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Motivation
Open Banking

• Bank financial data provides a rich picture of operations and financial 
situations

• Open banking shifts the ownership of bank financial data from the 
banks to the firms

• Open banking helps small businesses build new lending relationships 
(Babina et al. 2025)
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This Paper
Preview

• Research question: 
   How does open banking help small business lending?
• Identification strategy: 

− UK’s small business-focused open banking policy
− This policy requires large UK banks to share their small business customer data
− But this policy applies only to small firms with revenue ≤ £25 million
− Regression discontinuity design (RDD)

• Data: A novel administrative dataset covering nearly the universe of UK 
firms and capturing the entire UK secured business loan market
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This Paper
Key findings

• Key findings: Open banking increases the use of assets like accounts 
receivable and inventory as collateral, but it has no impact on the use of 
fixed assets
− Firms eligible to share their data are about 4 percentage points more likely to pledge 

such assets as collateral

• Main mechanism: the effects of open banking are more pronounced 
for firms facing greater information asymmetry and for those with 
greater information available to share (“information channel”)

• Access to credit: Open banking reduces collateral constraints by 
mitigating information asymmetry and therefore improves small 
businesses’ access to credit
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Institutional Background
Types of collateral

• Floating lien: 
− covers general categories of assets as a whole
− examples: current assets like accounts receivable and inventory
− may fluctuate in quantity and value
− can be sold without lender’s permission

• Non-floating lien (fixed lien):
− is tied to a specific asset
− examples: fixed assets like land, property, and equipment
− has stable and predictable value
− cannot be sold without lender’s permission
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Using floating liens is a challenge
Collateral usage and asset size

• Having more current assets doesn’t increase a small firm’s chance of 
using floating liens to secure loans
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Why is using floating liens a challenge?
 

• Adverse selection: 
− firms with lower-quality or highly volatile assets may be more likely to seek credit

• Moral hazard:
− assets under floating liens can be sold or diverted by the borrower without permission
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Motivating Framework
The roles of open banking

• Loan screening: 
− Open banking provides better understanding of the borrower’s creditworthiness
− This data improves default predictions (Norden and Weber 2010 RFS), therefore, 

perceived risk is reduced
* Mitigating adverse selection problem

• Ongoing monitoring:
− Open banking gives access to the borrower’s real time data even after the loan has 

been approved
− This data allows to monitor the borrower’s ongoing cash flow more effectively (Mester et 

al. 2007 RFS)
* Addressing moral hazard issue

• Data can serve as a form of “digital collateral” (Ghosh, Vallee and Zeng 2023)
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Research Design 
Empirical challenges

Challenge 1: Need a setting that shows which firms are treated by OB
− Solution: under UK’s small business-focused open banking policy, only firms with 

revenue up to £25 million are eligible for OB

Challenge 2: the information gathered through lending relationships can 
also affect collateralization
− Solution: this paper focuses on collateralization of loans from new lenders

Challenge 3: firm fundamental characteristics and credit demand can 
affect collateralization as well
− Solution: I use a sharp regression discontinuity design around the policy cutoff £25M 13



Data
 

• Loan-level data: Company Charge Register (CCR)
− the entire UK secured business loan market
− type of collateral, contract terms, and performance information

• Firm-level data: Inter-Departmental Business Register (IDBR)
− nearly the universe of UK firms
− revenue figures from HMRC (UK’s tax authority), basic firm profile information

• Other data:
− Bureau van Dijk (BvD): firm-level financial accounting data
− Postcode Lending Data (PLD): small business lending data (aggregate postcode 

level)
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Effects of OB on Collateralization
Baseline results

• Open banking leads to more use of floating liens
• Open banking does not affect the use of non-floating liens
* Open banking reduces collateral constraints
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Effects of OB on Collateralization
Dynamic effects

• In the absence of OB, firms just above and just below the cutoff 
exhibited similar patterns in their use of collateral
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Why does OB reduce collateral constraints?
 

• Information channel:
− what if firms face greater information asymmetry?
− what if firms have greater information available to share?

• Competition channel:
− what if firms are located in highly competitive lending markets?

• Lending technology channel:
− what if lenders are traditional banks versus non-banks?
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Information Channel
Firm age

• Young firms are more significantly impacted by open banking 
* Open banking reduces collateral constraints for those with greater 

information asymmetries 18



Information Channel
Prior lending relationships: Extensive margin

• Firms without prior lending relationships benefit from open banking 
* Open banking reduces collateral constraints for those with greater 

information asymmetries 19



Information Channel
Prior lending relationships: Intensive margin

• Firms with prior lending relationships with CCDS lenders are more 
significantly impacted by open banking 

* Open banking reduces collateral constraints for those with greater 
information available to share 20



Competition Channel
Lending market competition (HHI)

• Firms located in highly competitive markets are more significantly 
impacted by open banking
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Lending Technology Channel
Banks versus non-banks

• Banks are more familiar with bank account data
• Non-banks (e.g., FinTech lenders) have more advanced technologies
* Differences in lending technology cannot drive the results 22



Why does OB reduce collateral constraints?
 Recap

• Information channel                    ✓

• Competition channel                   ✓

• Lending technology channel      ✗
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What are the real effects of Open Banking?
 

• Real effects on firm growth
• Employment growth

• Establishment growth
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Real Effects on Firm Growth
Employment and establishment growth

• Open banking      employment growth 

• Open banking      establishment growth
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Conclusion
 

• Put together a novel dataset that covers nearly the entire UK firms and 
captures the entire secured business loan market

• Open banking eases the pledge of assets like accounts receivable and 
inventory. Firms eligible to share data are more likely to pledge such 
assets as collateral, thereby improving access to credit

• OB → information asymmetry ↓ → collateral constraints ↓ → credit ↑
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The World of Open Banking (as of Oct 2024)
 

Regulatory Driven 
(Implemented)

Regulatory Driven 
(In development)

Market Driven 
(Implemented)

Market Driven 
(In development)

Hybrid Driven 
(Implemented)

No open banking 
(or N/A)
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The World of Open Banking
 

How Will Open Finance Change Our Lives？ 
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