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Background
• Credit expansions often lead to banking crises with 

significant negative consequences for the real economy 
(Reinhart and Rogoff, 2009; Schularick and Taylor, 2012).

• Credit growth may also be driven by an increase in 
investment opportunities or by an improvement in the 
financial sector’s ability to intermediate funds towards 
productive investment
(Levine, 2005)

• Macroprudential policy faces a trade off between financial 
stability and financial deepening



This Paper
• Early-warning models are typically based on macro 

variables

• Finer predictions on the characteristics of credit booms 
that lead to financial crises could provide a useful 
barometer for macroprudential policies

• Which lenders take more risk during credit expansions 
that end up in banking crises?



Theoretical Background
• (Bad) credit booms arise because atomistic agents do not internalize 

the externalities of excessive debt on collateral prices and defaults 
• (e.g., Lorenzoni (2008), Farhi and Werning (2016), Korinek and Simsek

(2016)). 

• New lenders may face more information asymmetry during credit 
booms and, being less experienced, become victims of optimistic 
expectations, which end up being deluded when the boom ends up in 
a bust (Gennaioli, Shleifer and Vishny, 2015; Thakor, 2015)

• Our conjecture: 
• High-market-share banks internalize the negative spillovers of their actions on 

the rest of the economy because this will naturally impact their portfolios and 
future profits

• Low-market-share banks and new entrants may be less informed 

• Empirically, low-market-share lenders, foreign lenders and first-time 
lenders may originate more credit before banking crises



A Preview of the Results

• In the four years preceding banking crises (defined as in 
Baron, Verner and Xiong, 2021), low-market-share banks 
and foreign banks lend relatively more than other banks

• The differential behavior is not driven by low familiarity 
with the industry of the borrower
• This suggests a different propensity to internalize externalities



Related Literature I
• Output growth, recession, and financial crises:

• An increase in household debt to GDP ratio predicts lower GDP 
growth (Mian, Sufi and Verner, 2017) 

• A decrease in credit spread predicts financial crises (Krishnamurty
and Muir, 2020) 

• Credit to nontradable sectors is also associated with a boom bust in 
output (Müller and Verner, 2021)

• A deterioration in the average quality of firms with high bond 
issuance predicts poor performance of corporate bonds relative to 
Treasury bonds of similar maturity (Greenwood and Hanson, 2013). 

• We focus on the type of lenders rather than on the quality 
of borrowers 
• Quality of lenders easier to ascertain ex ante in credit markets.



Related Literature II
• Geography of bank lending

• Lenders’ propensity to extend syndicated loans to foreign 
borrowers depend on the financing conditions in their home country 
(Giannetti and Laeven, 2012a).  

• Lenders experiencing a banking crisis in their home country exhibit 
rebalance their portfolios towards domestic borrowers-- flight home 
(Giannetti and Laeven, 2012b).  

• Domestic lenders in the US grant more loans to distant and lower 
quality entrepreneurs during US business cycles expansions if they 
face a strong competitive environment in their market of origin. 
(Granja, Leuz, and Rajan, 2019)

• While these studies focus on the lenders’ portfolios, we focus on 
the host country



Related literature III
• Banking structure matters for shock transmission and financial 

stability
• Some lenders internalize negative spillovers

• Bank lending and renegotiation decisions have externalities
• Housing market: foreclosures generate price discounts that may spillover 

to non-distressed neighboring houses
• Firms and industries are interconnected. Financial constraints amplify 

distress within an an industry
• High-market-share banks internalize externalities

• Renegotiate defaulting mortgages mitigating the effects of foreclosures on 
house price
• Favara and Giannetti (Journal of Finance, 2017)

• Provide more liquidity to borrowers in distressed industries as well as to 
their customers and suppliers
• Giannetti and Saidi (Review of Financial Studies, 2019)



Data Identifying Banking Crises
• We identify periods of excessive lending ex post, using 

the chronology of crises of  Baron, Verner, and Xiong
(2021) 
• Episodes of bank equity returns declines in a country in excess of 

30% during a year. 
• Banking crises include episodes with panics and government 

interventions and quieter periods of banking sector distress.

• Our sample includes 64 banking crises in 46 affected 
countries during the 1986-2016 period.



Data 
• International 
syndicated loan 
market: Dealscan



Empirical methodology
• Bank-country-year panel

Empirical model compares lender behavior in pre-crisis times and normal times



Lending in the Pre-crisis Period

Effects have high economic significance:  
• In column1,  the amount of loans arranged by 

foreign lenders almost doubles in pre-crisis 
periods

• In column 2, the probability that foreign lenders 
arrange any loans during pre-crisis periods 
increases by 50%

• Effects even larger in column 3 and 4 when we 
consider committed credit 
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		Observations

		475,131

		475,131

		475,131

		475,131



		R-squared

		0.421

		0.404

		0.456

		0.436









Lending in the Pre-crisis Period



First-Time Lenders



Good Credit Booms – Foreign Lenders 



Good Credit Booms-Mkt Share



Foreign lenders’ propensity to lend to risky borrowers



Lender Mkt Share and Risky Loans



Does the Interest Rate Reflect Risk?



Does the Interest Rate Reflect Risk?



Expectations or Externalities?

Expectations are 
more likely to 
matter if less 
established lenders 
extend loans to 
industries with 
which they have 
low familiarity 
worldwide



Robustness
• Results hold within the same syndicate—that is, low 

market share lenders supply more credit to the very same 
loan

• Differential lending does not depend on bank relationships
• Different banks’ propensity to lend during crisis periods

similar to normal times
• Mkt share or distance? Mkt share does not merely 

capture distance
• Results are not driven by differences in regulation 

between the home country of the lender and the host 
country.



Mkt Share or Distance?



Conclusions
• Supply of loans from foreign inexperienced lenders 

increases in the run up to banking crisis

• ....yet high-market-share banks cannot avoid economy-
level over-lending as new lenders are free to enter—
asymmetry with negative shocks

• Objective for macro-prudential policy: Consider who the 
lenders are
• Useful not only for credit growth but also to evaluate whether 

capital inflows may be destabilizing
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