (2012)

Emerging countries banking

sector (Czech Republic, Poland,

Turkey)

South Korean banking sector

Japanese banking sector

Philippine banking sector

Chinese banking sector

Market share and concentration have an
insignificant and negative correlation with
bank profitability.

Risk has a negative impact on bank
profitability.

Higher profitability tends to have banks
with lower risks, greater capital, and higher
efficiency.

Risk and bank profitability have a negative
correlation.

Taxation and GDP growth rate have a negative
impact on bank profitability.

Source: The author.

Table 7

Bank profitability in selected emerging market countries for 2015-2017

ROA (%) ROE (%)
Country

2015 2016 2017 2015 2016 2017
Argentina 3.59 3.22 3.38 30.82 26.50 28.54
Brazil 1.06 0.92 1.43 13.89 11.16 15.47
Czech Republic 1.26 1.32 1.42 12.04 12.25 13.78
China 1.09 1.54 0.96 16.99 22.44 13.83
Turkey 1.34 1.10 1.39 12.38 10.02 12.77
India 0.75 0.31 0.47 10.61 4.24 6.17
Indonesia 2.16 1.75 1.72 17.35 13.35 11.93
Malaysia 1.36 0.93 1.04 12.67 9.09 10.56
Nigeria 2.09 1.47 1.53 14.88 10.14 10.69
Republic of Korea 0.41 0.32 0.48 5.16 4.24 6.73
Poland 1.07 0.85 0.96 9.59 7.56 8.6
Russian Federation 1.00 1.00 0.49 8.68 8.68 5.93
Thailand 1.39 1.13 1.16 12.14 9.53 9.28
Philippines 1.27 1.14 1.19 12.22 10.62 10.89
South Africa 0.90 0.91 1.19 12.34 15.42 15.46
World average 1.19 1.02 1.02 12.21 10.23 10.23

Source: World bank’s Global Financial Development Database (GFDD), 2018. https://data.worldbank.org/indicator/FB.AST.NPER.

ZS?view=chart.
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Figure 2. The correlation of ROA with different factors

Source: Kohlscheen & Murcia, 2018, pp. 6-9.

extraordinary items and taxes to an average as-
set for the period. Bank profitability in emerging
economies was an upward trend until 2007, but
it extremely high in comparison with developed
countries. The current average of banking in-
dustry ROA is 1.12 per cent and 1.02 per cent for
banks with an asset less than $1 billion?. Thus,
in our analysis, the measure of 1.02 per cent is
more appropriate taking into account that most
of the banks in the emerging market, excluding
Chinese largest banks with assets of $4 trillion
individually*. Return on equity (ROE) in its turn
is a measure of net income generated by invested
capital of shareholders. It is calculated by divid-
ing net income before extraordinary things and
taxes to average capital. The average ROE for
the banking industry is 10.34 per cent for large
institutions and 10.23 per cent for smaller, which
is suitable for emerging market banks (Table 7).
By comparison with average ROA and ROE,
the measure of ROE is more favourable than
ROA in emerging market banks. Despite this
fact, ROA and ROE of emerging market banks
are very promising. Mostly, bank performance
in emerging markets is affected by credit growth,
long-term interest rate, and by short-term inter-

® Average ROA and ROE for banking industry. Weiss Rating,
2018. https://greyhouse.weissratings.com/ROA-ROE-and-
What-These-Key-Measures-Mean-for-YOUR-Bank.

+ Biggest emerging market banks 2018. Global finance, 2018.
https://www.gfmag.com/magazine/november-2018/biggest-
banks-emerging-markets.

est rate and GDP growth to less extent. In other
words, bank profitability in emerging markets
is influenced more by credit growth. Figure 2
illustrates the correlation of real loan growth,
short-term and long-term rate with ROA growth
in selected emerging countries. Bank loan growth
per bank and long-term interest have a strong
positive relationship with ROA, while short-term
interest rate causes a decrease in ROA due to
funding cost.

The GDP growth effect on profitability is less
than credit growth but influences both ROA and
ROE. The relationship between GDP growth with
ROA and ROE using the quadratic and linear
model is represented in Figure 3. The concave
curve describing the relationship between ROE
and ROA with GDP growth (yellow and blue lines)
is similar to the linear curve (red line) indicating
a positive correlation of both ROA and ROE with
GDP growth. The exception is strong negative
GDP growth, where ROE is significantly sensi-
tive to negative GDP growth indicating high
relevance.

It is possible to measure the bank stability in
terms of net interest margin, non-performing
loans to gross loans and liquid assets to deposits
and short-term funding (Baum, Pundit & Rama-
yandi, 2018, pp. 4-7). The factors influencing
banking stability is discussed in many academic
and regulatory circles in different countries.
These works highlight competition, concen-
tration, market structure and derivatives role
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Table 8

The empirical studies on bank stability of emerging market economies

Study references

Banking sector investigated

Main findings

Fu X.,LinY., Monyleux P.
(2013)

Bermpei T., Kalyvas A.,
Nguyen T. (2018)

Asian banking sector (China,
Indonesia, South Korea, Malaysia,
Singapore, Thailand, Taiwan,
Philippines)

Emerging countries banking sector
(Argentina, Brazil, India, Indonesia,
Malaysia, Russian Federation, South

Bank concentration is no sufficient
measure of competitiveness.

Also, competition-stability and
competition-fragility relationships
are both true

Bank regulation and institutional
quality together effectively promote
bank stability by influencing

Africa, Thailand)

Emerging countries banking
sector (Nigeria, South Africa, China,
Philippines, Thailand, South Korea,

Mohammed A., Wolfe S.
(2013)
India)

Mirzaei A., Moore T., Liu G.
(2013)

Mohamed R. (2015) China, India)

Emerging countries banking sector
(Czech Republic, Poland, Turkey)

Emerging countries (Brazil, Mexico,

profitability rather than bank capital

Greater competition in the banking
sector and revenue diversification
enhance bank stability

Market share is positively correlated
with bank stability in emerging
market countries

The use of option and future
instruments affect negatively on
banking stability

Source: The author.
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Figure 3.ROE and ROA's correlation with GDP growth in selected emerging economies

Source: Kohlscheen & Murcia, 2018, pp. 12-15.

on banking stability in emerging economies
(Table 8).

Net interest margin (NIM) is a measure of
banking stability which expressed as the differ-
ence of interest income and interest expense
in ratio with interest-earning assets. In other
literature, it is also referred to as bank’s mark-
up — the difference between weighted average
yields of assets and liabilities. A very high or low
NIM can create distrust between bank share-
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holders and cause bank management problems.
NIM in emerging market banks volatile, but
stable in comparison with world average NIM.
Non-performing loan (NPL) is a loan that is
close or in the position of default, thus the
measure of the non-performing loan to gross
loan measures the of asset quality and prob-
lems with stability in financial operations. It is
calculated as the ratio of non-performing loan
to total loan on the balance sheet, including
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Table 1.9

Bank stability in selected emerging market countries for 2015-2017

Liquid assets to deposits

NIM (%) NPL to gross loans (%) and short-term funding
Country (%)

2015 2016 2017 2015 2016 2017 2015 2016 2017

Argentina 5.91 920 1035 199 1.74 1.84 4292 5623 61.27
Brazil 3.65 3.18 8.33 2.85 3.31 3.92 5467 4754  62.37
Czech Republic 241 2.31 2.25 5.61 548 4.59 19.02 2827 3374
China 2.84 4.07 2.29 4.01 3.92 344 1699 1575 13.83
Turkey 4.15 3.80 4.00 2.99 3.11 2.84 9.85 2438 2197
India 2.85 2.89 2.84 5.88 9.19 9.98 6.75 1326  15.13
Indonesia 5.68 5.70 6.39 2.43 2.89 256 2194 2062 1941
Malaysia 2.45 1.80 1.93 1.60 161 1.55 2010 18.19 17.00
Nigeria 7.12 6.84 5.60 486 1282 1481 2073 18.88 1732
Republic of Korea 2.06 1.52 1.86 0.49 0.46 0.47 8.19 1157 10.74
Poland 261 2.39 2.59 4.34 4.05 394 1344 1196  9.33
Russian Federation 4.25 1.45 411 8.35 945 10.00 4433 4076 3434
Thailand 2.95 2.72 2.94 2.68 2.99 3.07 18.27 17.84  18.07
Philippines 3.44 3.31 3.31 1.86 1.72 1.58 31.71 1196 12.64
South Africa 3.33 2.98 3.45 3.12 2.86 284 2209 2406 2312
World average 3.77 3.56 3.56 4.01 3.92 3.45 28.32 2796  21.34

Source: World bank’s Global Financial Development Database (GFDD), 2018. https://data.worldbank.org/indicator/FB.AST.NPER.

ZS?view=chart.

the non-performing loan. NPL to gross loan
in emerging economies is characterised by a
positive trend, i.e. decreasing in 9 of 15 rep-
resented countries. It means that emerging
market banks are increasing their ability to
enhance asset quality and conduct operation ef-
fectively not causing default problems. A liquid
asset to deposits and short-term funding is a
measure of bank stability that is calculated as
easily converting assets divided by the sum of

short-term funding and deposits. This indica-
tor is highly volatile in individual emerging
market banks, but higher than world average
indicating that they are managing assets and
liabilities effectively (Table 9)5.

Bank efficiency is also one of the bank perfor-
mance measures, which establishes bank health

> World bank’s Global Financial Development Database (GFDD),
2018. https://data.worldbank.org/indicator/FB.AST.NPER.
ZS?view=chart.
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Table 10

The empirical studies on bank efficiency of emerging market economies

Study references

Banking sector investigated

Main findings

Emerging countries banking sector
(China, India, Indonesia,

Du K., Sim N. (2016)
Malaysia, Thailand)

Phan H., Daly K., Akhter S.

(2016) Philippines)

Partovi E., Matousek R. (2018)  Turkey banking sector

Hou X.,Wang Q.,Zhang Q.

(2014) Chinese banking sector

Peng J.,Jeng V.,Wang J., Chen

Y. (2017) Taiwan banking sector

Emerging Asian countries banking
sector (Indonesia, India,

Bank M&A has a positive effect on
bank efficiency and mainly benefit
directed to the target bank.

Russia,

For banks in Indonesia, market
concentration is negatively
associated with bank efficiency.

For banks in Malaysia, India and the
Philippines, market competition is
negatively affecting banks efficiency.

Malaysia,

The presence of NPLs and riskier
portfolio diminish Turkey banking
sector efficiency.

There is a positive relationship
between bank efficiency and risk-
taking.

Both bank efficiency and profitability
are increased with shareholder value
maximisation.

Source: The author.

and drives the economic growth of the country.
The growing studies are concentrating on nega-
tive and positive relations of bank efficiency with
bank and market characteristics on single and
group of countries. For emerging market banks,
bank efficiency is studied on the relation of it
with bank M&A, market concentration, banks
size, NPLs and risk-taking (Table 10).
Currently, literature highlighted the phe-
nomenon of so-called financial inclusion which
is more appropriate for defining bank efficiency
(Goel & Sharma, 2017, pp. 952-954). A financial
inclusion system is a system that determines
bank efficiency in terms of its accessibility or
penetration, availability, and usage. Accessibil-
ity dimension of banks for emerging countries
is measured in this study by means of several
bank branches per 100,000 adults to define the
depth of the baking services access. In this case,
the number of accounts per capita also can be
used, but if the single person holds two and more
accounts, the result of the indicator would be
improper (Ahamed, 2016, pp. 208-212). Avail-
ability dimension of banks is measured by the
outreach pervasiveness of financial services in
terms of physical banks. It can be expressed
by geographical outreach of automated teller
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machines (ATMs) per 1000 km?, the number
of ATMs per 100,000 adults also can be used,
but km?defines geographic availability more
precisely (Allen & Carletti, 2014, pp. 113-117).
Usage dimension shows ease and affordabil-
ity of banking activities, and for measurement
transaction cost, ease of transaction and credit
plus deposit to GDP can be used (Jiang & Yao,
2013, pp. 3365-3367). But as banking transac-
tions costs and ease of transaction is different
for individual banking institutions, it is more
appropriate to use credit plus deposit to GDP
as a representative indicator. It represents the
extent to which people use credit and deposits
for banks, i.e. more efficient banks more credit
and deposits in circulation (Table 11). Bank ef-
ficiency in emerging market banks is always in
a positive trend, i.e. most of the countries are
increasing their position. The indicators of ac-
cessibility, availability and usage dimensions are
not only comparable with average world figures
but also characterised with substantial growth.

Bank performance based on bank profitability
and stability indicators represent a stable trend
for selected 15 countries between 2013 to 2017
(Figure 4). Figure 4 presents the average of each
indicator aggregated by comparison with world
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Table 11

Bank efficiency in selected emerging market countries for 2016-2018

Accessibility Availability Usage
Country Nur;t;re:rl gtf) ’t:)a;(;(:;?tihes ATMs per 1000 km2 Credit plus :i;[)aosit to GDP
2016 2017 2018 2016 2017 2018 2016 2017 2018
Argentina 1317 1337 1342 719 7.22 722 1653 1779 1877
Brazil 2072 2040 1922 2182 2155 2092 5179 5534  59.26
Czech Republic 2369 2236 2129 5896  61.08 6460 6543 6586  67.56
China 3781 3747 3870 6549 9232 9844 4475 4391 4495
Turkey 19.19 1814 1739 6005  60.25  61.51 4507 4447 4633
India 1354 1406 1472 6188 6791 7177 6426 6449 6596
Indonesia 1775 1739 1689 5481 5709 5887 3282 3371 3439
Malaysia 1051 1026 1006 3539 3442 3406 12445 12383 11954
Nigeria 498 474 444 1801 1910 1916 1791 1769 1727
Eif:abuc of 1676 1626 1545 12545 12448 12342 12402 12744 13029
Poland 3114 3102 2929 6164 6705 7232 5194 5359 5583
EEZZIZ%M 3291 3014 2922 1263 1229 1192 4134 4866 5041
Thailand 12.54 1238 1188 12429 12549 131.03 11464 11501 11445
Philippines 8.79 887 905 5808 6400 6801 6046 6279 6415
South Africa 1086 1016 1043 2221 2262 2255 5832 5952  59.54
World average  20.63 2072 2074 6312 6570 6614 5945 6135  62.16

Source: IMF’s International financial statistics, 2018 https://www.imf.org/external/pubs/ft/fsa/eng/pdf/ch02.pdf.

Source: The author.

Rank efficiency

Figure 4. Bank performance in emerging market countries for 2013-2017
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Figure 5. Percentage of foreign banks to total banks

Source: Global Financial Development Report 2017/2018. World Bank, 2018. https://openknowledge.worldbank.org/bitstream/

handle/10986/28482/9781464811487.pdf#page=41.

average into one measure of bank profitability,
stability, and efficiency. As apparently the figure
represents, bank efficiency in emerging market
banks is high surpassing both bank profitability
and stability. As emerging market banking ac-
tivities highly depend on developed countries
financial situation, stability is not guaranteed.
Banking activities profitability in the era of fin-
tech revolution and high regulation is consider-
ably presentable with constant growth.

Internationalisation
of Emerging Market Banking
A dramatic shift in wealth distribution is a
phenomenon that drives the global economy
in modern times. The emerging economies of
wealth is increasingly growing during the last
years and mainly driven by wealth distribution.
The total number of so-called high net worth
individuals in emerging economies, mostly
in Asian region drives the wealth attraction
to emerging economies. In other words, the
growth of high net worth individuals is com-
parative to GDP rate (Marques & Schneider,
2017, pp. 720-725). Many of these individuals
in emerging countries require the same bank-
ing services with the same qualities as in de-
veloped countries. Despite growth banks of the
potential emerging market, a large portion of
a population is still not banked at a sufficient
level or not banked at all. Thus, the result is a
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massive expansion of the internationalisation
of banks.

In the process of banking internationalisa-
tion, financial integration and globalisation are
driving force. In emerging market countries, it
is characterised by two directions: going abroad
and arrival. From 1995 to 2009, the number of
foreign banks entering emerging market econo-
mies increased by 74 per cent, but from 2010
the trend is considerably slowing (Ghosh, 2017,
pp- 84-87). The reasons behind such massive
movements of banks are as follows:

To accelerate asset under management to
attain a comparable size

To diversify current customers’ assets com-
position

To gather access to new products and tech-
nology

To gain more knowledge, more significant
presence, and further visibility

To encourage brand recognition.

In other words, foreign banks in host nations
are mostly driven by higher profits, diversifica-
tion of opportunities and accessibility for more
expanding services. Also, two main methods
of foreign banks entrance to the host country
are distinguished as entering through branches
and subsidiaries or merger and acquisition of
existing banks.

Historically, foreign banks in low-income
countries surpass by amount size those in
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Table 12

The empirical studies on foreign banks penetration on emerging market economies

Study references

Banking sector investigated

Main findings

ChenJ.,Zhu L. (2018)

Lee Ch., Chou P.(2018)

Wu J., Chen M., Jeon B. (2017)

Ghosh A. (2016)

Emerging countries banking sector
(Asia, Latin America, Eastern and
Central American region countries)

Emerging countries banking sector
(China, Czech Republic, Egypt,
Indonesia, Philippines, Taiwan)

Emerging countries banking sector
(Poland, Czech Republic, Argentina,
Brazil, China, India, Indonesia,
Thailand, Korea)

Emerging countries banking sector
(Argentina, Brazil, China, Czech
Republic, Hungary, India, Indonesia,

Foreign banks penetration using
competition encourages banking
activities development in Latin
America more than in Asia and
Europe

Financial market openness
improves financial market mobility
and liquidity in emerging markets
more than in developed markets

An increased presence of foreign
banks in emerging market
pressures financial stability and
implies higher risk than domestic
banks

The greater presence of foreign
banks and share of loan causes
reduction of both profits and costs

Poland, Qatar)

Hryckiewicz A., Kowalewski O.

(2011) Poland)

Emerging countries banking sector
(Czech Republic, South Korea,

for domestic banks

Foreign banks’ choice of

entrance depends on economic
characteristics and risk of country,
and emerging countries are more
attractive in these respects

Source: The author.

advanced and emerging countries. The dis-
tinguishing characteristic of foreign banks in
emerging market countries in comparison with
low-income countries is its persistent and sus-
tainable growth. This massive penetration of
foreign banks in emerging and low-income
countries can be described by their old banking
activities, the inefficiency of information and
the exemption from credit allocation regula-
tions which gives foreign banks possibility to
gain more profits. Some of the foreign banks
in advanced economies in continuous decline,
mostly because advanced countries already
undergone liberalisation and relation of regula-
tions. Thus, the entrance of new banks to the
market will have a marginal effect, i.e. there
is an insignificant influence. Therefore, due to
the lack of possibilities for development for new
participants even through increasing banking

sector openness, there is shallow penetration
to advanced economies (Figure 5).

Many emerging market banks were slow in
internationalisation due to the vast size, attrac-
tiveness, and comparative advantages of their
domestic market. Currently, this phenomenon
is under change by becoming the world’s lend-
ing force. But few of them are experiencing into
neighbouring countries following their large
multinationals (MNCs). Their attractiveness is
defined by competitive technologies and bank-
ing networks that will shape the banking future.
But before examining international strategies
of emerging market banks, it is essential to un-
derstand the environment that develops foreign
banks interest to the emerging market.

There is an increasing volume of the litera-
ture concentrated on the influence of foreign
banks on the emerging market. A presence of
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Figure 6. Total investments in the banking sector of emerging market countries for 2018
Source: International banking statistics, 2018. BIS, 2018. https://www.bis.org/statistics/rppb1810.htm.

foreign banks traditionally consider as a posi- Table 13
tive development for the financial market, but Percentage of foreign banks assets to total bank assets
in recent studies, the adverse effects of for- for 2016-2018

eign banks have been revealed. The principal

arguments supporting the positive impact of Foreign bank assets to total

banks assets (%)

foreign banks are their ability to bring capital, Country
technical improvements and skills, innovation 2016 2017 2018
and fostering competition. But current studies  Argentina 27 26 25
highlighted the destabilising role of foreign Brazil 16 15 1c
banks mostly due to increased competition, the razl
transmission of foreign shocks and imposed  Czech Republic 85 86 87
different risks to the domestic financial system  china 1 1.32 1.45
(Table 12).
. . Turk 15 16 17
There are many pieces of evidence that uriey
across developed, developing, and emerging  India 3 3 5
countries share of banks owned by foreigners Indonesia 27 28 29
1nc¥eased. F<.)r emerging countries like Brazil, Malaysia 17 17 17
India and China, the state-owned banks play an
essential role in the banking sector. Still, after ~ Nigeria 1742 1682  15.54
the crisis of 2008-2009, mainly the foreign Republic of Korea 7 7 8
banks helped to.recover from financial distress. Poland 56.6 455 443
A foreign bank is a bank where 50 per cent of _ _
overall shares are owned by foreigners. In this ~ Russian Federation 7 6 4
respect, Table 13 represents the percentage of  Thailand 7 8 9
foreign bank assets to total bank assets, where I
. . Philippines 1 1 1
the Czech Republic and Poland are substantially
South Africa 24 25.5 26

owned by foreigners.
Most countries have a share of foreign bank  World average 26 24.3 221

assets to total bank assets of less than the world , .

Source: Percentage of foreign bank assets to total bank
average. These small shares also can be de- ;ssets. World Bank, 2018. https://databank.worldbank.org/
scribed by the fact that the number of total as- data/reports.aspx?source=1250&series=GFDD.OL.16.
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sets of local banks of emerging market countries
is considerably increasing over several years.

Several developed countries dominate the
amount of total investment made to the bank-
ing sector of emerging market countries. Among
them, the UK and US are distinguished by co-
lossal investment and increasing interest in
emerging market banking activities. Despite
numerous obstacles to enter and operate in
the new market, especially the banking sec-
tor in which high regulation and competition,
they adapt to it successfully. Investments in
the form of establishment of new banks, in-
cluding branches and subsidiaries, increased
substantially from the US and Japan. The UK,
the US, Germany, Australia, and Japan invest
in emerging Asia more than in emerging Latin
America and Europe. While Spain, Austria, Italy,
and the Netherlands more often contribute to
emerging Europe and Latin America (Figure 6).

Branches, subsidiaries, and representative
offices of foreign banks in emerging countries
are mostly established in capital cities and then
in less extent in other places. The superiority
of different countries foreign banks employing
branches, subsidiaries and representative offices
can be represented as follows:®

Argentina banking sector — HSBC, Deutsche
Bank, Santander Bank, BNP Paribas (European
banks)

Brazilian banking sector — Barclays, San-
tander Bank, HSBC, Credit Suisse, BNP Paribas
(European banks)

Czech Republic banking sector — BNP Paribas,
Deutsche Bank, HSBC, UniCredit Bank, Raiffeisen
Bank International (European banks)

Chinese banking sector — Citibank, J.P. Morgan,
Morgan Stanley, East-West bank (American banks)

¢ Banks around the World, 2018. https://www.relbanks.com/
best-banks.

Turkish banking sector — Merrill Lynch Bank,
J.P. Morgan Chase, Citibank (American banks)
and Deutsche Bank, HSBC, Societe Generale
(European banks)

Indian banking sector — Standard Chartered
Bank, Barclays Bank, The Royal Bank of Scotland,
Deutsche Bank, Societe Generale (European
banks) and Shinhan Bank, Woori Bank, KEB Hana
Bank, Industrial Bank of Korea (South Korean
bank)

Indonesian banking sector — Bank of America,
Citibank, J.P. Morgan Chase (American banks)

Malaysian banking sector — Standard Char-
tered Bank, HSBC, Deutsche Bank, BNP Paribas,
Royal Bank of Scotland (European banks)

Nigerian banking sector — Citibank and
J.P. Morgan Chase (American banks)

South Korean banking sector — Bank of
America, Bank of New York Mellon, Citibank,
J.P. Morgan Chase (American banks)

Poland banking sector — BNP Paribas, Credit
Agricole Bank, Credit Suisse, DZ Bank, HSBC,
Societe Generale (European banks)

Russian banking sector — Raiffeisen Bank
International, Societe Generale, Home Credit
& Finance Bank, Credit Europe Bank (European
banks)

Thailand banking sector — The Bank of To-
kyo-Mitsubishi, Sumitomo Mitsui and Mizuho
(Japanese foreign banks)

Philippines banking sector — J.P. Morgan
Chase Bank, Citibank, Bank of America, Wells
Fargo Bank (American banks)

South African banking sector — Standard
Chartered Bank, Societe Generale, Deutsche
Bank (European banks).

These list of foreign banks in selected emerg-
ing market countries prove the results of Figure 6,
which highlights the increasing role of American
and European banks in the internationalisation
process.
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PasBuTHeE BAHKOBCKOM 0eATENbHOCTM B CTPAHaX € GOPMUPYIOLWLENCS PbIHOYHOM IKOHOMUKOM

OtronTyrc HapaHrya
bakanaBp 3KOHOMUKM paKynbTeTa MEXAYHAPOAHbIX GUHAHCOB, [lenapTaMeHT MUPOBOM 3KOHOMMKM
U MeXAyHapoaHbIX GuHaHcoB, PMHAHCOBLIV YHUBEPCUTET, MockBa, Poccus

AHHomayus. Llenb cTaTbm — aHanu3 cneumudmkn pa3BuTUa HAHKOBCKOW AeATeNbHOCTM B CTPaHAX

¢ GopMuUpyOLLENCS PbIHOYHOM SKOHOMMKOM. ITO BAXKHO HE TOJIbKO A5 OLLEHKW ee BAUSHUS HA CTUMYNMpPOBaHME
poCTa Pa3BUBAOLLMXCS IKOHOMUK, HO U ANS YCTAHOBAEHMS OOLLEro BAUSHUS 3TUX NPOLLECCOB HAa MUPOBOM
(uHaHCOBbIN pblHOK. O6bEKTOM MCCNefoBaHUs ABNSeTCS OaHKOBCKAs AeATENbHOCTb, @ €ro NpeiMeToM —
BAUSIHWE PA3BUTUS BAHKOBCKOM AeATeNbHOCTM Ha SKOHOMUYECKMI POCT AaHHbIX cTpaH. O60CHOBAH Te3nc

0 TOM, YTO A5 3TUX CTPaH GMHAHCOBOE Pa3BUTME AOMKHO PACCMATPMUBATLCS C TOUKM 3peHUs BAHKOBCKOW
CTabUNbHOCTU, KOHKYPEHLMM M 3IKOHOMMYECKOTO pocTa. BbigBneHbl cneunduueckme xapakTepucTukiu,
oTanyatolme 6AHKOBCKYH AeATeNbHOCTb CTPaH C GOPMUPYOLWENCS PbIHOYHOM 3KOHOMMKOM OT pa3BUTbIX
CTpaH, NyTeM OLEHKM AesTeNlbHOCTM BaHKOB C MCNOb30BaHUEM KpUTEPUEB CTabUNbHOCTHU, NPUBBINTBHOCTH

N 3bOEKTUBHOCTH.

Knrydegsie cnosa: 6aHKOBCKas AedaTenbHOCTb; GOPMUPYHOLLANCS PbIHOYHAS 3KOHOMMKA; BAHKOBCKME KPU3UChI;
duHaHcoBbI Kpusnc 2008 T.
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