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SUPERVISORY COOPERATION

The global banking landscape is dominated by large 
cross-border banks that operate in many countries

To contain risks at these banks, domestic supervisors
frequently cooperate across countries

Such cooperation can take many different forms. It can
range from joint supervision of banks to lighter forms of 
cooperation such as information exchange

Examples: In the Eurozone, the ECB acts as common 
supervisor for large banks. In Latin America, many 
countries have signed separate information exchange 
agreements with each other. 



PROBLEM? 

Cooperation agreements are predominantly at the 
country-level and cover only part of the global operations 
of banks.

REGULATORY ARBITRAGE
Cooperation between country A and B may make it more 
difficult for a banking group to take risks in these two 
countries. The group may thus shift risk into country C. 

May explain why cooperation does not improve stability 
of the largest banking groups (Beck, Silva-Buston, 
Wagner, JFQA 2022)



HOW DOES COOPERATION AFFECT 
SUPERVISION?

Theory (predominantly) predicts that cooperation makes supervision 
stricter:

1.Negative externalities from bank failures among A and B: Following 
cooperation, A and B should internalize these externalities, making stricter 
supervision optimal (Dell'Arricia and Marquez (2006), Niepmann and 
Schmidt-Eisenlohr (2013), Beck, Todorov, Wagner (2014), Calzolari, 
Colliard and Loranth (2018), and others)

2.Convergence to stricter standards: If A and B differ in their supervisory 
stringency, common standards following cooperation will be higher 
(Dell'Arricia and Marquez (2006), Kara (2016))

3. Supervision may also become more effective: Following cooperation 
between A and B, it is easier to detect risks taken by banks in A and B

Stricter and more effective supervision provide a motive for banking 
groups operating in A and B to shift risks into third countries.



THIS PAPER

1. Incomplete coverage leads to third-country risk 
shifting

2. The presence of such risk-shifting affects the 
distribution of gains and costs across countries



DATA
Hand-collected data on formal cooperation agreements between 93 
countries home to a banking group and a larger set of potential 
subsidiary countries

Data covers 11.523 country-pairs over a period from 1995 to 2019 
(updated from 2013)

We focus on the existence of a cooperation agreement

There is large variation in cooperation intensities across countries

Banking sample: 119 banking groups with 676 subsidiaries, spanning 47 
home countries and 116 host countries.

Coverage of actual banking groups is different!



“RAW” COOPERATION INTENSITIES 

For each country, calculate fraction of other countries present in 

our dataset it cooperates with.

Dark = Higher intensity



COOPERATION “COVERAGE”

WOLF WAGNER ECONOMICS, SESSION 7

Consider all banking groups head-quartered in a country and 

calculate the fraction of (foreign) subsidiary operations covered 

by an agreement with the home country

Dark = Higher coverage



COOPERATION “WORKS”

“Direct effect”: Lending in a subsidiary slows when the 
host country signs an agreement with the home country



EFFECT ON THIRD COUNTRIES?

Dark box= Cooperation with host-country



EMPIRICAL SPECIFICATION

Group cooperation: Share of subsidiary countries of the 
banking group that have a cooperation agreement with the 
home country excluding the subsidiary itself.

Third-country setting allows controlling for parent-subsidiary 
country fixed effects (fully capture pull and push factors).

We examine how risk allocation into a specific subsidiary 
depends on cooperation coverage in the rest of group:



LENDING SHIFTS INTO THIRD 
COUNTRIES…

Loans increase 

by 15% 

following a one 

standard 

deviation 

increase in 

Group 

Cooperation



…AND RISK INCREASES



AT THE LOAN LEVEL?

The effects are 

larger for ex-ante 

riskier loans, 

consistent with risk-

shifting

We find consistent evidence for individual loans: Banking 
groups are more likely to originate a given (syndicated) 
loan through a subsidiary when residual Group Cooperation 
is high.



EFFECTS ARE 
WEAKENED 
WHEN 
SUBSIDIARY 
COUNTRY HAS 
STRONG 
REGULATORY 
FRAMEWORK
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RISK-SHIFTING AND SUPERVISORY 
“EFFECTIVENESS” 

Risk-shifting into third countries has an interesting implication!

Supervisory cooperation between A and B is more effective in the 
sense of reducing risk for A and B if banking groups can shift risk 
to C

Prediction (generated from model): If A and B do not internalize 
the negative effect on C, they should be more likely to cooperate 
if risk-shifting opportunities are present for their banks

We empirically test this by amending a model of benefits and 
costs to bilateral cooperation (e.g., Dell'Arricia and Marquez 
(2006)) to include risk-shifting term.



COOPERATION AND RISK-SHIFTING

WOLF WAGNER ECONOMICS, SESSION 7

Regress propensity of two countries to cooperate on proxy of risk-shifting 
opportunities and controls for other cooperation cost and benefits

Proxy for risk-shifting opportunities: Number of third countries in which 
banking groups active in A and B operate.

Result: When supervision is more 
effective to country A and B (because 
banks can relocate risk elsewhere), 
country A and B are more likely to 
cooperate

Points to a source of inefficiency in 
cooperation decisions as the gain to A 
and B is a cost to C!



EXPOSURE TO RISK-SHIFTING

WOLF WAGNER ECONOMICS, SESSION 7

The figure presents an index of how exposed a country is to risk-shifting from 

other countries. It is calculated as the average cooperation coverage (Group 

cooperation) of all foreign subsidiaries present in the country.

Dark = Higher exposure



CONCLUSIONS

Incomplete coverage of cooperation agreements leads to risk-
shifting into third countries

This undermines the global effectiveness of actual cooperation 
agreements

When set of countries contemplating cooperation differs 
significantly from the footprint of banks, incentives to 
cooperate may be distorted as cooperation costs fall on third-
countries

Policy implication: Seek multilateral approaches!



THANK YOU 



DESCRIPTIVE STATISTICS



TYPES OF AGREEMENTS

Memorandum of Understanding for 
information sharing (29%)

College of Supervisors (31%)

Memorandum of Understanding on crisis 
management and resolution (10%)

Supranational supervisor (30%)



COUNTRY-LEVEL IMPLICATIONS

Does economic significance at the level of a 
foreign subsidiary, translate to the country-level?

=> Aggregate all subsidiaries in a host countries 
and calculate implied effect using estimate from 
subsidiary-level regressions

Economic size: One-standard deviation change in 
group cooperation increases foreign loans 
(expressed as share of total loans in the country) 
by 18%



RESULTS CONFIRMED ON THE 
EXTENSIVE MARGIN
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