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Motivation and Introduction

Preamble

» Outward foreign direct investment (FDI) from developing countries has
been on the rise over the last two decades (UNCTAD 2006)

» Prominent case in point: China.

Chlr]a s global |nvestment

Plotting Chinese

2005

(Source: http://edition.cnn.com /interactive/2017/05/world /chinas-new-world-order/)
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Motivation and Introduction

Preamble

» Outward foreign direct investment (FDI) from developing countries has
been on the rise over the last two decades (UNCTAD 2006)

» Prominent case in point: China.

China’s global in

Plotting Chinese investment ok

2014

(Source: http://edition.cnn.com /interactive/2017/05/world /chinas-new-world-order/)
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Motivation and Introduction

Motivation

» Global expansion of manufacturing processes often seen at the forefront of
this rise

(An extensive literature on the determinants of manufacturing firm FDI; see Yeaple 2013,

Antras and Yeaple 2014.)
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Motivation and Introduction

Motivation

» Global expansion of manufacturing processes often seen at the forefront of
this rise

(An extensive literature on the determinants of manufacturing firm FDI; see Yeaple 2013,

Antras and Yeaple 2014.)

> At the same time: FDI in the banking sector has led to the emergence of
many global banks and promoted financial globalization.

> In 2000: Big-5 Chinese banks had 60 branches/subsidiaries in 18 foreign
countries.

> In 2014: 271 branches/subsidiaries in 49 foreign countries.
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Motivation and Introduction

Motivation

» Global expansion of manufacturing processes often seen at the forefront of
this rise

(An extensive literature on the determinants of manufacturing firm FDI; see Yeaple 2013,
Antras and Yeaple 2014.)

> At the same time: FDI in the banking sector has led to the emergence of
many global banks and promoted financial globalization.

> In 2000: Big-5 Chinese banks had 60 branches/subsidiaries in 18 foreign
countries.

> In 2014: 271 branches/subsidiaries in 49 foreign countries.

» Raises the question: Are the rise of bank FDI and firm FDI inter-related?
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Motivation and Introduction

Motivation (cont.)

» Oft-cited reasons for Bank FDI:

> Seeking growth opportunities in larger markets
> Risk diversification

> Facilitating the overseas banking/financing needs of home-country clients.
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Motivation and Introduction

Motivation (cont.)

» Oft-cited reasons for Bank FDI:

> Seeking growth opportunities in larger markets
> Risk diversification

> Facilitating the overseas banking/financing needs of home-country clients.

» Why might bank presence matter for the foreign entry decisions of MNCs?

> FDI entails high sunk and operating costs, and hence larger financing needs,
making functional bank access important

> Working with home-country banks incurs lower transactions cost
(E.g.: Language barriers; Cultural differences; Familiarity with home-country banking
institutions.)

> Firms can leverage on pre-existing relationships with home-country banks.

(E.g.: Less need to re-establish credit worthiness; Easier to engage in financial
transactions back to the home country; Easier to post collaterizable assets; Lowering
information barriers for market entry.)
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Motivation and Introduction

From the (bank) horse’'s mouth

“ICBC (Europe) SA Amsterdam Branch was officially open to
public on 20 January 2011. Leveraging on the leading market
position, quality customer base, diversified business structure, robust
innovative capability and excellent brand value of ICBC, ICBC
(Europe) SA Amsterdam Branch can satisfy financial requirements of
customers in such aspects as account opening, deposit, remittance,
settlement, corporate finance, trade finance and wealth management.
Therefore, it is the best choice for Chinese enterprises willing to
expand their businesses into the Netherlands and for Dutch
enterprises with investments in and trade with China.”
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Motivation and Introduction

What we do in this paper

Qn: Does CHN bank presence promote CHN firm FDI into a host country? Or
is it instead CHN firm FDI that later pulls in bank FDI (“follow-thy-client”)?
> Assemble:

> A firm-country-year panel dataset of CHN manufacturing firms and their
overseas subsidiaries for the period 1990-2014

> Information on the timing of Big-5 banks’ overseas expansion.
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Motivation and Introduction

What we do in this paper

Qn: Does CHN bank presence promote CHN firm FDI into a host country? Or
is it instead CHN firm FDI that later pulls in bank FDI (“follow-thy-client”)?
> Assemble:

> A firm-country-year panel dataset of CHN manufacturing firms and their
overseas subsidiaries for the period 1990-2014

> Information on the timing of Big-5 banks’ overseas expansion.

» Find that: Big-5 bank presence in a host country in year t — 1 raises the
likelihood of observing a firm subsidiary in that same country in year t.

> Importantly: ldentify this effect from variation within firm-country ...

> ... while also including fixed effects to control for time-varying firm
characteristics. . .

> ... and a large set of time-varying country variables as competing
explanations for inward FDI.
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Motivation and Introduction

What we do in this paper

Qn: Does CHN bank presence promote CHN firm FDI into a host country? Or
is it instead CHN firm FDI that later pulls in bank FDI (“follow-thy-client”)?

» Assemble:

> A firm-country-year panel dataset of CHN manufacturing firms and their
overseas subsidiaries for the period 1990-2014

> Information on the timing of Big-5 banks’ overseas expansion.

> Investigating Causality:

> Event-study specification confirms a jump in the probability of firm subsidiary
entry commencing in the earliest year of Big-5 bank presence.

> Results hold when using an instrumental variable: A proxy for the
attractiveness of each country to bank FDI from East Asia, constructed from
JPN and KOR bank presence

Validity rests on the IV capturing the host-country’s attractiveness for bank
FDI, but not for firm FDI more generally (more on this later)
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Motivation and Introduction

What we do in this paper

Qn: Does CHN bank presence promote CHN firm FDI into a host country? Or
is it instead CHN firm FDI that later pulls in bank FDI (“follow-thy-client”)?

» Assemble:

> A firm-country-year panel dataset of CHN manufacturing firms and their
overseas subsidiaries for the period 1990-2014

> Information on the timing of Big-5 banks’ overseas expansion.

> Mechanisms: An underlying credit channel
» Effects of bank presence stronger for:

> Firms with a higher debt-to-asset ratio

> Firm-bank pairs with a pre-existing home-country credit relationship (with
some caveats)

> Firm entry that occurs through M&A rather than greenfield FDI

Davin Chor, Tomoo Kikuchi, Jie Li Does China’s Bank FDI Promote Firm FDI?



Motivation and Introduction

Discussion and Caveats

» Purpose here is not to provide a complete taxonomy of the determinants
of firm FDI.

Rather: to show that bank FDI matters for subsequent firm FDI into the
same host country

» The alternative story — firm FDI leads, and then draws in bank FDI —
could still be relevant in contexts beyond CHN

But. .. the CHN experience remains instructive for policy:

> for developing countries keen to promote outbound FDI; or

> for countries where banks provide a significant component of firm financing
needs.
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Motivation and Introduction

Related Literature
1. Determinants of FDI and its location:

> Manufacturing FDI: Brainard (1997); Blonigen (1997, 2005); Blonigen and Piger
(2014); Yeaple (2003); Helpman et al. (2004); Du et al. (2008); Kang and Jiang
(2012); Davies and Killeen (2015)

> Bank FDI: De Blas and Russ (2010); Niepmann (2016)

2. Access to finance and FDI:
> Alfaro et al. (2004); Desai et al. (2004); Feinberg and Phillips (2004); di Giovanni
(2005); Buch et al. (2014); Bilir et al. (2016)
3. Banking sector globalization (and firm FDI):

> Yamori (1997); Buch (2000); He and Gray (2001); Claessens et al. (2001); Focarelli
and Pozzolo (2001, 2005); Cerutti et al. (2007); Qian and Delios (2008); Lehner
(2009); De Bonis et al. (2015); Ongena et al. (2015); Poelhekke (2015); Bronzini and
D’lgnazio (2016)

4. China’s outward FDI:

> Zhang and Daly (2011); Chen et al. (2016)
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Data sources
Empirical Strategy and Baseline Findings Empirical specif

Baseline OLS results

Data
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Data sources

Empirical Strategy and Baseline Findings

Data on Chinese Firm and Bank FDI

» Firm FDI: Oriana

> Sample comprises: Chinese manufacturing firms with at least one
majority-owned overseas subsidiary during 1990-2014; includes both
publicly-listed and private firms.

> Information on foreign subsidiary ownership traced back to 1980.

> Year of establishment of subsidiary: Pieced together from Orbis, Amadeus,
Zephyr, firm financial reports etc.
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Data sources

Empirical Strategy and Baseline Findings

Data on Chinese Firm and Bank FDI

» Firm FDI: Oriana

> Sample comprises: Chinese manufacturing firms with at least one
majority-owned overseas subsidiary during 1990-2014; includes both
publicly-listed and private firms.

> Information on foreign subsidiary ownership traced back to 1980.

> Year of establishment of subsidiary: Pieced together from Orbis, Amadeus,
Zephyr, firm financial reports etc.

» Bank FDI: Information on subsidiaries and first-level branches from the
Big-5 banks’ websites.
» Industrial and Commercial Bank of China; China Construction Bank; Bank of China;
Agricultural Bank of China; Bank of Communications
(+ China Merchant Bank; China CITIC Bank)
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Data sources

Empirical Strategy and Baseline Findings

Data on Chinese Firm and Bank FDI
» Firm FDI: Oriana

> Sample comprises: Chinese manufacturing firms with at least one
majority-owned overseas subsidiary during 1990-2014; includes both
publicly-listed and private firms.

> Information on foreign subsidiary ownership traced back to 1980.

> Year of establishment of subsidiary: Pieced together from Orbis, Amadeus,
Zephyr, firm financial reports etc.

» Bank FDI: Information on subsidiaries and first-level branches from the
Big-5 banks' websites.

» Industrial and Commercial Bank of China; China Construction Bank; Bank of China;
Agricultural Bank of China; Bank of Communications

(+ China Merchant Bank; China CITIC Bank)

» Other country-level variables from standard sources

(e.g.: Penn World Tables, World Development Indicators, Beck et al. Global Financial

Development Database, World Governance Indicators; Polity 1V)
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Data sources
Empirical Strategy and Baseline Findings Empirical specification

2line OLS results

An illustrative example
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Data sources
E

Empirical Strategy and Baseline Findings

Data Descriptives: Manufacturing Firm FDI

» Sample: 720 head companies from 94 SIC 3-digit manufacturing industries.

With 2,166 foreign subsidiaries in 110 host countries.

8
L

7
L

6
L

4
A

Log No. of China's manufacturing outward FDI deals,Stock

T T T T T T
1990 1995 2000 2005 2010 2015
year

(Note: Drop offshore financial centers — HK, BM, CY, KY, LU, MO, PA, VG — from the list of

potential host countries.)
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Data sources

ical Strategy and Baseline Fi

Data Descriptives: Bank FDI

> At the end of 2014, the Big-5 banks had in total 271 subsidiaries and
branches in 49 countries.

5 55
| | |

4
|

3.5

log No. of foreign subsidiaires/branches of Big Five banks
45

T T T T T T
1990 1995 2000 2005 2010 2015
year of the establishment
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Data sources
Empirical Strategy and Baseline Findings Empir
Ba

A Preliminary Look at the Data

Big-5 bank presence and the number of firm subsidiaries:
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Red vertical line indicates the start of Big-5 bank presence.
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Data sources
Empirical Strategy and Baseline Findings Empirical specification

OLS results

Regression Specification

IndSubjc: = BolndSubic,c—1 + f1IndBighce—1 + T Xct—1 + dic + die + €ice (1)

> IndSubic:: Indicator variable for whether firm i has a subsidiary in country
cin year t

> IndBighc+—1: Indicator variable for Big-5 banks’ presence in year t — 1 in
country ¢ (Similar results using Big-7)

> X.:—1: Vector of country controls that could influence inward MNC
activity

» Economic variables: real GDP, real GDP per capita, real GDP growth, real GDP per
capita growth, factor endowments, exchange rate.

> Institutional variables: private credit over GDP, rule of law, constraints on executive,
democracy.

» Run this on a balanced panel of 720 firms, 110 host countries, and 25
years
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Empirical Strategy and Baseline Findings cal specification

OLS res

Regression Specification
IndSubjc: = BolndSubic,c—1 + f1IndBighce—1 + T Xct—1 + dic + die + €ice (1)

> fic: firm-country fixed effects
(Soaks up all country characteristics that are non-time-varying; Isolates
within-firm-by-host-country variation over time)

> fi: firm-year fixed effects

(Soaks up all time-varying firm characteristics)

» Standard errors: Two-way clustering by country-year and by firm

(Results similar under alternative two-way clustering by country-year and by firm-year)
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Empirical Strategy and Baseline Findings

ica
Baseline OLS results

Findings:
The Relationship between China’s Big-5 Bank FDI and Firm FDI
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Empirical Strategy and Baseline Findings

Baseline OLS results

OLS Baseline Results: Lagged Big-5 bank presence and firm FDI

No controls With controls Number of banks
(1) (2) (3) (4) (5)
Big 5 bank presence, t-1 0.00108°*  0.00105"**  0.00113**
(0.00027)  (0.00029)  (0.00046)
No. Big 5 banks, t-1 0.00097***

(0.00013)
Log (1 + No. Big 5 banks), t-1

Firm subsidiary presence, t-1 093030 0.92920°**  0.86580*"*  0.86326***  0.86452**
(0.00326)  (0.00336)  (0.00722)  (0.00709)  (0.00718)
Log real GDP, t-1 -0.00236*"*  -0.00563"*  -0.00451"**  -0.00595""*
(0.00044)  (0.00104)  (0.00089)  (0.00104)
Log per capita real GDP, t-1 0.01202"**  0.02643°"* 002365  0.03459""*
(0.00362)  (0.00879)  (0.00781)  (0.00897)
Real GDP growth rate, t-1 20.00003  -0.00066  -0.00150 0.00054
(0.00181)  (0.00343)  (0.00314)  (0.00348)
Real GDP per capita growth rate, t-1 20.01050  -0.00510  -0.00401  -0.01767
(0.01416)  (0.02535)  (0.02336)  (0.02610)
Log exchange rate, t-1 -0.00014**  -0.00092°**  -0.00071***  -0.00072""*
(0.00003)  (0.00030)  (0.00025)  (0.00026)
Log per capita physical capital, t-1 -0.00036"*  -0.00064"  -0.00092"*  -0.00087"*
(0.00017)  (0.00038)  (0.00037)  (0.00037)
Human capital index, t-1 20.00038  0.00081 0.00107  -0.00041
(0.00107)  (0.00229)  (0.00217)  (0.00239)
Log private credit to GDP, t-1 0.00143**  -0.00099"**  -0.00121***
(0.00026)  (0.00022)  (0.00024)
Rule of law, t-1 0.00128*  0.00116**  0.00136**
(0.00045)  (0.00046)  (0.00046)
Democracy, t-1 -0.00024**  -0.00035**  -0.00028""*
(0.00009)  (0.00009)  (0.00009)
Constraints on executive, t-1 0.00009  0.00025* 0.00009
(0.00016)  (0.00014)  (0.00015)
Firm-Year FE Yes Yes Yes Yes Yes
Country-Firm FE Yes Yes Yes Yes Yes
Observations 2125750 1893077 1045869 1045869 1045869
R? 0.852 0.852 0.860 0.860 0.860
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Empirical Strategy and Baseline Findings

Further Host-country controls

fication

Baseline OLS results

Bank controls Trade FDI Policy Al
(1) (2) (3) (4) (5) (6) (7
Big 5 bank presence, t-1 0.00137° 0.00099°*  0.00086°  0.00102°* 0.00199°**  0.00129**  0.00208°*
(0.00055) (0.00046)  (0.00049)  (0.00048)  (0.00058)  (0.00053)  (0.00077)
Firm subsidiary presence, t-1 0.85530°""  0.86461°""  0.86436""" 0.86481°* (0.84022°"  0.83679°"  0.79948""
(0.00791) (0.00728)  (0.00734)  (0.00727)  (0.00867)  (0.00891)  (0.01129)
Log (1 + No. domestic banks), t-1 0.00124° -0.00047
(0.00042) (0.00079)
Log inward FDI stock over GDP, t-1 -0.00051" -0.00102"*
(0.00021) (0.00034)
Log exports over GDP, t-1 0.00053 0.00064
(0.00051) (0.00078)
Log imports over GDP, t-1 0.00124° 0.00200°
(0.00063) (0.00089)
Log exports to CHN over GDP, t-1 -0.00127** -0.00148"*
(0.00024) (0.00037)
Log imports from CHN over GDP, t-1 -0.00034"* -0.00020"*
(0.00007) (0.00006)
Food export share, t-1 0.00001 0.00003°
(0.00001) (0.00002)
Fuel export share, t-1 0.00005"* 0.00008"**
(0.00001) (0.00002)
Ores export share, t-1 0.00001 0.00002
(0.00001) (0.00001)
Preferential trade agreement, t-1 -0.00030 -0.00028
(0.00031) (0.00036)
Bilateral investment treaty, t-1 -0.00063 -0.00028
(0.00040) (0.00067)
CHN’s president/premier ever visited, t-1 0.00094**  0.00161°**
(0.00044)  (0.00048)
Log (1e-9 + Aid stock from CHN over GDP), t-1 -0.00006°*  -0.00007***
(0.00002)  (0.00002)
Economic controls? Yes Yes Yes Yes Yes Yes
Institutional controls? Yes Yes Yes Yes Yes Yes
Firm-Year FE Yes Yes Yes Yes Yes Yes
Country-Firm FE Yes Yes Yes Yes Yes Yes
Observations 934557 1018814 944606 101 898999 902091 681013
2 852 0.860 0.860 0.860 0.848 0.864 0.854
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Empirical Strategy and Baseline Findings

Baseline OLS results

Further checks: Effects on Firm FDI to other destinations

» Falsification: No effect of Big-5 bank presence on subsidiary presence in

the rest of the world

» But geographic proximity matters: Effect found on subsidiary presence in

other countries in the same region

Baseline Subs. in rest of world Subs. in same region
0 ®) ®) @ )
In Host In Host In ROW In Host In Region
Big 5 bank presence, t-1 0.00113** 0.00113** -0.00008 0.00107**  0.00686***
(0.00046)  (0.00046)  (0.00022)  (0.00046)  (0.00109)
Firm subsidiary presence, t-1 0.86580***  0.86412**  0.01451***  0.86577***  0.00782**
(0.00722)  (0.00773)  (0.00191)  (0.00722)  (0.00323)
Presence of firm subsidiary in other non-ofc countries, year t-1 -0.00521  0.78733***
(0.00605)  (0.01201)
Presence of firm subsidiary in other non-ofc same-region countr 0.00268***  0.84866***
(0.00101)  (0.00587)
Economic controls? Yes Yes Yes
Institutional controls? Yes Yes Yes
Firm-Year FE Yes Yes Yes
Country-Firm FE Yes Yes Yes Yes
Observations 1045869 1045869 1045869 1045869 1045869
R? 0.860 0.860 0.998 0.860 0.868
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Investigating Causality and Mechanisms conomic m s: The credit channel

Digging Deeper: Causality and Mechanisms
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Event-study approach

Investigating Causality and Mechanisms

Timing of Big-5 Bank Presence

No effect of Big-5 bank presence on lagged firm subsidiary presence:

Lagged Current Lead
©) 2 ®3) (4) (5)

Presence of big-5 bank subsidiary, year t-2  0.00126***
(0.00046)

Big 5 bank presence, t-1 0.00113**
(0.00046)
Presence of big-5 bank subsidiary 0.00081**
(0.00040)
Presence of big-5 bank subsidiary, year t+1 0.00045
(0.00034)
Presence of big-5 bank subsidiary, year t+2 0.00029
(0.00033)
Firm subsidiary presence, t-1 0.86578***  0.86580**  0.86582***  0.86583***  (0.85559"**
(0.00722)  (0.00722)  (0.00722)  (0.00721)  (0.00788)
Economic controls? Yes Yes Yes Yes Yes
Institutional controls? Yes Yes Yes Yes Yes
Firm-Year FE Yes Yes Yes Yes Yes
Country-Firm FE Yes Yes Yes Yes Yes
Observations 1045869 1045869 1045869 1045869 978618
R? 0.860 0.860 0.860 0.860 0.852
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Event-study approach
|

Investigating Causality and Mechanisms E : The credit channel

Event-Study Specification

5
IndSubie: = BolndSubic.c—1+ Y B-D_Bighe,eir + T Xe,t1 + 0 + 0ie + €ice (2)

T=—3
where:

> D_Big5c +1-: Indicator variable for whether Big-5 bank presence
commenced 7 years before subsidiary entry at time t

(7 = 5 dummy combines all lagged years with 7 > 5 for Big-5 bank entry)

> [(3:'s trace out the lead and lag effects of Big-5 bank entry (relative to the
omitted category, T < —4)
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Investigating Causality and Mechanisms

Event-Study Specification

5
IndSubie: = BolndSubic.c—1+ Y B-D_Bighe,eir + T Xe,t1 + 0 + 0ie + €ice (2)

.001 .002 .003 .004 .005 .006
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Coefficient: Effect of Bank Presence
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Investigating Causality and Mechanisms

Event-Study Specification

5
IndSubie: = BolndSubic.c—1+ Y B-D_Bighe,eir + T Xe,t1 + 0 + 0ie + €ice (2)

T=—3

First Big-5 Bank in or after 1990 (if any)
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1

1

1
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Event-study approach
|

Investigating Causality and Mechanisms E : The credit channel

Event-Study Specification

5
IndSubie: = BolndSubic.c—1+ Y B-D_Bighe,eir + T Xe,t1 + 0 + 0ie + €ice (2)

T=—3

» Some signs of anticipation effects

(Leading .'s already significantly different from zero.)

> Clear increase in the size of the effects commencing the year the first big-5
bank arrived

(For comparison: Mean of dependent variable for this subsample is 0.00418.)
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Investigating Causality and Mechanisms conomic s: The credit channel

Instrumental Variables Approach

» Potential threats to a causal interpretation:

> Reverse causality: Firm FDI could be drawing in Bank FDI instead

(though the results on relative timing of bank and firm presence are
reassuring)

» Seek a variable that can explain Big-5 CHN bank presence in a host
country, that is plausibly unrelated to firm FDI decisions

> Natural candidate IV: Host-country restrictions that pertain to bank FDI,
but not manufacturing firm FDI

However: Available measures of de jure restrictions on bank FDI exhibit
little within-country variation. (E.g.: OECD FDI Restrictiveness Index.)

Davin Chor, Tomoo Kikuchi, Jie Li Does China’s Bank FDI Promote Firm FDI?



Investigating Causality and Mechanisms conomic s: The credit channel

Instrumental Variables Approach

» Potential threats to a causal interpretation:

> Reverse causality: Firm FDI could be drawing in Bank FDI instead

(though the results on relative timing of bank and firm presence are
reassuring)

» Seek a variable that can explain Big-5 CHN bank presence in a host
country, that is plausibly unrelated to firm FDI decisions

> Instead: Use information on JPN and KOR bank subsidiary presence
abroad, to infer the host-country’s attractiveness to bank FDI originating
from East Asian countries.

(Drawn from an independent data source: Bankscope (Claessens and van Horen (2015).)
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Instrumental variables

Investigating Causality and Mechanisms Economic

Constructing the IV
Consider the following regression:
IndBksc,t = Ds,t + Dy + rXc,tfl + Vec,t (3)

where IndBks.,: is an indicator variable for bank subsidiary presence from
source-country s in host-country ¢ and year t.

» D, :: Source-country by year fixed effects
Ds.: Country-pair fixed effects

> Take the mean of vs ; across source countries s, to obtain the instrument,
IndBkRes.
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Instrumental variables

Investigating Causality and Mechanisms Econom s: The credit channel

Constructing the IV
Consider the following regression:
IndBksc,t = Ds,t + Dy + rXc,tfl + Vec,t (3)

where IndBks.,: is an indicator variable for bank subsidiary presence from
source-country s in host-country ¢ and year t.

» D, :: Source-country by year fixed effects
Ds.: Country-pair fixed effects
> Take the mean of vs ; across source countries s, to obtain the instrument,
IndBkRes.
= This picks up determinants of bank FDI specific to host-country by year,

after controlling for the host-country variables in Xc :—1

> In principle, captures unobserved host-country characteristics that affect the
attractiveness of the market as a destination for bank FDI
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Instrumental variables

Investigating Causality and Mechanisms Econom s: The credit channel

Constructing the IV
Consider the following regression:
IndBksc,t = Ds,t + Dy + rXc,tfl + Vec,t (3)

where IndBks.,: is an indicator variable for bank subsidiary presence from
source-country s in host-country ¢ and year t.

» D, :: Source-country by year fixed effects
Ds.: Country-pair fixed effects

> Take the mean of vs ; across source countries s, to obtain the instrument,
IndBkRes.

» Construct using s € {JPN, KOR}.

> ldentifying assumption: that JPN or KOR bank presence does not directly
affect CHN firms' FDI decision; in particular, the absence of direct lending
relationships
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Instrumental variables

Investigating Causality and Mechanisms Ecc he credit channel

IV Findings

Using IndBkRes.:—> as an |V for IndBighc,:—1:

First stage Second stage First stage Second stage

(1) (2) ®3) (4)
Big 5 bank presence, t-1 0.00755** 0.00547*
(0.00324) (0.00324)

Firm subsidiary presence, t-1 0.03731* 0.82450*** 0.02774 0.80225***

(0.01997) (0.01004) (0.01735) (0.01149)
IV: Attractiveness to JPN/KOR banks, t-2  0.40663*** 0.48472***

(0.12565) (0.12092)
Economic controls? Yes Yes Yes Yes
Institutional controls? Yes Yes Yes Yes
Additional controls? No No Yes Yes
Firm-Year FE Yes Yes Yes Yes
Country-Firm FE Yes Yes Yes Yes
Observations 820153 820153 665553 665553
R? 0.846 0.856 0.881 0.854
Kleibergen-Paap F-stat 10.47 16.07
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Event-study apr
Instrumental variables

Investigating Causality and Mechanisms Economic m lisms: The credit channel

Alternative |V Constructions

» JPN/KOR bank presence separately; to JPN/KOR/SGP/TWN bank

presence.
First stage  Second stage  First stage Second stage First stage  Second stage
1) (2) (3) (4) (5) (6)
Big 5 bank presence, t-1 0.00974*** 0.00503* 0.00496*
(0.00374) (0.00287) (0.00265)

Firm subsidiary presence, t-1 0.03311*  0.82440*  0.03860"*  0.82459"*  0.04274**  0.74194*"*

(0.01863)  (0.01005)  (0.01945)  (0.01003)  (0.02067)  (0.01389)
IV: Attractiveness to JPN banks, t-2 0.39054**

(0.12304)
IV: Attractiveness to KOR banks, t-2 0.09476

(0.06063)
IV: Attractiveness to JPN/KOR/TWN/SGP banks, t-2 0.64717***

(0.23131)
IV: Attractiveness to JPN/KOR banks, t-2 0.07104
(0.12326)
IV: Attractiveness to JPN/KOR banks, t-3 0.
(0.15

Economic controls? Yes Yes
Institutional controls? Yes Yes
Firm-Year FE Yes Yes
Country-Firm FE Yes Yes
Observations 820153 820153 820153 820153 611443 611443
R? 0.849 0.856 0.847 0.856 0.873 0.866
Kleibergen-Paap F-stat 6.34 7.83 16.44
Over-id test p-value 0.0399 0.2448

Davin Chor, Tomoo Kikuchi Does China’s Bank FDI Promote Firm FDI?



trum: ria

Investigating Causality and Mechanisms Economic mechanisms: The credit channel

Mechanisms: Linguistic barriers?

Turning to mechanisms that could explain the relationship between Chinese
bank and firm FDI.

Effect of home-country banks not likely to be driven by language costs per se:

©) (2) (3) (4)
Big 5 bank presence, t-1 0.00134**  0.00179***  0.00177***  0.00220***
(0.00055)  (0.00053)  (0.00068)  (0.00068)
Firm subsidiary presence, t-1 0.85533***  0.85487***  0.81827***  0.81773***
(0.00791)  (0.00810)  (0.01014)  (0.01040)
Log (1 + No. HKG banks), t-1 -0.00035 -0.00073
(0.00153) (0.00171)
Log (1 + No. HKG/SGP/TWN banks), t-1 0.00021 0.00051
(0.00065) (0.00082)
Economic controls? Yes Yes Yes Yes
Institutional controls? Yes Yes Yes Yes
Additional controls? No No Yes Yes
Firm-Year FE Yes Yes Yes Yes
Country-Firm FE Yes Yes Yes Yes
Observations 934557 923735 734350 725074
R? 0.852 0.854 0.852 0.853
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vent-study a
Instrumental variables

Investigating Causality and Mechanisms Economic mechanisms: The credit channel

Mechanisms: Credit

Effects stronger for: (i) SOEs; (ii) more financially-leveraged firms; (iii) firms in
more leveraged industries.

O 2 (3) (4) (5) (6)
Big 5 bank presence, t-1 -0.01484***  -0.02691***  -0.03644***  0.00097*  0.00442*** -0.00131
(0.00201)  (0.00421)  (0.00501)  (0.00058)  (0.00097)  (0.00111)
Firm subsidiary presence, t-1 0.70408***  0.71643"*  0.71630***  0.74098***  0.71835"**  0.86556"*"
(0.01459) (0.01386) (0.01385) (0.01353) (0.01387) (0.00730)
Big 5 bank presence, t-1 x Log Employment 0.00213*
(0.00037)
Big 5 bank presence, t-1 x Log Revenue 0.00226***
(0.00033)
Big 5 bank presence, t-1 x Log Assets 0.00292**
(0.00038)
Big 5 bank presence, t-1 x SOE 0.00404**
(0.00167)
Big 5 bank presence, t-1 x Log Debt to Assets 0.00048"*
(0.00010)
Big 5 bank presence, t-1 x short-term debt over fixed asset,industry 0.00121*
(0.00058)
Economic controls? Yes Yes Yes
Institutional controls? Yes Yes
Firm-Year FE Yes Yes
Country-Firm FE Yes Yes Yes
Observations 163393 521351 524026 622265 503088 1012044
R? 0.883 0.879 0.879 0.877 0.879 0.860
Point estimate: 10th percentile -0.0024 -0.0039 -0.0056 -0.0000
p-value: 10th percentile 0.0164 0.0002 0.0000 0.9705
Point estimate: Median 0.0017 0.0013 0.0010 0.0025
p-value: Median 0.0278 0.0726 0.1757 0.0013
Point estimate: 90th percentile 0.0057 0.0064 0.0073 0.0036
p-value: 90th percentile 0.0000 0.0000 0.0000 0.0000

Davin Chor, Tomoo Kikuchi Does China’s Bank FDI Promote



Investigating Causality and Mechanisms Economic mechanisms: The credit channel

Mechanisms: Credit (cont.)

Effects larger for firm-bank pairs where we have information on a prior credit
relationship, as reflected in firms' annual reports

> (Caveats: Reports available for a subsample of firms in recent years, i.e., a partial list)

) (2 ®) 4) (5) (6)
Associated Big 5 bank presence, t-1 0.00299*** 0.00275"**  0.00289*** 0.00281***
(0.00065) (0.00065)  (0.00094) (0.00094)
Non-associated Big 5 bank presence, t-1 0.00232***  0.00201*** 0.00192**  0.00181**
(0.00057)  (0.00057) (0.00084)  (0.00084)
Firm subsidiary presence, t-1 0.86627***  0.86635***  0.86610***  0.81777***  0.81782***  0.81767***
(0.00772)  (0.00770)  (0.00772)  (0.01047)  (0.01045)  (0.01047)
Economic controls? Yes Yes Yes Yes Yes Yes
Institutional controls? Yes Yes Yes Yes Yes Yes
Additional controls? No No No Yes Yes Yes
Firm-Year FE Yes Yes Yes Yes Yes Yes
Country-Firm FE Yes Yes Yes Yes Yes Yes
Observations 550671 550671 550671 386650 386650 386650
R? 0.859 0.859 0.859 0.852 0.852 0.852
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Event-study approac
Instrumental variables

Investigating Causality and Mechanisms Economic mechanisms: The credit channel

Mechanisms: Credit (cont.)

Effects weaker for firm FDI via a merger & acquisition

» Consistent with greenfield FDI being more intensive in its use of bank
financing, and M&A being more reliant on equity financing

()] 2) ®3) (4) (5) (6)
indsub-ma indsub_ma indsub_ma indsub_ma indsub_ma indsub_ma
Big 5 bank presence, t-1 0.00017 0.00022
(0.00010) (0.00014)
No. Big 5 banks, t-1 0.00017*** 0.00013***
(0.00003) (0.00004)
Log (1 + No. Big 5 banks), t-1 0.00063*** 0.00048***
(0.00013) (0.00013)

Presence of firm’s first subsidiary by MA, year t-1 ~ 0.88218***  0.88161***  0.88194***  (.84729***  (0.84713***  (.84720***
(0.00935)  (0.00931)  (0.00934)  (0.01183)  (0.01182)  (0.01183)

Economic controls? Yes Yes /es Yes

Institutional controls? Yes Yes Yes Yes

Additional controls? No No Yes Yes

Firm-Year FE Yes Yes Yes Yes
Country-Firm FE Yes Yes Yes Yes Yes
Observations 1045869 1045869 1045869 734350 734350 734350
R? 0.807 0.807 0.807 0.800 0.800 0.800
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Concluding Remarks
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Conclusion

» Bank FDI from China appears to promote non-bank FDI into the same
host country.

> Results are based on a firm-level analysis:

> Findings from event-study regressions and an IV strategy both point to a
plausible causal interpretation.

> Additional explorations point to this relationship being driven by the role
that home-country banks play in facilitating access to credit as firms
venture overseas

> Suggests that bank FDI and manufacturing firm FDI should be viewed in
tandem for countries designing policies to either promote outward
investment or attract inward multinational activity.
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A Preliminary Look: More host-country examples

Big-5 bank presence and the number of firm subsidiaries:

Singapore

Korea
® | v i
i i
| i
-
./
N s
1980 19901992 2000 2010 1980 1990 1994 2000 2010
Australia Canada

1980 1985 1990 2000 2010

Red vertical line indicates the start of Big-5 bank presence.

moo Kikuchi, Jie Li

1980 1990 1993 2000 2010
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Summary Statistics

mean sd min max
Firm subsidiary presence 0.00612  0.0780 0 1
Big 5 bank presence 0.240 0.427 0 1
No. Big 5 banks 0.885 2.366 0 24
Log real GDP 12.07 1.663 8.393 16.61
Log per capita real GDP 2.211 0.139 1.761 2.483
Real GDP growth rate 0.0531 0.0757  -0.427  0.690

Real GDP per capita growth rate  0.00444  0.00912 -0.0680 0.0971

Log exchange rate 0.594 2.712 -4.000 8.125
Log per capita physical capital 1026 1423 6166 12.90
Human capital index 258 0.667 1057  3.726
Log private credit to GDP 3580 0982 0191 5361
Rule of law 0151 0.998  -1.790 2
Democracy 6278 3.740 0 10
Constraints on executive 5.341 1.872 1 7
Observations 1045869

Davin Chor, Tomoo Kikuchi Does China’s Bank FDI Promote Firm FDI?



Further Host-country controls (Data sources)

g &~ W o=

Aggregate inward FDI: UNCTAD

Exports / Imports over GDP: WDI

Exports to / Imports from CHN: UN Comtrade
Food / Fuel / Ores export share: WDI

PTAs: Baier and Bergstrand NSF-Kellogg Institute Data Base on
Economic Integration Agreements

BITs: ICSID, World Bank
CHN outward aid: Wolf, Wang, Warner (2013)

CHN president’s visits: News reports
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Event-study Specification (Details)

First bank since 1980 First bank after 1990

m 2 ®3) (4)
First bank entrance at t+3 -0.00014 -0.00003 0.00067**  0.00089**
(0.00035)  (0.00052)  (0.00033)  (0.00043)
First bank entrance at t+2 -0.00021 -0.00010 0.00069**  0.00095**
(0.00034)  (0.00048)  (0.00030)  (0.00041)
First bank entrance at t+1 -0.00039 -0.00023 0.00061**  0.00102***
(0.00034)  (0.00048)  (0.00028)  (0.00037)
First bank entrance at t -0.00005 0.00059 0.00115***  0.00231***
(0.00043)  (0.00073)  (0.00038)  (0.00057)
First bank entrance at t-1 0.00044 0.00174 0.00187**  0.00359***
(0.00074)  (0.00107)  (0.00067)  (0.00094)
First bank entrance at t-2 0.00150**  0.00233**  0.00321***  0.00432***
(0.00074)  (0.00094)  (0.00070)  (0.00092)
First bank entrance at t-3 0.00148**  0.00210***  0.00346™**  0.00416***
(0.00060)  (0.00081)  (0.00052)  (0.00072)
First bank entrance at t-4 0.00064 0.00122 0.00264**  0.00383***

(0.00065)  (0.00099)  (0.00063)  (0.00100)
First bank entrance at and earlier than t-5  0.00108 0.00167 0.00403***  0.00515***
(0.00070)  (0.00104)  (0.00061)  (0.00093)

Economic controls? Yes Yes Yes Yes
Institutional controls? Yes Yes Yes Yes
Additional controls? No Yes No Yes
Firm-Year FE Yes Yes Yes Yes
Country-Firm FE Yes Yes Yes Yes
Observations 1045869 734350 965477 672510
R? 0.860 0.852 0.858 0.850
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IV Findings (cont.)

Lingering concern: The instrument could be correlated with forces that make
firm FDI more attractive, i.e., with the error term in the second stage.

(Notwithstanding the extensive set of host-country controls, X ;—1.)

On this count: Reassuring that IndBkRes.,;—» does not exhibit a strong
correlation with broader measures of aggregate inward FDI to country ¢ (from
UNCTAD).

Log inward FDI stock over GDP, t-1

-2 0 2 4
IV: Attractiveness to JPN/KOR banks, t-2
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