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Motivation
Non-Bank Financial Institutions (NBFI), including fintech firms, have experienced significant
growth lately.

The global assets of these firms, often referred to as the nonbank sector, comprised 49.5% of the
total global financial assets by the end of 2019.

Nonbanks growth (lending) funded partially by bank loans (the topic of our paper)
Bank lending to nonbanks doubled from 2013 to 2019, reaching $1.4T (FSB 2020)
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Fragility of Nonbank Lending

The growth raised potential policy concerns:
Nonbanks’ funding could be fragile during market stress
No access to deposits or lender of last resort may lead to funding instability

Refuse to refinance or issue new credit
Liquidate assets below fundamental values in the secondary market (Fire sales)

Banks could withdraw their funding support during the downturns
The bank lending channel can act as a liquidity backstop for the nonbanks, but is it resilient
during times of stress?
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Research Question

Research Question:
How resilient is banks’ lending to nonbanks during times of distress?
What are the implications for the real economy?

Outline of our approach:
Focus on two major economic shocks:

The Oil & Gas shock of 2015 and the Covid-19 pandemic
Exploit cross-sectional variation in banks’ exposure to these shocks
Employ a Diff-in-Diff specification comparing the change in nonbank lending across banks with
heterogeneous exposure to the shocks
Examine the impact on the real economy.
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Preview of Findings

Negative economic shocks did not suppress credit supply to nonbank borrowers
Distressed banks shifted their lending portfolio towards nonbanks during periods of stress
Banks with smaller capital buffers exhibited smaller reductions in lending to nonbanks, possibly due
to regulatory benefits

Implication on the real economy
Nonbanks with pre-existing bank relationships were able to continue lending to the economy
Nonbanks with access to bank funding demonstrated relatively less cyclical behavior in credit
origination
The effects are stronger for NBFIs without access to stable funding
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Literature Review

One of the first published references to "shadow banking" was at the 2007 Jackson Hole
Symposium, where Paul McCulley noted a growing share of financial innovation

Studies investigating the growth of the nonbank sector focus on the banks-nonbanks differences
The rise of shadow banking: Fahri and Tirole (2017), Kashyap, Stein, and Hanson (2010)
Complementarity between banks and nonbanks: Irani et al. (2020), Buchak et al. (2018), Fuster et
al. (2019), Tang (2019), Erel & Liebersohn (2020).
Fragile funding of nonbanks and cyclicality: Gorton and Metrick (2012), Fleckenstein et al. (2020)

Our study complements this work by exploring the resilience of bank lending to nonbanks during
periods of bank distress and its implications for credit provisioning by nonbanks
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Data

Shared National Credit (SNC) dataset of syndicated loans (loans larger than $20 MM & held by at
least 3 institutions)
95% of DealScan loans meet SNC requirement (Ivashina & Scharfstein, 2010)
Use quarterly SNC data that tracks loan ownership over time
Include both term loans (held by banks & nonbanks) and revolvers (held by banks)

O&G sample: 5105 loans held by 234 US Banks to 3148 borrowers (20% nonbanks)
COVID sample: 9495 loans held by 195 US Banks to 5086 borrowers (26% nonbanks)

Bank exp. loan sum. Stats.

Banks balance sheet information from Y9C
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Empirical Framework

We use DiD methodology:
Use two exogenous shocks: Oil price decline and COVID economic shutdown.
Define "shock exposure" as the pre-shock share of a bank’s committed exposures to the industries most
severely impacted by the shock.
Exploit cross-bank exposure variation: Compare the change in nonbank lending across exposed banks vs. less
exposed ones
Collapse quarterly time dimension into single "pre" and "post" shock periods
Oil & Gas (2013Q3-2014Q2) (2015Q1-2015Q4)
COVID (2019Q1-2019Q4) (2020Q3)

Estimate the change in credit along intensive and extensive margins

For extensive margin analysis, the dependent variable is Entry/Exit
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Main Identification Concerns

Disimilarity between the treated and control group balance test

Correlation of credit supply shock with a demand shock

Potential simultaneity with change in borrowers’ creditworthiness

To address these concerns, we look at different banks’ lending to the same borrower (Khwaja and
Mian, 2008)
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Oil & Gas Shock

Is bank lending to nonbanks resilient when banks are hit by the Oil shock?
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COVID-19 Shock

Extensive margin analysis is consistent with the finding.
Krainer, Vaghefi, and Wang Resilience of Bank Lending to non-Banks EEA Conference Barcelona, August 28, 2023 11 / 19



Motivation Research Question and Findings Contribution Data and Empirical Approach Results Conclusion Acknowledgement

Extensive Margin
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Regulatory Capital Channel

Banks’ exposure to a financial shock translates to losses that lower their capital levels.
In general, capital charges for lending to NBFIs are lower vs. other corporate borrowers.
We explore whether the increase in the share of nonbank borrowers after a financial shock hits a
bank is associated with regulatory capital constraints.
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Regulatory Capital Channel
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Implications of Nonbanks Access to Bank Credit

Evidence of resilience of bank lending channel to nonbanks even during bad times
How does this affect credit supply from nonbanks in bad times?

Do nonbanks with bank funding sell fewer loans?
Do nonbanks with bank funding originate more loans?

Compare nonbanks with bank funding vs. those without
Excess Bond Premium (EBP): a proxy for overall credit condition
Estimation sample:

Nonbank lenders
Term loans only for loan sales
Sales is identified at the top-holder level
Period of 2010q1 to 2020q3
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Implications of Nonbanks Access to Bank Credit - Loan Sales
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Implications of Nonbanks Access to Bank Credit - New Originations
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Conclusion and Discussion

Bank funding plays a crucial role in the resilience of nonbanks as reliable financial intermediaries.
The banks exposed to economic shocks shift lending toward nonbank borrowers.
The shift towards nonbanks concentrated in weaker banks (lower capital buffer.)

Nonbanks with access to bank funding demonstrated greater resilience during periods of stress.
Findings generate optimism about the resilience of nonbank funding and credit provision during
periods of economic downturns.
Implications for policymakers in terms of regulating and monitoring bank-nonbank relationships.
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Thank you!
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Summary Stats1.

Ret.
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Summary Stats2.
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Balance test

Ret.

Krainer, Vaghefi, and Wang Resilience of Bank Lending to non-Banks EEA Conference Barcelona, August 28, 2023 3 / 3


	Motivation
	Research Question and Findings
	Contribution
	Data and Empirical Approach
	Results
	Conclusion
	Acknowledgement
	Appendix
	Appendix


