ABSTRACT

This doctoral thesis comprises four independent empirical studies investigating how international
capital flows and the development level of domestic financial institutions influence bank credit
and shadow banking. The effects of both international factors and domestic institutional factors
are analyzed in various countries.

While previous studies of bank credit and shadow banking focus only on particular factors,
that is either external or internal, this study provides a novel contribution by investigating the
effects of both external and internal factors. This study seeks to enrich the literature in several
ways. First, it explores the internal and external factors that influence the level of domestic bank
credit in developing countries. Second, this research analyzes the determinant factors, both
external and internal, of the level of shadow banking assets in developed and developing countries.

The main objective of this study is to provide macro-level analysis of factors influencing
banking credit and shadow banking in various countries. This doctoral thesis is organized into
seven chapters. Chapter 1 provides a general introduction to the subject and sets out the aims of
the research. Chapter 2 presents a conceptual review on bank credit and shadow banking. Chapters
3 to 6 present the four distinct empirical studies, each of which addresses an aspect of the research
topic (see below). The study scope becomes narrower after each stage. Finally, Chapter 7 presents
conclusions and future research.

Chapter 3 examines the effects of international capital flows (a key external supply factor)
and domestic financial institution development on the level of domestic credit in 74 developing
countries between 2005 and 2017. Through dynamic panel data estimation, the study in this

chapter yields three main findings. First, domestic credit in developing countries is closely



associated with international capital inflows to the banking sector but harmed by rising foreign
capital inflows to other financial institutions. Second, domestic financial institution development
is essential for increasing domestic credit in developing countries. Third, an increase in
international capital inflows to the banking sector will stimulate the level of domestic credit under
less-developed domestic financial institutions.

Chapter 4 examines the separate and combined effects of cross-border capital inflows and
domestic financial institution development on the level of shadow banking assets. Using a panel
dataset of 23 countries over the period 2005-2017, three indicators of domestic financial institution
development (depth, access, and efficiency) are tested while controlling for their interaction with
two types of cross-border debt inflows (to banks and to other sectors). The study in this chapter
yields three main findings. First, cross-border debt inflows to banks harm the level of shadow
banking assets. Second, the development of domestic financial institutions forms the foundation
of the shadow banking system. Third, the development level of domestic financial institutions
largely determines whether cross-border debt inflows will impact the level of shadow banking
assets.

Chapter 5 explores how US bank claims and European bank claims on emerging market
economies (EMESs) relate to the level of shadow banking assets in 11 major EMEs over the 18-
year period spanning 2002—-2019. Using a fixed-effects panel model, the study in this chapter finds
that cross-border bank flows from US banks and European banks have different effects on the level
of shadow banking assets in EMEs. Specifically, the impact is significantly positive for US bank
claims but significantly negative for European bank claims.

Chapter 6 analyzes the impact of exchange rate shock on non-core bank liabilities in

Indonesia. This study employs the impulse response function in a vector autoregressive model,



which is applied to quarterly data for the period 1990Q1-2020Q4. The study in this chapter yields
two important findings. In the short run, there is a significant positive relationship between
exchange rate shock and the ratio of non-core liabilities to core liabilities in Indonesia. In the long
run, however, this relationship becomes significantly negative. These results indicate that non-core
bank liabilities serve as an indicator of financial procyclicality. In open EMEs (including
Indonesia), a major portion of non-core bank liabilities are foreign exchange-denominated, often
short-term. Consequently, domestic currency depreciation impacts on capital outflows through the

contraction of banking sector debt, resulting in a sharp reduction in non-core bank liabilities.
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