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Motivation and research question

▶ Dual role of a global financial centre:

1. Domestic financial centre channeling finance into the
domestic economy (usually advanced)

2. Host venue for international financial activity
▶ Hosting both foreign financial intermediaries and domestic

financial intermediaries that are active internationally

▶ How do these two roles interact? Any positive (or negative)
spillover?

▶ Domestic effects of cross-border lending rather overlooked by
the literature

▶ We investigate whether cross-border lending by domestic
banks generates positive spillovers by enhancing the
productivity of the domestic real economy



Research question and empirical approach

▶ Why should it matter? Two opposing views:

1. Crowding-out effect. Internationally-active domestic banks
have the option to channel abroad savings raised domestically.
This in turn might entail negative productivity consequences
for the domestic economy

2. Knowledge gathered through cross-border lending could
improve the ability of domestic banks to screen and monitor
domestic NFCs. Also, the bank can pass on know-how
acquired abroad to domestic NFCs

▶ Empirical approach: combining cross-country evidence from
21 advanced economies, cross-country / cross-sector data
from 12 European countries and firm-level data from UK NFCs



Literature Review

Effects of cross-border lending on recipient economies:

▶ Improvements in capital allocation, higher firm growth (Forbes, 2007);
expansion in credit supply with recipient firms increasing investment and
R&D (Beck et al., 2025)

▶ Risks of retrenchment in bad times and shock-importing (Cetorelli and
Goldberg 2011; De Haas and Van Lelyveld 2014; Ongena et al. 2015;
Hale et al. 2020)

Cross-border lending as a diversification tool:

▶ Banks with a more geographically diversified portfolio maintain higher
loan supply during banking crises, this translates into higher investment
and employment for firms. Effects stronger for domestic banks with an
internationally diversified portfolio. (Doerr and Schaz, 2021)

Real effects for the domestic economy:

▶ Relationships with banks operating abroad beneficial for exporting firms
(Claessens and Van Horen, 2021; Paravisini et al. 2023; Berthou et al.
2024)

▶ Better performance in innovation for firms with a relationship with
geographically diversified banks (Amore et al., 2013; Deng et al., 2021)



Data

▶ Cross-country:
▶ BIS Consolidated Banking Statistics

▶ International Lending — Sum of cross-border claims by
domestic banks and local claims of their foreign affiliates

▶ OECD and World Bank. Data on productivity and controls
▶ Methodologies: OLS, Sys.-GMM, Local Projection

▶ Cross-country / cross-sector:
▶ CompNet (9th vintage, 20e)
▶ Methodologies: OLS, Sys.-GMM, Interactions

▶ Firm and bank-level data:
▶ FAME (Moody’s BvD) — balance sheets data for UK NFCs,

recording bank–firm relationships
▶ Supervisory data on foreign lending activity by UK banks
▶ Methodologies: OLS, Bartik IV, Interactions



Cross-country evidence



Cross-country evidence: Baseline equation

Yi ,t = α+ β1International Lendingi ,t−1 + β2Controlsi ,t−1

+∂t + θi + εi ,t
(1)

Yi ,t is alternatively the growth rate of GDP per hour worked in
the economy, the growth rate of GDP per hour worked in
manufacturing and the growth rate of Multifactor Productivity

International Lending is the volume of loans by domestic banks
to foreign entities in natural log.

Sample: 21 advanced economies from 1998 to 2019



Cross-country evidence: Baseline OLS results

International Lending ↑ 1% ⇒ growth rate of productivity ↑ 0.18-0.20 pp
(0.66-0.74 pp for manufacturing). International Lending ↑ 1 sd ⇒ MFP

growth rate ↑ around 1 sd



Cross-country evidence: LP. Dependent: MFP
growth rate

Figure 3. Local projection estimation. Impact of foreign lending on cumulated
growth of Multifactor Productivity (with 90% confidence intervals).

And to to a 1% cumulated increase in the growth rate of MFP over a
seven-year period



Cross-country evidence: Sys.-GMM. Dependent:
MFP growth rate



Cross-country evidence: Robustness and additional
findings

▶ Quantile regression → Entire distribution is affected, not
only most productive countries

▶ Additional controls → Results confirmed
▶ banking sector stability
▶ financial size and development
▶ profitability of financial markets

▶ No support for crowding-out of investment → Tangibles
not affected, if anything intangibles increase



Cross-country and cross-industry approach: Baseline
equation

Yj ,i ,t = α+ β1International Lendingi ,t−1 + β2Country Controlsi ,t−1

+ β3Sector-Country Controlsj ,i ,t−1 + δj ,t + θj ,i + εi ,t (2)

Yj ,i ,t is the (weighted) average growth rate of Real Revenues per
employee in sector j in country i

Sample: 9 macro-sectors in 12 European economies from 1998 to
2019



Cross-country and cross-industry approach: Baseline
OLS results



Cross-country and cross-industry approach:
Sys.-GMM



Cross-country and cross-industry approach:
Heterogeneities

Figure 4. Impact of International Lending (log) on country-sector productivity.
High vs. low intensity of financial dependence, intangibility, export and R&D.

Marginal effects from interactive model with 90% confidence intervals.



Cross-country and cross-industry approach:
Robustness and additional findings

▶ Zombie firms → Significant reduction in the presence of
zombie firms (firms reporting interest payments exceeding
operational profit for three consecutive years and not
high-growth)

▶ No support for crowding-out hypothesis → If anything
investment in both tangibles and intangibles increases

▶ Alternative GMM specifications → Results confirmed



Firm-level evidence from the UK: Baseline equation

Yf ,t = α+β1
Foreignb,t

Tot.Lendingb,t
+β2BankControlsb,t+β3FirmControlsf ,t

+ δb + θf + λj ,z,t + εi ,t (3)

▶ Yf ,t is the growth rate of firm: i) Turnover per employee, ii) TFP
calculated via OLS, or iii) TFP following Olley and Pakes (1996)

▶ Main regressor: Share of foreign to total lending (to NFCs) by bank b
that has a lending relationship with firm f. Alternatively → G7

Tot.Lending

lending to major advanced economies Evolution

▶ FE: bank (δb), firm (θf ), and 2-digits industry×year×zip code (λj,z,t)

▶ Sample: 12,042 NFCs from 2018 to 2024, 17 domestic banks and 25
foreign banks



Firm-level evidence from the UK: Baseline OLS
results

No significant effect for international lending



Firm-level evidence from the UK: Lending to major
advanced economies

But lending to foreign NFCs in major advanced economies matters!



Firm-level evidence from the UK: Lending from
foreign banks

If anything, lending relationships with foreign banks associated
with negative productivity growth → different selection of NFCs?



Firm-level evidence from the UK: Bartik IV

Shift-share instrument in line with Kneer and Raabe (2024) in a
2SLS regression:

ForeignLendingbt =
C∑

c=1

(sharecb ·UKForeignLendingct) (4)

where t≥2018 and

sharecb =
foreign lendingcbt
foreign lendingct

with t = 2014Q4 (5)

1. sharecb: historical share of loans to country c from the UK
banking system that is made by bank b, calculated as of
2014Q4

2. For each bank, we multiply the historical share with (current)
total loans from UK banks to country c at time t

3. Finally, for each bank b in year t we obtain a measure of its
aggregate foreign lending by summing across loans to all
countries (only G7 when the regressor is G7/Tot.Lending)



Firm-level evidence from the UK: Bartik IV

Confirms previous findings



Firm-level evidence from the UK: Heterogeneities

Figure 5. Impact of G7/Tot. Lending on productivity of exporting and
non-exporting firms (with 90% confidence intervals).



Firm-level evidence from the UK: Heterogeneities

Figure 6. Impact of G7/Tot. Lending on productivity of firms, short vs long
lending relationship (with 90% confidence intervals).



Firm-level evidence from the UK: Robustness and
additional findings

▶ Alternative fixed effects → Results confirmed

▶ Sys.-GMM specifications → Results confirmed

▶ Bartik IV: Foreign/Tot.Lending lending Go

▶ Subsample analysis: sector performing poorly in the UK wrt
other major advanced economies Go



Conclusions

▶ Beneficial role of banking sector internationalisation on the
productivity of the domestic real economy:

1. Cross-country analysis → a 1% increase in foreign lending by
domestic banks associated with an increase in the growth rate
of productivity of the domestic economy between 0.18-0.74 pp.

2. Results confirmed when using cross-country / cross-sector
data. Effect higher for sectors more dependent on external
finance and more intangibles-oriented

▶ Firm-level evidence from the UK reveals important
heterogeneities:

1. Benefits for domestic NFCs mainly arise when their banks lend
to firms in foreign major advanced countries

2. Effect not only depends on export support
3. Results slightly more intense at an early stage of the bank-firm

relationship

▶ No evidence that lending by foreign banks to domestic NFCs
is associated with productivity improvements → tending to
focus on established NFCs closer to the productivity frontier
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Firm-level evidence from the UK

Figure A1. Evolution of average bank internationalisation measures
over time for reporting UK domestic banks.
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Bartik IV: Foreign/Tot. Lending
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Bartik IV: Foreign/Tot. Lending
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