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Executive Summary 
It appears that investors may have become concerned in recent weeks about the exposure that 
some banks in advanced economies have to countries in the developing world. We find that 
Austria and Greece, countries with relatively small banking systems, are the advanced economies 
with the most exposure (when expressed as a ratio to their total assets) to developing countries. 
However, the banking systems of Austria and Greece are not very large relative to the banking 
systems of major economies, such as France, Germany, the United States or Japan. 

Outside of Belgium, Spain and the United Kingdom, developing economies account for 5 percent 
or less of banking system assets in major economies. Of course, individual banks in specific 
advanced economies could have high amounts of exposure to the developing world. In general, 
however, systemic banking crises in most advanced economies due to their exposure in 
developing economies does not seem likely, at least not in the foreseeable future. 

How Much Has Bank Exposure to Developing Economies Increased?  
Developing economies generally enjoyed rapid economic growth in the years immediately 
following the global financial crisis. In many cases, these upturns were fueled by rapid growth in 
credit. For example, the debt of the private non-financial sector in China rose from about 
120 percent of GDP in 2007 to 200 percent today. Although China may be an extreme example, 
many other developing countries have experienced an increase in financial leverage since 2007 as 
well. Rates of economic growth have slowed across the developing world over the past year or so, 
and some investors may be starting to worry about the exposure that banks in advanced 
economies have to developing economies and the potential for those banks to suffer credit losses. 

In a report we wrote about a year ago, we analyzed external debt issues in the developing world 
and asked which countries could potentially encounter debt-servicing difficulties.1 In this report, 
we reverse the analysis. That is, we look at the exposure that banking systems in advanced 
economies have at present to the developing world and asked which advanced countries could be 
at risk of suffering significant credit losses.  

The total exposure that banks in advanced economies have to all developing countries ramped up 
from less than $2 trillion in 2005 to more than $5 trillion in 2014 (Figure 1).2 Total exposure has 
receded by roughly $500 billion over the past year, but it still remains elevated relative to the 
levels of a decade ago. Figure 2 shows the vast majority of lending to the developing world today 
takes the form of bank loans, although banks in advanced economies hold more than $400 billion 

                                                             
1 See “Which Countries Have External Debt ‘Issues’?” (December 22, 2014). We also addressed the 
external debt of Russia specifically in “The Ruble’s Collapse and Russian External Debt” 
(December 11, 2014). Both reports are available upon request. 
2 The data come from the Bank for International Settlements (BIS) and they represent the exposure of 
banks in 30 reporting countries to developing countries. Most of the reporting countries are advanced 
economies. 
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worth of debt securities (sovereign and corporate) of developing economies.3 Bank loans tend to 
have short maturities, and the modest reduction in exposure to the developing world over the past 
year or so would be consistent with banks in advanced economies opting not to roll over all of 
their lending activities. 

Figure 1 

 

 

Figure 2 

 

Source: Bank for International Settlements and Wells Fargo Securities, LLC  

Which Advanced Economies Are Most Exposed?  
So which individual countries have the most bank exposure to developing countries? Figure 3 
shows that British banks have about $800 billion worth of exposure to developing economies, 
followed closely by American banks at $700 billion. Spanish banks have about $540 billion on the 
hook to developing counties. However, the United Kingdom, the United States and Spain have 
some of the largest banking systems in the world, which makes their large absolute amounts of 
exposure to developing countries not totally surprising. The vulnerability of an individual banking 
system does not depend so much on its absolute exposure to developing countries as on its 
exposure relative to all of its assets. 

Figure 3 

 

 

Figure 4 

 

Source: Bank for International Settlements and Wells Fargo Securities, LLC  

                                                             
3 Figure 1 and Figure 2 are not strictly comparable. Figure 1 plots consolidated borrowing on an ultimate 
risk basis. Lending to a foreign company by a foreign subsidiary of, say, an American bank would be 
included in Figure 1. Figure 2 shows cross-border lending only. Lending to a foreign company by a 
foreign subsidiary of an American bank would not be included in Figure 2. 
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In that regard, advanced economies that have high exposure to the developing world (when 
measured as a percent of total bank assets in those economies) include Austria, Greece and 
Belgium (Figure 4). Banks in these countries and their subsidiaries abroad have been active 
lenders in Emerging Europe for the past decade or two. Indeed, credits to countries in Emerging 
Europe represent 25 percent of the assets of the Austrian banking system (see table in the 
appendix). However, the banking systems of Austria and Greece are small, at least when 
measured against banking systems in major economies such as France and Germany, not to 
mention the United States and Japan. 

Among large banking systems, Spain has the highest amount of relative exposure to developing 
countries at nearly 16 percent of total assets. As shown in the appendix, Spanish banks have been 
active lenders in Latin America. Claims on developing countries represent 10 percent of British 
banking assets, with exposure concentrated in Emerging Asia and Africa and the Middle East.  

The ratio of claims on developing countries as a percent of all banking assets for the advanced 
economies in aggregate is 6.3 percent. At a ratio of only 5 percent, the American banking system 
is below the average. French banks also have relatively low exposure to developing economies, 
and banks in Germany and Japan (not shown in Figure 4) each have about 3 percent of their 
respective assets exposed to the developing world. In other words, banking systems in advanced 
economies outside of Spain and the United Kingdom do not have inordinate amounts of their 
assets invested in developing countries. These banks could experience some losses on their 
holdings of developing country assets without bringing their entire banking systems to its knees.  

Are External Debt Crises Brewing?  
In terms of currency of denomination, banks in advanced economies have nearly $600 billion of 
“unallocated” currency exposure to developing countries (Figure 5). The term “unallocated” 
indicates that banks in advanced economies have lent roughly $600 billion to developing 
economies in their own local currencies. That said, the vast majority of activity that banks in 
advanced economies undertake in the developing world takes the form of lending in “hard” 
currencies. There is roughly $2 trillion worth of exposure in U.S. dollars and the equivalent of 
$400 billion in euros. Consequently, developing countries bear most of the foreign exchange risk 
of their borrowing from foreign banks. That is, depreciation of emerging currencies against major 
currencies such as the U.S. dollar and the euro raise debt servicing costs for developing 
economies. Is that a problem? 

Figure 5 

 

 

Figure 6 

 

Source: Bank for International Settlements and Wells Fargo Securities, LLC  

Developing economies have deeper pockets to service their debts than they did a decade ago when 
the foreign exchange (FX) reserves of those countries totaled less than two trillion SDRs 
(Figure 6). Those reserves have swelled to more than five trillion SDRs today. Even if the FX 
reserves of China are excluded from the total, the reserve holdings of the developing world have 
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ramped up significantly over the past decade. We refer interested readers to the report referenced 
in Footnote #1 for more insights into debt-servicing capabilities in specific countries. 

Which Developing Countries Have Borrowed the Most? 
So which developing countries owe the most to banks in advanced economies? Figure 7 shows 
that China owes more than $600 billion to banks in advanced economies, with South Africa a 
distant second at $240 billion. However, China is the second largest economy in the world, so its 
large amount of borrowing from banks in advanced economies may not be all that unusual. 
Therefore, we need to scale the absolute amount of liabilities of developing countries as we did 
above for the absolute amount of banks claims in advanced economies. 

When we scale borrowing by GDP we find that China has a very low ratio of less than 6 percent 
(Figure 8). Although most of China’s debt to foreign banks will come due within 12 months, the 
probability of an external debt crisis in China in the foreseeable future appears to be rather low. 
Although most of China’s debt to foreign banks comes due within one year, the country still has 
more than $3 trillion worth of FX reserves. China would need to draw heavily on these reserves if 
foreign banks completely pulled all of their credit lines to China en masse, but that eventuality 
does not seem rather likely for a country that has an investment grade rating from the major 
ratings agencies.4 

Figure 7 

 

 

Figure 8 

 

Source: Bank for International Settlements and Wells Fargo Securities, LLC  

The probability of financial train wrecks in Kuwait and the United Arab Emirates (UAE), 
countries with high debt-to-GDP ratios in Figure 8, appear to be rather low as well, at least in the 
foreseeable future. In theory, both countries could exhaust their FX reserves via short-term debt 
service in the next year or two if foreign banks refuse to roll over loans. However, Kuwait and the 
UAE have sovereign wealth funds that are estimated to be worth hundreds of billions of dollars, 
which gives both countries very deep pockets. Of course, the longer that petroleum prices remain 
at depressed levels, the more financial stress oil-producing countries such as Kuwait and the UAE 
will eventually feel. 

Perhaps the country shown in Figure 8 that has the most risk of potential external debt servicing 
issues is South Africa.5 The country has $40 billion of FX reserves to service its $22 billion worth 
of short-term debt. Yet, unlike Kuwait, the UAE and Taiwan, whose currencies have been more or 
less stable over the past year or so, the value of the South African rand has plunged nearly 
30 percent versus the U.S. dollar over that period. This sharp depreciation of the rand will make it 

                                                             
4 China is rated AA- by S&P, Aa3 by Moody’s and A+ by Fitch. Each agency has a stable outlook on China. 
5 The methodology that we used in the report referenced in Footnote #1 ranked South Africa among the 
top ten countries at most risk of an external debt crisis. Kuwait, the UAE and Taiwan were not among the 
30 countries that we considered in the report. 
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more difficult, everything else equal, for the country to earn the foreign exchange it needs in 
coming years to service its foreign-currency debt. In that regard, both Standard and Poor’s and 
Moody’s have issued a negative outlook on their respective ratings of South African debt. 

Conclusion 
It appears that investors may have become concerned in recent weeks about the exposure that 
some banks in advanced economies have to countries in the developing world. We find that 
Austria and Greece, countries with relatively small banking systems, are the advanced economies 
with the most exposure (when expressed as a ratio to their total assets) to developing countries. 
However, the banking systems of Austria and Greece are not very large relative to the banking 
systems of major economies, such as France, Germany, the United States or Japan. 

Outside of Belgium, Spain and the United Kingdom, developing economies account for 5 percent 
or less of banking system assets in advanced economies. Of course, individual banks in specific 
advanced economies could have high amounts of exposure to the developing world. Because a 
detailed analysis of the balance sheets of individual banks is beyond the scope of this report, we 
would encourage motivated readers to do their diligence if they have any concerns about 
individual banks. In general, however, systemic banking crises in most advanced economies due 
to their exposure in developing economies does not seem likely, at least not in the foreseeable 
future. 

  



How Exposed Are Banks to Developing Countries? WELLS FARGO SECURITIES, LLC 
February 16, 2016 ECONOMICS GROUP 

 

 

 6 

APPENDIX 

 

 

Source: Bank for International Settlements and Wells Fargo Securities, LLC 
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