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Abstract

This paper studies the influence of the bilateral expansion of Korean and Chinese banks on
performance. To conduct the empirical analysis, we select eleven Banks in South Korea and
thirteen Banks in China over the 2000-2014 time frame. The main regression results are as
followed. First, the sample bank’s overseas subsidiaries have a significant effect on
profitability and the profitability is somewhat deteriorates. Second, the sample bank's overseas
branch and subsidiaries have a significant effect on the bank's risk. That is, the loan loss
provision ratio is slightly increased but impaired loan ratio is highly decreased. Third, the
sample banks' overseas branch and subsidiaries also have a significant effect on bank
efficiency. The ratio of customer deposits per employee worsens somewhat but the gross loan
per employee are increased. In conclusion, as time passes, bank profitability or efficiency
from mutual expansion of Korean banks and Chinese banks seem to be improving somewhat,
and this phenomenon is more prominent at Korean banks than at Chinese banks.
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Table 2. The Number of Banks by Country and Year
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2004 4 5 0 5 3 17
2005 5 5 0 4 4 18
2006 5 5 0 4 4 18
2007 5 5 0 4 4 18
2008 6 2 3 7 4 22
2009 6 2 3 8 4 23
2010 6 1 4 8 4 23
2011 6 1 4 8 4 23
2012 6 0 5 8 5 24
2013 5 1 5 8 5 24
2014 5 1 5 8 5 24
Total 145 152 297
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NIM 2.781 0.545 1.050 2420 2.805 3.163
ROA 1.017 0.728 -4.290 0.710 1.055 1.500
LLP 24.613 34.259 1.070 10.955 15.655 24.275
NPL 3.273 5.835 0.440 0.945 1.460 2.305
LNCDE 4.809 3.613 -4.257 1.722 2.319 8.537
LNGLE 4.758 3.201 0.329 1.809 2.375 8.186
LNT_CDE 6.337 2.234 1.512 4416 5.226 8.525
C_INCOM 45.872 12.882 23.780 37.125 44.710 51.128
LOAN_TA 0.610 0.094 0.431 0.532 0.616 0.690
NIE_TAS 2.021 1.212 0.910 1.440 1.735 2.200
NIL_TAS 0.647 0.830 -0.050 0.320 0.520 0.770
EQASS 5.549 2479 -13.710 4.590 5.880 6.800
LOA CD 4171 22.037 0.555 0.719 0.827 1.047
PRO_EQ 0.176 0.172 -1.269 0.119 0.201 0.262
LNGDP 12.290 0.403 11.726 12.001 12125 12.704
INFLA 2.945 2.391 -0.140 1.032 2.397 3.650
TRAD 101.144 46.865 17.296 68.746 95.396 136.725
COUNTRY 0.512 0.501 0 0 1 1

Note: Variable definition refers to Appendices.
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Table 4. Univariate Tests
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Variables China (N=145)  Korea (N=152) Difference t-Value p-value
OE_1 0.372 0.500 -0.128 -2.227* 0.027
OE_2 0.372 0.309 0.063 1.148 0.251
OE_3 0 0.191 -0.191 -5.827** 0.000
NIM 2.692 2.870 -0.178 -2.811*** 0.005
ROA 1.297 0.736 0.561 7.096™** 0.000
LLP 14.998 34.365 -19.367 -4.958*** 0.000
NPL 4718 1.601 3117 4.457** 0.000
LNCDE 8.414 1471 6.943 59.166*** 0.000
LNGLE 8.055 1.746 6.309 100.874** 0.000
LNT_CDE 8.499 4.246 4252 53.731** 0.000
C_INCOM 39.575 52.168 -12.592 -9.529*** 0.000
LOAN_TA 0.539 0.678 -0.138 -18.689*** 0.000
NIE_TAS 1.458 2.584 -1.125 -8.908*** 0.000
NII_TAS 0.469 0.825 -0.356 -3.736*** 0.000
EQASS 4.829 6.235 -1.405 -5.086*** 0.000
LOA_CD 0.700 7.527 -6.826 -2.687*** 0.008
PRO_EQ 0.247 0.105 0.141 7.695*** 0.000
LNGDP 12.625 12.569 .056 1.547 0.129
INFLA 3.891 3.907 -016 -0.048 0.961
TRAD 11.990 11.971 .019 1.354 0.176

Note: 1.™* ** and * indicate significance at 1%, 5%, and 10%.
2. Variable definition refers to Appendices.
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Table 5. Pearson Correlation
NIM ROA LLP NPL  LNCDE LNGLE OE2  OE3
0.408
ROA 0408 1
20179 -0.782 1
LLP 0002  0.000
\PL 20416 0357 0224 1
0000 0000  0.000
20042 0430  -0255  -0111 1
LNCDE 0484 0000 0000 0076
NGLE 20047 0423 0253 0115  0.996 1
0429 0000 0000 0066 0000
oF 2 20016 0085 0202 0121 0060  0.043 )
= 0007 0147 0001 0051 0312 0464
oF 3 20254  -0113  -0022 0095 -0249 0265  -0.236 1
= 0000 0054 0710  0.425 0000 0000  0.000
INT coE 0175 0437 0276 0250 0788 0765 0205  -0.19%
- 0002 0000 0000 0000 0000 0000 0000  0.000
TRAD 0258 0193 0110  -0.427  -0201  -0.185  -0.090  0.202
0000 0000 0062 0000 0000 0001 0122  0.000
coUNTRy 0163 0385 0283 0266  -0.961  -0.986 0067 0321
0005 0000 0000 0000 0000 0000 0252  0.000
CINCOM LOAN.TA NI TAS NIE TAS EQASS LOACD PROEQ LNGDP
LOAN_TA 8'383 1
0224  -0013 1
NILTAS 0.000 0.819
0.544 0231  0.759 1
NIE_TAS 0.000 0.001 0.000
-0.002 0130  0.003  -0.087 1
EQASS 0.972 0024 0959 0137
0117  -0081 0043 0169  -0.078 1
LOA_CD 0.046 0162 0465 0004  0.180
PRO EQ 20557 0356  -0.245  -0.647 0112  -0.188 1
a 0.000 0.000 0000 0000 0056 0001
LNGDP 0605  -0662 0187  -0512 0035  -0.194 0434 1
0.000 0000 0001 0000 0547 0000  0.000
NFLA 20318 -0323 0070 -0135  -0174  -0.017 0192  0.287
0.000 0000 0234 0021 0.002 0766 0001  0.000
TRAD -0.068 0265 0012 -0018 0361  -0071 0001  -0.059
0.000 0000 0832 0755 0000 0218 098 0306
COUNTRY 0489 0736 0464 0215 0284 0155  -0.413  -0.700
0.000 0.000 0000 0000 0000 0007 0000  0.000
Note: Variable definition refers to Appendices.
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Table 6. Main Regression Results on Profitability, Risk, and Efficiency

Profitability Risk Efficiency
(1) NIM (2) ROA (3) LLP (4) NPL (5) LNCDE (6) LNGLE
Coef. Coef. Coef. Coef. Coef. Coef.
(Z-value) (Z-value) (Z-value) (Z-value) (Z-value) (Z-value)
con. -10.629 -6.395 128.143 171.973 -4.923 -6.599
(-6.43)** (-5.10)*** (2.09)* (9.19)*** (-3.56)*** (-6.56)***
OE 2 0.022 0.032 2.623 -1.910 -0.142 0.104
— (0.26) (0.49) (0.93) (-2.32)* (-1.75)* (1.85)*
OF 3 -0.265 -0.191 8.822 -3.809 -0.002 0.206
- (-2.15)** (-2.05)** (2.13)* (-3.27)*** (-0.02) (2.67)***
-0.101 0.074 -2.032 4.146 0.304 -0.115
LNT_CDE (-1.09) (1.07) (-0.72) (5.01)** (3.42)* (-1.80)*
-0.014 -0.010 -0.211 0.151 -0.008 -0.008
C_INCOM (-4.55)*** (-4.38)*** (-1.70)* (3.78)** (-3.01)*** (-4.47)**
0.363 0.552 -45.472 -5.191 1.469 2222
LOAN_TA (0.81) (1.62) (-2.81)* (-1.11) (3.70)** (8.44)**
NIE TAS 0.508 -0.265 29.485 -1.912 0.035 -0.071
- (10.31)*** (-7.10)** (16.53) *** (-2.98)*** (0.80) (-2.45)*
NIl TAS -0.520 0.230 4.489 1.795 -0.032 0.054
- (-10.47)*** (6.12)*** (1.55) (1.66)* (-0.73) (1.88)*
-0.009 -0.011 0.223 -0.482 0.024 0.024
EQASS (-0.83) (-1.31) (0.55) (-4.20)** (2.51)* (3.83)**
LOA CD -0.001 -0.0004 -0.135 0.049 -0.030 -0.003
- (-0.52) (-0.34) (-2.45)** (3.05)** (-18.94)*** (-2.50)**
PRO EQ 1.947 2119 -72.299 -14.675 0.145 -0.299
- (9.08)*** (13.03)*** (-9.23)*** (-5.26)*** (0.74) (-2.32)*
LNGDP 1.067 0.536 -7.105 -15.479 0.876 1.165
(7.68)*** (5.09) *** (-1.40) (-10.14)*** (6.69)*** (12.94) **
INFLA 0.023 0.015 -0.567 -0.296 0.003 0.002
(2.54)* (2.17)* (-1.63) (-2.95)*** (0.44) (0.31)
TRAD -0.0001 0.001 -0.001 -0.001 -0.0003 0.0003
(-0.11) (3.26)** (-0.06) (-0.10) (-0.58) (0.99)
0.591 0.713 -27.826 -3.645 -5.006 -6.274
COUNTRY (1.55) (2.46)* (-2.30)** (-1.03) (-13.73)*** (-24.07)
N 297 297 297 297 297 297
LR chi? 363.03 1811.45 1819.19 489.30 9821.44 9205.32
P-value 0.0000 0.0000 0.0000 0.0000 0.0000 0.0000
Overall-R? 0.5619 0.8623 0.8714 0.6718 0.9880 0.9881

Note:1. **, ** and * indicate significance at 1%,
2. Variable definition refers to Appendices.

5%, and 10%, respectively.
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Table 7. Additional Regression Results on Profitability by Country

Korean Banks

Chinese Banks

(1) NIM (2) ROA (3) NIM (4) ROA

Coef. Z-value Coef. Z-value Coef. Z-value Coef. Z-value
CONS. 8.808 1.66* 7.860 2.98*** -13.911 -6.89 *** -6.637 -4.48***
OE 2 -0.107 -0.64 -0.031 -0.37 -0.021 -0.21 0.031 0.42
OE_3 -0.376 -1.56 -0.318 -2.65**
OE_N 0.019 1.76* 0.012 2.28** -0.0002 -0.03 -0.002 -0.47
LNT_CDE -0.325 -3.19** 0.003 0.206 1.85* 0.142 1.74*
C_INCOM -0.013 -3.73*** -0.003 -2.01** -0.020 -4.76* -0.023 -7.26***
LOAN_TA 1.152 1.72* -0.137 -0.41 0.972 1.38 1.557 3.02***
NIE_TAS 0.767 13.53*** 0.002 0.962 8.06 *** -0.007 -0.08
NIL_TAS -0.734 -13.30*** -0.004 -0.16 -0.760 -4.96 *** 0.132 1.17
EQASS 0.125 4.18*** 0.143 9.65*** 0.007 0.63 0.008 1.05
LOA_CD -0.003 -1.69* 0.0003 -0.456 -0.67 -0.630 -1.26
PRO_EQ 3.371 12.35*** 3.661 26.96 *** 0.890 3.30*** 0.800 4.04**
LNGDP -0.611 -1.32 -0.703 -3.05** 1.125 5.81** 0.544 3.83%**
INFLA -0.041 -1.55 -0.023 -1.77* 0.019 2.32** 0.012 2.01*
TRAD 0.002 2.15** 0.003 6.06 *** -0.001 -2.50** 0.0002 0.67
N 152 152 145 145
LR chi? 428.46 4412.61 307.15 627.67
P-value 0.0000 0.0000 0.0000 0.0000
Overall-R? 0.7700 0.9718 0.7010 0.8273

Note:1. ***, **, and * indicate significance at 1%, 5%, and 10%, respectively.

2. Variable definition refers to Appendices.
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Korean Banks

Chinese Banks

(1) LNCDE (2) LNGLE (3) LNCDE (4) LNGLE

Coef. Z-value Coef. Z-value Coef. Z-value Coef. Z-value
cons. -20.411 -3.57** -20.974 -7.32% -2.852 -2.21* -3.886 -3.03***
OE_2 -0.409 -2.25™ 0.014 0.15 -0.068 -1.15 -0.065 -1.11
OE_3 -0.591 -2.35* -0.117 -0.93
OE_N 0.018 1.69* 0.014 2.49* 0.013 312 0.013 3.26**
LNT_CDE 0.612 5.67 *** 0.207 3.82** -0.947 -14.05*** -0.973 -14.54 ***
C_INCOM -0.004 -1.20 -0.008 -4.67** -0.021 -7.22%* -0.022 =741
LOAN_TA -0.160 -0.23 0.510 1.49 3.195 7.61* 3.277 7.86**
NIE_TAS -0.071 -1.23 -0.203 -7.04*** -0.068 -0.95 -0.100 -1.41
NII_TAS 0.060 1.07 0.157 5.57** -0.006 -0.07 0.023 0.26
EQASS -0.020 -0.68 -0.044 -2.93** 0.038 5.92** 0.038 5.97**
LOA_CD -0.027 -16.32*** 0.001 1.06 -1.527 =377 -0.106 -0.26
PRO_EQ -0.337 -1.22 -1.034 -7.48*** 0.005 0.03 -0.022 -0.13
LNGDP 1.704 3.40** 1.888 7.50*** 1.528 12.88*** 1.521 12.91**
INFLA 0.030 1.06 0.025 1.80* -0.002 -0.44 -0.002 -0.42
TRAD -0.002 -2.24* -0.000 -0.38 0.001 1.98* 0.001 1.90*
N 152 152 145 145
LR chi? 2549.67 11125.52 1518.38 1852.59
P-value 0.0000 0.0000 0.0000 0.0000
Overall-R? 0.9529 0.8993 0.9251 0.9377
Note:1. ***, **, and * indicate significance at 1%, 5%, and 10%, respectively.

2. Variable definition refers to Appendices.
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Appendices

Table A. Dependent Variables

Variable Definition

NIM = Net Interest Margin (%), proxy of profitability, based on core operating activity

ROA = Return on Total Assets (%), proxy of profitability

LLP = Loan Loss Provision / Net Interest Revenue(%), proxy of credit risk

NPL = Impaired Loans / Gross Loans (%), proxy of bank loan quality

LNCDE = The natural logarithm of (Total Customer Deposits / Employees)

LNGLE = The natural logarithm of (Gloss Loans / Employees)

Table B. Research Variables

Variable Definition

OE 1 _ A dgr_nmy_ that takes a value 1 If bank opens representative office, branches, or
- subsidiary in partner country, and O otherwise

OE 2 _ A dummy that takes a value 1 If bank opens branches in partner country, and 0
— otherwise

OE 3 _ A dummy that takes a value 1 if the bank opens subsidiaries in partner country , and
= 0 otherwise

OE N _ The number of years since bank opens representative office, branches, or susidiary in
- partner country

OE_B = The number of oversea branches of Korean sample banks at end of year

OE_S = The number of oversea subsidiaries of Korean sample banks at end of year

Table C. Independent Variables

Variable Definition

LNT_CDE = The Natural logarithm of Total Customer Deposits, proxy of bank size
C_INCOM = Cost to Income Ratio (%), proxy of operational efficiency

LOAN_TA = Gross Loans / Total Assets, proxy of bank liquidity

NIE_TAS = Non-interest Expense/ Total Assets, proxy of management efficiency
NIL_TAS Non-interest income / Total Assets, proxy of bank diversification
EQASS = Equity / Total Assets, proxy of capital strength

LOA_CD = Gross Loans / Total Customer Deposits, proxy of liquidity based on loan deposit ratio
PRO_EQ = Profit Before Tax / Equity, proxy of operational performance

LNGDP = Natural logarithm of GDP of Country j in year t

INFLA = Annual Inflation of Country j in year t

TRAD = Stock Traded, Total Value (% of GDP), proxy of financial development
COUNTRY

Korea=1 and China=0




