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My arguments 

• Dependent financialization: new forms of 
organization and new activities in financial 
markets through which foreign financial actors 
generate financial profits.  

• Transnational banks at the core of market-based 
modes of profit generation characterized by 
interconnectedness, state agency and fragility. 

• Taxonomy of fragile/financialized connections to 
theorize dep. financ. and to consider possible 
policy responses 

 



Background 

• Two waves of politically-driven KA liberalization post 1990, fast 
(Czech Republic and Baltic States by 1996) and gradual 
liberalizers  (Hu, Ro, Bg, Sk by 2006).  

 

• Similar sequencing: first FDI, last ‘hot’ interest-sensitive flows 
(non-resident access to money markets instruments) 

 

• KA liberalization with FDI targeting bank privatizations 

          

 Foreign bank assets/total banking assets (2012) 

 

 
 Bulgaria Cz. 

Rep 
Hungary Poland Romania Lithuania Estonia Slovenia 

2004 72 84 65 72 78 91 90 20 

2009 79 80 64 68 92 91 91 21 

	



10 BIS central bankers’ speeches 
 

Chart 1 

Bank assets/GDP in selected countries 

Chart 2 

Banking concentration in selected 
countries 

 

 

Source: Jorda, Schularick and Taylor (2011)  Source: Bank of England calculations, Capie, F. and 
Webber, A. (1985), FDIC, Bundesbank, Swiss 
National Bank, Bank of England calculations 

 

Chart 3 

Ratings uplift for systemic institutions 

Chart 4 

Implicit subsidy for systemic institutions 

  

Source: Moody’s, Bank of England calculations Source: Bank of England calculations 
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Chart  2.3.6: Evolution of liabilities of MFIs 1998-2012 
(euro area, €  billion) 

Chart  2.3.7: Evolution of assets of MFIs 1998-2012 
(euro area, €  billion) 

  

Notes: Customer deposits are deposits of non-monetary 
financial institutions excluding general government. 
Source: ECB data. 

Notes: Customer loans are loans to non-monetary financial 
institutions excluding general government. 
Source:  ECB data. 

Similarly, on the asset side of bank balance sheets, the relative importance of customer loans has 
fallen over time (chart 2.3.7). This applies in particular to loans to households and non-financial 
corporates. The proportion of interbank lending in total lending increased over time, reflecting 
greater interbank activity and interconnectedness between banks.  Also, trading assets and other 
assets increased substantially, relative to banks' total assets.  

There is, again, significant variation between EU Member States, also reflecting the difference in 
bank business models, as discussed in more detail in Chapter 3. In addition, different Member States 
display different savings patterns (e.g. with households in some Member States saving less in the 
form of deposits and more, say, in pension and insurance products, for tax and other reasons) and 
financing patterns (e.g. with corporates more reliant on bank finance in some Member States, due to 
the size and liquidity of the local capital market, the structure of the corporate sector and other 
reasons). Charts 2.3.8 and 2.3.9 contain more statistics on the total balance sheet and the level of 
bank loans and deposits by country (as a percentage of total assets).   

Chart 2.3.8: Ratio of deposits of non-MFIs to total assets 
of MFIs, by country  

Chart 2.3.9: Ratio of loans to NFCs and households to 
total assets of MFIs, by country 

  
Notes: Shows deposits of non-monetary financial institutions 
(non-MFI) relative to total assets, as reported in aggregate 
balance sheet of MFIs per country. Deposits are those of 
domestic counterparties only, with domestic referring to euro 

Notes: Shows loans to non-financial corporations (NFCs) and 
households relative to total assets, as reported in aggregate 
balance sheet of MFIs per country.  
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While European banks grew rapidly  



CEE absorbed some of that balance sheet growth 



Financialization – early contributions 

• As regime of accumulation (Krippner 2005), 
changing every-day life(Langley) of 
households (Lapavistas), as shareholder 
pressures (CRESC Manchester) 

• States: financialization of monetary policy 
(D’Arista 2005; Vernengo, 2008); central bank 
(Gabor, 2010; 2012). 

• Markets: currency, commodities, interbank 
etc. 

 
 

 

 

 



 Financialization as 
interconnectedness 

• Critical interconnectedness literature (Haldane 2009, 
IMF 2010, 2012; Blundell-Wignall et al 2010, 2012, 
Bruno and Shin 2012; Yellen 2013): 
– global banks as key nodes in global financial architectures, 

super-spreaders of systemic risk 
– intra-financial system creation, trading and management 

of risk (market-based banking) 
– cross-border, cross-currency funding of high-yielding 

assets (carry-trades) 
– political influence, regulatory capture or benign neglect 

• States as promoters, rather than (only) victims of 
financialization (different benefits depending on IPE) 



Theoretical framework 

• Typology of financialized/fragile connections 

 

– Interbank connections: with the domestic banking 
system 

 

– Protective connections: with the central bank 

 

– Shadow connections: with non-resident investors 

 



Interbank complementarities 

• Transnational banks use internal capital 
markets or lend to non-affiliated domestic 
banks (Cettorelli and Goldberg 2011) 

• Allocation of liquidity dependent on relative 
profitability 

• Internal capital markets as conduit of risks 
between host and home locations (de Haas 
and van Lelyveld 2011, Allen et al 2012) 

 



Figure	1	Cross-border	loans	from	BIS	banks,	as%	of	GDP	

 

Figure	2	Interbank	cross-border	loans/central	bank	
reserves	
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Vienna Initiative(s) 

• 2008-09: CEE initiatives to segment internal capital 
markets (Poland, Croatia, Latvia, Romania); 2011 
Austria 

• VI: yes to local banking model, but not through 
regulatory means ‘free movement of bank liquidity 
and capital in accordance with the Treaty for EU 
members’ (EBCI 2012) 

• Instead, accelerate financial development (mkt 
driven) to improve availability of domestic savings 



 
Banks as actors in IMF conditionality  

 
‘We are aware that it is in our collective interest and 

in the interest of Hungary for all of us to reconfirm, 
in a coordinated way, our commitment to maintain 

our overall exposure to Hungary. Mechanisms to 
specify this effort will be developed in due course, 

taking into account availability of adequate lending 
opportunities or alternative investment instruments 

in Hungary’  

(European Banking Group 2009). 

 

 



Protective connections 

• Banks’ market activities + cb currency 
manipulation 

• Resident banks endogenous create liquidity by 
intermediating K flows a la Rey’s (2013) dilemma: 
autonomous mon pol vs. free K flows  

• Financialization of interbank money markets – 
structural excess of liq across CEE (Balogh 2009 

• Sterilization games – the Czech Republic (1994-
1995, Christiansen 2004), then across Eastern 
Europe (Gabor 2010, 2012) 

 



Sterilization games 



Shadow connections 

- Domestic banks’ provision of local currency to 
non-residents for narrow or broad carry trades  

- Enabled by protective complementarities, 
exposes countries to global financial cycles 
(Rey 2013), sudden stops (Curcuru et al 2010). 

- Informal capital controls (Romania, Latvia; see 
Buiter and Sibert 2008, Gabor 2012). 

 

 



Non-resident exposure to CEE 

Figure	1	Non-resident	holdings	of	debt	securities	
(USDbn,	2001-2012)	

	

Figure	2	Non-resident	holdings	of	debt	
securities/foreign	reserves	(2001-2012)	
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Notes: 2 January 2008 = 0; cumulative change. Equity data are not comprehensive, it contains data for large- and mid-cap stocks quoted on the Budapest Stock 

Exchange. 

36. Forint financial assets held by non-residents

35. Forint FX Swap stock of non-residents

Notes: due to the nature of the banks' daily report on FX transactions, the components of the FX transactions statistic do not close to zero. As a result, the information 

contained in the data series on net forint purchase of non-resident investors - and its components - is relevant mainly to evaluate the direction of short-term 

fluctuations.

An increase in the swap stock stands for swaps with a long forint spot leg. Based on the daily fx-reports of credit institutions.Calculated from swap transactions between 

credit institutions and non-resident investors. The MNB does not hold responsibility for the accuracy of the data. Revisions due to reporting errors and non-standard 

transactions might lead to significant subsequent modifications of the data series.

Source: MNB.

Source: MNB, KELER.

-1500

-1000

-500

0

500

1000

1500

2000

2500

3000

3500

4000

-1500

-1000

-500

0

500

1000

1500

2000

2500

3000

3500

4000

3
0
 
J
u
n
e
 
2
0
1
1

8
 
A
u
g
.

1
4
 
S
e
p
.

2
1
 
O

c
t
.

2
9
 
N

o
v
.

5
 
J
a
n
.
 
2
0
1
2

1
3
 
F
e
b
.

2
1
 
M

a
r
.

2
7
 
A

p
r
.

5
 
J
u
n
e

1
2
 
J
u
l
y

2
0
 
A
u
g
.

2
6
 
S
e
p
.

2
 
N

o
v
.

1
1
 
D

e
c
.

1
7
 
J
a
n
.
 
2
0
1
3

2
5
 
F
e
b
.

3
 
A
p
r
.

1
0
 
M

a
y

1
8
 
J
u
n
e

2
5
 J

u
l
y

2
 
S
e
p
.

9
 
O

c
t
.

1
5
 
N

o
v
.

2
4
 
D

e
c
.

HUF billions HUF billions 

total net FX swap stock of foreigners cumulated HUF purchase of foreigners

-1200

-1000

-800

-600

-400

-200

0

200

400

600

800

1000

1200

1400

1600

1800

2000

-1200

-1000

-800

-600

-400

-200

0

200

400

600

800

1000

1200

1400

1600

1800

2000

2
 
J
a
n
.
 
2
0
0
8

1
3
 
F
e
b
.

2
6
 
M

a
r
.

7
 
M

a
y

1
8
 
J
u
n
e

3
0
 
J
u
l
y

1
0
 
S
e
p
.

2
2
 
O

c
t
.

2
 
D

e
c
.

1
5
 
J
a
n
.
 
2
0
0
9

2
6
 
F
e
b
.

8
 
A
p
r
.

2
2
 
M

a
y

6
 
J
u
l
y

1
7
 
A

u
g
.

2
9
 
S
e
p
.

1
1
 
N

o
v
.

2
2
 
D

e
c
.

5
 
F
e
b
.
 
2
0
1
0

2
2
 
M

a
r
.

4
 
M

a
y

1
6
 
J
u
n
e

2
8
 
J
u
l
y

9
 
S
e
p
.

2
1
 
O

c
t
.

3
 
D

e
c
.

1
4
 
J
a
n
.
 
2
0
1
1

2
5
 
F
e
b
.

8
 
A
p
r
.

2
3
 
M

a
y

5
 
J
u
l
y

1
6
 
A

u
g
.

2
7
 
S
e
p
.

9
 
N

o
v
.

2
1
 
D

e
c
.

2
 
F
e
b
.
 
2
0
1
2

1
6
 
M

a
r
.

2
 
M

a
y

1
4
 
J
u
n
e

2
6
 
J
u
l
y

1
0
 
S
e
p
.

2
4
 
O

c
t
.

7
 
D

e
c
.

2
4
 
J
a
n
.
 
2
0
1
3

7
 
M

a
r
.

2
2
 
A
p
r
.

5
 
J
u
n
e

1
7
 
J
u
l
y

2
9
 
A

u
g
.

1
0
 
O

c
t
.

2
5
 
N

o
v
.

9
 
J
a
n
.
 
2
0
1
4

HUF billions HUF billions 

government securities central bank (two-week) bills equity

13

Financial Markets 17 January 2014

39. Government securities held by non-residents and the 

proportion to the total amount outstanding

40. Government securities held by non-residents and 

the proportion to the total amount outstanding

41. The average time to maturity of residents' and non-

residents' government security portfolio

42. The relative average time to maturity of residents' 

and non-residents' government security portfolio

Source: MNB. Source: MNB.

Notes: MNB calculations including T-Bonds and T-Bills and excluding central bank 

(two-week) bills.

Notes: MNB calculations; including T-Bonds and T-Bills, and excluding central bank 

(two week) bills.

Notes: MNB calculations excluding central bank bills. Notes: MNB calculations excluding central bank bills.

Source: MNB. Source: MNB.
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Costs of reacting to sudden stops 
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‘restrictions on nonresident access to funding in local currency 
can at times make currency speculation more difficult’ (IMF, 
2013: 18).  The challenge is to ensure that non-speculative 
domestic demand for liquidity is satisfied at normal market rates 
(IMF 1997). 



Dependent financialization 

• Transformative: financialization of interbank 
money market, currency markets, government 
bond markets 

• How to reverse it? 
– Local banking model 

– Low interest rate environment 

– Questioning the paradigm: the more liquidity the 
better 

– Financial repression: development banks, state 
ownership of banks, captive funding for government 
debt 


