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The paper studies the relationship between the dynamics of foreign capital
in the banking systems of EU countries and the dynamics of some indicators
that ensure the banking system’s ability to withstand adverse economic and
financial shocks: the adequacy of regulatory capital, the adequacy of fixed
capital, the share of non-performing loans in the loan portfolio of banks, the
level of NPL provisions, return on banks’ assets, return on banks’ equity. The
research is carried out for the following countries: Austria, Belgium, Bulgaria,
Great Britain, Greece, Denmark, Estonia, Ireland, Italy, Cyprus, Latvia,
Lithuania, Luxembourg, Malta, the Netherlands, Poland, Portugal, Romania,
Slovakia, Slovenia, Hungary, Finland, France, the Czech Republic and Sweden.
The closest relationship exists between the share of foreign banks’ assets and
the share of distressed assets: there is a strong negative correlation for 12
countries, while there is a positive correlation for only 3 countries. A strong
negative correlation between the level of foreign capital in the banking system
and the adequacy of regulatory capital is observed in 9 countries, while a strong
positive correlation — only in 3 countries. Similar results were obtained during
the study of the share of foreign banks’ assets and the Core tier capital
adequacy ratio. The weakest correlation is observed between the share of
foreign banks and NPL provisions: it is strongly negative for only 2 countries,
while it is strongly positive for 4 countries. Among all the EU member states
the foreign capital has the biggest negative impact (according to all criteria) on
the stability of the banking system in countries of Eastern Europe as well as in
Spain and Greece, which suffered the most devastating impact of the crisis in
2008.
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