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The great bank-branch closure wave in Sweden

-60%



Branches are being closed by all banks…



…and throughout the country

Stockholm: -62%

43 of 290 municipalities

do not have a single

bank branch in 2023

Gothenburg: -59%

Malmö: -58%



Broad trend across countries, but differences in 
timing and speed



Branch networks, soft information, and business lending

Traditional view: Soft information critical for business lending –

especially SME lending

Petersen and Rajan (2002): Information that is “hard to communicate to others, 

capture in written documents, or quantify”

Berger et al (2005): Information that “cannot be verifiably documented in a report 

that the loan officer can pass on to his superiors”

Soft information needs to be collected via relationship-based lending in local branch 

networks. Decision making needs to be local.

Hypothesis: Branch closures cause reductions in credit supply



Data and empirical framework



Data

Annual panel with the number of branches per bank, municipality, 

and year during 2001–2023. Constructed based on two sources:

1. Bankplatser i Sverige: Print publication issued annually by the Swedish Bankers’ 

Association until 2008.  Addresses of all bank branches in Sweden.

2. Pipos: Administrative data from the Swedish Agency for Economic and Regional 

Growth. Exact location of all bank branches in Sweden 2011-2023.

Annual firm-level panel comprising all Swedish non-financial firms

i. Financial-accounts variables: Loans, investment, employment, etc.

ii. Demographic variables: Location, industry, legal form, etc.



A local-projections model

We use the following local-projections model to estimate the effects 

of branch closures on firm-level outcomes:

∆𝐵𝑟𝑎𝑛𝑐ℎ𝑒𝑠𝑗,𝑡: Branch growth in municipality 𝑗 between years 𝑡 − 1 and 𝑡

∆𝑌𝑖,𝑡+ℎ: Symmetric growth rate of some outcome 𝑌 (e.g., loans when we look at 

credits-supply effects) between years 𝑡 − 1 and 𝑡 + ℎ for firm 𝑖 in municipality 𝑗

Empirical challenge: OLS is likely to yield biased estimates of 𝛽ℎ



A shift-share instrument

We instrument the actual change in bank branches in a municipality 

with a shift-share instrument in the spirit of Bartik (1991):

Shares: Bank 𝑏’s share in the total 

number of bank branches in 

municipality 𝑗 in year 𝑡 − 1

Shifts: Percent change in the number 

of bank branches nationwide for 

bank 𝑏 between years 𝑡 − 1 and 𝑡



What generates variation in the instrument?

1. Spatial distribution of banks

2. Timing of branch closures

Key ingredient: Branch closures have 

mostly been due to central strategic 

decisions of the banks and concentrated 

in time (nationwide closure waves)



Baseline empirical specification

We introduce the instrument into the empirical model by 

supplementing the structural equation 

with the following first-stage regression:

We then undertake two-stage least squares (2SLS) estimation of the 

resulting two-equation system. SEs clustered by municipality-year.



Conditions for LATE identification

2SLS estimates of 𝛽ℎ capture the local average treatment effect 

(LATE) of branch closures on local firms given four conditions:

1. Instrument strength: 𝑍𝑗,𝑡 strongly affects municipality-level branch growth

2. Instrument independence: 𝑍𝑗,𝑡 is as good as randomly assigned – i.e., is not 

correlated with other factors affecting the outcomes of interest

3. Exclusion restriction: 𝑍𝑗,𝑡 does not affect the outcomes of interest except 

through the effect on branch growth

4. Monotonicity: There are no “defier” municipalities in the sample



Results



The local credit-supply effects of branch closures

-6%



Heterogeneity in credit-supply effects

Subsample regressions reveal that the credit-supply effects are only

significant for:

1. Small firms, whether measured by sales or assets (below 75th pct.)

2. Collateral-poor firms, as measured by asset tangibility (below 75th pct.)

3. Risky firms, as measured by the ex-ante probability of default (above 25th pct.)

Differences across groups statistically significant in all but a few cases



Direct real effects: Employment and sales

-5% -4%



Direct real effects: Fixed assets and working capital

-4%



Direct real effects: Firm exit

+1.5 p.p.



Additional results

1. Higher loan exit is an important part of the overall credit-supply 

response to branch closures – lower loan entry is not

2. Firms respond to branch closures by drawing more liquidity from 

their suppliers (longer payable days)

• No effects on cash holdings or downstream trade credit. Equity declines 

due to lower profits and thereby lower retained earnings.

3. Some evidence of indirect real effects via aggregate-demand 

spillovers to non-bank dependent firms



Summary and implications

1. Bank branches remain important, despite technological advances

• Soft information collected via local branches still crucial for banks’ ability to make 

business loans (cf. Petersen and Rajan1994, 2002; Granja, Leuz, Rajan, 2022)

• Especially so for lending to small, collateral-poor, and risky firms

2. The closure of a country’s branch network therefore has large 

negative effects on firms’ access to credit and real activity

3. Fintechs are not (yet) a fully adequate substitute for traditional 

branch-based banking



Extras
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Assessing the LATE conditions

1. Instrument strength: The effective first-stage 𝐹-statistic (Montiel

Olea and Pflueger, 2013) is 166.0 ⇒ Instrument is strong

First-stage coefficient is 1.168 (not significantly different from 1)

One percentage point higher predicted branch growth thus associated with 1.2 

percentage point higher actual branch growth



Assessing the LATE conditions

2. Instrument independence:

Good covariate balance

between municipality-years

with negative and non-

negative values of 𝑍𝑗,𝑡



Assessing the LATE conditions

3. Exclusion restriction: Hard to think of plausible violations

Recall: Exclusion restriction is violated if 𝑍𝑗,𝑡 affects 𝑌𝑖,𝑡+ℎ through channels other 

than its effect on the number of bank branches

For example: Suppose Nordea (i) has many branches in Malmö, and (ii) undertakes 

large-scale nationwide branch closures, but keeps its Malmö branches open

Bank lending and real economic activity in Malmö would have to be affected by this 

for the exclusion restriction to be violated

Hard to think of plausible mechanisms that could give rise to such an effect 

(expectations of future closures?)



Assessing the LATE conditions

4. Monotonicity: First-stage

effect consistently positive

and large in subsamples of

the data ⇒ Supports

monotonicity assumption



The local credit-supply effects of branch closures



Specification checks for baseline result



Large effect on loan exit, but not on loan entry

+5 p.p.



Margins of adjustment to the credit-supply contraction



Indirect real effects



Digital retail banking drives branch closures

Excerpt from Handelsbanken’s

Annual Report 2021:

“In places where almost all of our 

customers can manage their finances 

via their computer and smartphone, 

we have seen a marked downturn in 

the number of visits to our branches. 

When there is no longer any real need 

for a branch, it is time to close the 

doors for good.”

Source: Eurostat “Digital society statistics at regional level”, May 

2022; Sweden, Spain, Germany, France, Italy.
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The economics of bank branches

Banks have traditionally exploited economies of scope to economize on 

the fixed costs associated with running bank branches

When retail banking goes digital, economies of scope disappear. What can 

a bank then do?

1. Run the same number of branches at smaller scale, focusing only on corporate 

lending? No, unprofitable because of lack of economies of scope

2. Consolidate the network, gathering the loan officers in fewer branches? 

Possible to some extent, but the point of a branch is to have a local presence

3. Shrink the size of the branch network (number of branches and loan officers), 

even if it means reduced offering of credit and other services to firms


