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What | do Research questions:
p Study how globalization of banking systems has affected » Why do some firms borrow from global banks instead of the
credit allocation and the macroeconomy. traditional local banks?
» Show—Dboth theoretically and empirically—that it creates a » What role do global banks play in propagating shocks?

double adverse selection problem in credit allocation, which o
generates spillover and amplification of funding shocks Iraditional Theory
across countries. Firm-Bank Sorting, by Firm Size and Age Quartile
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" New Theory
» Global banks specialize information on global risk.
1995q1  2000q1 200541  200q1  20fsql 2020 »Local banks specialize information on local risk.
_ Model Empirics
Ingredients Data:
» Firms: returns dependent on global and local risk. »Syndicated loans from Dealscan across 24 countries.

7, = ZiG + Zl-L 4+ U, »Firm balance sheet data from Amadeus, Orbis, Compustat Global.
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Test 1: Global banks lend more to firms with higher z°/z/.
and vice versa for local banks

global local idiosyncratic

»Banks: double information asymmetry.
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» Global banks (G) — information on z°. -- z, = 9% + prt +u,
+Local banks (L) — information on z”. .
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« Offer break-even interest rates that reflect firm and adverse selection.
Prediction 1: Equilibrium firm-bank sorting and double Global Bank
adverse selection | | |
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Test 2: Shock to bank funding cost affect credit
allocation at the extensive and intensive margin.
. >|_aboratory: Eurozone firms
: 5 | ‘ -Funding shock: monetary policy shocks
f -Data: tick-by-tick futures data (Source: CQG Data Factory)
2 ! * Eurozone monetary policy shock: 3-month Euribor futures
X » US monetary policy shock: 30-day Federal Funds futures

Prediction 2: Adverse selection channel of international
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transmission. AY; = Z BUAUSR; x Til_;) + Z S(AEURy x T ;) + nyqTZ%_l + v, + 0 + €5
Example: expansionary monetary policy in =1 =1 q=2
home country of global banks - (1) (2) A 25-basis-point shock to Euro area
Extensive Margin Intensive Margin NV Ei((tfgzgve Ig;eg;'Z: monetary policy
| pus e | QU9 (4854 1 thg pllzob.abi.lity of firm in the second tercile
AR S O (01200 (s2.760)  Of z7/z distribution SWI’[Ch.Ing into a US
AMPYS « T3 | 0117  98.427%*  bank by 8.5 percentage points.
Spillover | AMPEU 5 T1 (8:(1)23) 1%%2695’2* - the. interest rate sprea.d for the infra-
3 AP 12 | e 20249 marginal firms that continue to borrow from
y AR < 0 N (81;533) _gzzl()g??* US barllks by 25 basis points.
al Amplification ; . (0:116) (54'.681) - SPIHOVGF etiects :
?i:]ne FFEE i:z g > T the interest rate spread for the infra-
Observations | 11454 3 367 marginal firms that continue to borrow from
T R-squared 0.067 0.052 Euro area banks by 34 basis points.
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= Amplification effects



