The Ability of Banks to Lend to Informationally Opaque Small Businesses

Allen N. Berger Board of Governors of the Federal Reserve System Washington, DC 20551 U.S.A.

Wharton Financial Institutions Center Philadelphia, PA 19104 U.S.A.

aberger@frb.gov

Leora F. Klapper The World Bank Washington, DC 20433 U.S.A.

lklapper@worldbank.org

Gregory F. Udell Kelley School of Business, Indiana University Bloomington, IN 47405 U.S.A.

gudell@indiana.edu

Forthcoming, Journal of Banking and Finance, Volume 25, 2001

Abstract

We test hypotheses about the effects of bank size, foreign ownership, and distress on lending to informationally opaque small firms using a rich new data set on Argentinean banks, firms, and loans. We also test hypotheses about borrowing from a single bank versus multiple banks. Our results suggest that large and foreign-owned institutions may have difficulty extending relationship loans to opaque small firms. Bank distress appears to have no greater effect on small borrowers than on large borrowers, although even small firms may react to bank distress by borrowing from multiple banks, raising borrowing costs and destroying some relationship benefits.

JEL Classification Numbers: G21, G15, G28, G34, E58 Key words: Banks, Mergers, Foreign ownership, Financial distress, Multiple lenders

The opinions expressed do not necessarily reflect those of the Federal Reserve Board, the World Bank, or their staffs. The authors thank Jalal Akhavein, Emilia Bonaccorsi, George Clarke, Robert Cull, Laura D�Amato, Chris James, Bob Jennings, Sole Martinez Peria, Margaret Miller, Rick Mishkin, George Pennacchi, Andrew Powell, Rich Rosen,Tony Saunders, IanSharpe, Giorgio Szeg�, Andy Winton,and the participants of the Australasian Conference in FinanceandBanking andtheFederalReserveBankof ChicagoBank Structure and Competition Conference andseminarparticipantsat Universityof Illinois, World Bank, New York Federal Reserve Bank, Banca D�Italia,and European Central Bank forhelpful comments. We especially thank Guillermo EscudØ and the staff at the Central Bank of Argentina for providing and preparing the data.

Please address correspondence to Allen N. Berger, Mail Stop 153, Federal Reserve Board, 20th and C Streets.NW, Washington, DC 20551, call202-452-2903, fax202-452-5295,oremailaberger@frb.gov.

I. Introduction

An important role of banks is to provide relationship lending services that help resolve problems in providing external finance to informationally opaque small businesses. However, a number of factors may affect the banking system�s ability to provide credit to relationship-dependent borrowers in the future. Banking industry consolidation creates large banks that may be oriented toward transactions lending andprovidingcapital market services to large corporate clients.Theseinstitutionsarealsooften headquartered at great distances from small business customers and may have difficulty processing locally-based, and often less quantitative, relationship information. International consolidation may compound this problem by creating a distant owner that operates from an entirely different banking environment. Bank financial distress may also be an important determinant of credit availability, as evidenced by the credit crunch in the U.S. and the financial crises in East Asia, Latin America, and elsewhere.

Thesefactorsraise policy concerns about the effects of bank mergersandacquisitions(M&As), foreignentry,andprudential supervision andregulation on the supply of relationship credit. Thispaper tries to shed light on these issues by testing hypotheses about the effects of bank size, foreign bank ownership,andbankdistresson lending to informationally opaque small businesses. Previousresearch has examined the effects of bank size on small business lending, but there has been very little study of theeffectsofforeignownership and distress on lending to small businesses.1Instead,thepriorliterature has focused on the effects of foreign ownership and distress on the total business lendingof the banks.

Weprovidearelativelycomplete analysis in which the effects of bank size, foreign ownership,andbank distressareexaminedand compared usingadata set that enables us to focus on informationally opaque small businesses.

We also examine a related set of issues regarding the opacity of small businesses and their ability to obtain bank credit � the choice between borrowing from a single bank versus multiple banks.

Specifically, we test related secondary hypotheses about the extent to which the single-bank-versus-

1 Foreign ownership is defined as a branch or subsidiary whose head office is located abroad or in which at least

50% of its capital is foreign-owned.

multiple-bank decision depends on the informational opacity of the firm versus the financial distress of its primary bank. This may help reveal whether firms borrow from multiple banks principally to avoid the exploitation of market power versus to avoid the possible withdrawal of credit by distressed banks. The extent to which firms borrow from multiple banks to avoid bank distress-related problems also highlights the social costs of lax prudential supervision and regulation, which may result in costly multiple banking arrangements and loss of benefits from exclusive relationships. There are only a few prior studies on the single-bank-versus-multiple-bank issue.

We use a rich, new data set assembled in part from the Central BankofArgentina�sCentralde Deudores or centralcreditregistry,which contains information onindividualbusinesses,theirloans,and the identities of their banks. This information is combined with data on the balance sheet and income statements of the individual banks taken from other Central Bank sources. In all, we employ data on 61,295 firms with 195,695 total loans from 115 different banks as of the end of 1998. The data set allows a relatively complete lookat thecircumstancesunderwhichfirmsborrow fromlargeversussmall banks, foreign-owned versus domestically-ownedbanks, and distressed versushealthy banks,aswellas an analysis of which firms borrow from a single bank versus multiple banks.2

Section II reviews the role of banks in relationship lending and gives our main and secondary hypotheses. Section II also reviews the extant empirical literature that has tested these and related hypotheses. In Section III, we givesome background informationabouttheArgentineanbankingsystem. Section IV describes the data set and gives our methodology for testing the hypotheses. Section V presents our empirical results. We draw some tentative conclusions in Section VI. II. The Role of Banks, Hypotheses to be Tested, and Associated Literature II.a. The Role of Banks in Relationship Lending

Under relationship lending, information is gathered by the lender beyond the relatively transparent data available in the financial statements and other sources readily available at the time of origination. The information is gathered through contact overtimewith thefirm,itsowner,anditslocal

2 This data set is similar to the Italian Central Credit Register, which has been used to address similar questions (e.g., Bonaccorsi di Patti and Gobbi 2000, Detragiache, Garella, and Guiso 2000)).

community on a variety of dimensions. The lender may gather data from the provision of past loans and other services to the business. Information may also be garnered from contact with the borrower�s customers and suppliers, and from the lender�s knowledge of the borrower�s interaction with the local community. This information is used in making additional decisions over time regarding renewals, additionalloans,renegotiations,andmonitoringstrategies,andisnotsharedwithotherpotentiallenders.

The production of relationship information is costly, and the costs are likely to be passed on to the relationshipborrowers.Weexpectinformationallyopaquefirmstobemorewillingtoabsorbthesecosts in order to obtain additional external financing and/or more favorable terms.

Attheoppositeendofthespectrumispuretransactionslending,underwhichduediligenceand contracttermsarebasedoninformationthatisrelativelyeasilyavailableatthetimeoforigination.Each transaction stands on its own in the sense that information from the relationship, if any, between the lender and the borrower is substantially irrelevant.3

Theory suggests that financial intermediaries may have comparative advantages in delivering relationshiplendingintheirroleasdelegatedmonitors.Empiricalevidencesuggeststhatoneparticular intermediary, the commercial bank, may be best suited for this role. The vast majority of small businesses identify commercial banks as their primary financial institutions, and these businesses typicallystaywiththesamebankformanyyears.Commercialbanksprovideabroadrangeoffinancial services needed by small businesses, and small businesses tend to cluster their purchases of these services in a single, primary bank with a nearby office. As a result, the primary bank can cull information about borrower creditworthiness from providing both lending services and other types of services, including deposits, trust services, investment management, and payroll processing.4

Empirical evidence also generally suggests that banking relationships affect the pricing and availabilityofcredit,andthatsmallbusinessesbenefitfromtheserelationships.Strongerrelationships

(strengthmeasuredinvariousways)areempiricallyassociatedwithlowerloaninterestrates(Bergerand

Udell 1995, Harhoff and K�rting 1998, Scott and Dunkelberg 1999, Degryse andvanCayseele2000),

3 Transactions lending encompasses several different lending technologies, including financial statement lending, relationship lending, asset-based lending, and credit scoring and similar quantitative techniques.

4 See Berger and Udell (1998) for a discussion of the empirical literature that reports these findings.

reduced collateral requirements (Berger and Udell 1995, Harhoff and K�rting 1998a, Scott and Dunkelberg 1999), greater debt seniority for the relationship lenders(LonghoferandSantos2000),lower dependence on trade debt (Petersen and Rajan 1994, 1995), greater protection against the interest rate cycle (Berlin and Mester 1998, Ferri and Messori 2000) and increased credit availability (Cole 1998, Elsas and Krahnen 1998, Scott and Dunkelberg 1999, Machauer and Weber 2000).5 II.b. Main Hypotheses The capacity to deliver relationship lending may differ considerably across banks. Our main hypotheses are that large banks, foreign-owned banks, and distressed banks face barriers in providing this type of lending. Large-Bank Barriers Hypothesis Under the Large-Bank Barriers Hypothesis, large banks tend to have difficulty extending relationship loans to informationally opaque small businesses. This may occur because of Williamsontype organizational diseconomies of providing relationship lending services along with providing transactions lending services and other wholesale capital marketservicestothelargecorporatecustomers generally served by large banking organizations. That is, it may be too costly to provide relationship services to small businesses together with other services to large businesses. Large banks may also be disadvantaged in relationship lending because this type of lending often requires �soft� informationthat may be difficult to transmit through the communication channels of large organizations (Stein 2001). Efforts to coordinate lending in large institutions could lead to standardized credit policies based on easily observable, verifiable, and transmittable data, which may be antithetical to relationship lending (e.g., Berger and Udell 1998, Scott and Dunkelberg 1999, Haynes,Ou,andBerney1999,Cole,Goldberg and White 1999, Machauer and Weber 2000). However, these organizational costs may be offsettothe extent that diversification reduces Diamond (1984) type delegation costs in large banks (e.g., Strahan and Weston 1998, Black and Strahan 2000).

Large banks may also be disadvantaged in relationship lending because they are more often

5 Not all of this research found that credit terms improve with the strength of the relationship. For example, some found either unclear or negative associations between the length of the relationship and loan rates (Petersen and Rajan 1994, Blackwell and Winters 1997, Angelini, Salvo, and Ferri 1998).

headquartered at a substantial distance from potential small business borrowers. Relationship lending may require local knowledge that gives locally-owned banks a comparative advantage in this type of lending.Some research found that relationshiplendingdiminishes with�informationaldistance,�orthe costsofgeneratingborrower-specific information,whichis likelytobeassociatedwithphysicaldistance

(Hauswald and Marquez 2000).

Most of the relevant empirical studies tend to support the Large-Bank Barriers Hypothesis.

Some studies found that large banks tend to devote a lower proportion of their assets to small business lending thansmaller institutions(e.g.,Berger,Kashyap,and Scalise1995,Bergerand Udell1996,Peek and Rosengren 1996, Strahan and Weston 1996, Berger, Saunders, Scalise, and Udell 1998). Some studies also found that to the extent that large banks extend small business loans, these banks tend to skewtheir loansaway from relationship-dependent smallborrowers.Researchfoundthatlargebanksare associated with low interest rates and low collateral requirements for the small businesses that receive loans(BergerandUdell 1996).Similarly, relative tosmallbanks, largebanksmoreoften lendtolarger, older, more financially secure businesses � firms that are most likely to receive transactions loans

(Haynes, Ou, and Berney 1999). Another study also found that large banks tend to base their small business loan approval decisions more on financial ratios, whereas the existenceofa priorrelationship with the borrowing firm mattered more to decisionsby smallbanks (Cole,Goldberg, andWhite 1999).

These studies suggest that large banks tend to issue small business loans to relatively safe transactions credits, rather than to relatively risky relationship borrowers that tend to have higher interest rates and collateral requirements.6

A number of studies also examined the effects of bank M&As onsmall business lending (e.g.,

Keeton1996,PeekandRosengren1998,Strahan andWeston1998,Berger,Saunders,Scalise,andUdell

1998,AveryandSamolyk2000,BonaccorsidiPattiand Gobbi2000). M&Asinvolvedynamiceffects, such as changes in bank focus or disruptions caused bytheconsolidation process,aswell as changesin

6 These conclusions are based upon the assumption that relationship loans by banks to small businesses are riskier on average than transactions loans to small businesses. However, there are also categories of transactions loans which may be quite risky, such as asset-based loans extended by finance companies (Carey, Post, and Sharpe 1998) and below-investment-grade private placements extended by life insurance companies (Carey, Prowse, Rea, and

Udell 1993).

bank size. These studies usually found that M&As involving large banking organizations reduced small business lending substantially.

However, other evidence suggests that bank size and consolidation do not necessarily have negative consequences for small business lending. Some of the M&A studies cited above found that M&As between small organizations increased, rather than decreased small business lending. Another study examined the probability that small business loan applications will be denied by consolidating banks and other banks in their local markets and found no clear positive or negative effects (Cole and Walraven 1998). Other researchers found that the probability that a small firm obtains a line of credit or pays late on its trade credit does not depend in an important way on the presence of small banks in the market (Jayaratne and Wolken 1999). Another study found that small businesses obtain lines of credit from small banks roughly in proportion to the presence of small banks in the local market, rather than disproportionately more from small banks as might be expected based on the extant literature (Berger, Rosen, and Udell 2001). It was also found that the interest rates charged on small business lines of credit tend to be lower in markets dominated by large banks than in markets dominated by small banks (Berger, Rosen, and Udell 2001). Another study found mixed effects of how small businesses were treated by consolidating banks in terms of satisfying borrowing needs, loan approval/rejection, shopping for lenders, loan rates, etc. (Scott and Dunkelberg 1999).7

Importantly, even if the Large-Bank Barriers Hypothesis is true, the consolidation of the banking industry may not substantially reduce the total supply of credit to informationally opaque small businesses because there may be �external effects� or general equilibrium effects in whichother banks react to any reduced supply of credit by the consolidating institutions by increasing their own supplies. That is, although relationship-based small business loans may be dropped by some large banks after

7 Some research has also examined the effects of distance on small business lending. Studies that evaluated the effects of out-of-state bank ownership found small or conflicting effects (e.g., Keeton 1995, Whalen 1995, Berger and Udell 1996, Berger, Saunders, Scalise, and Udell 1998). Other studies found that distance barriers in small business lending may be decreasing over time, perhaps because of improvements in information technology (Cyrnak and Hannan 2000, Petersen and Rajan 2000). Finally, one study found that it is difficult for bank holding companies to control the efficiency of small banks located at a significant distance from their holding company headquarters, consistent with the possibility that small bank activities, possibly including relationship lending, may be difficult to operate from afar (Berger and DeYoung 2001).

M&As, other banks or nonbank lenders may pick up some of these loans if they are positive net present value investments. Several recent studies found external effects of bank M&As in terms of increased lending to small businesses by other incumbent banks in the same local markets that offset at least part of the negative quantity effects of M&A participants (Berger, Saunders, Scalise, and Udell 1998, Avery and Samolyk 2000, Berger, Goldberg, and White 2001). There may also be an external effect in the form of an increase in de novo entry � new banks thatformin markets where M&As occur � although the evidence is mixed on this issue (Seelig and Critchfield 1999, Berger, Bonime, Goldberg, White

2000).

Foreign-Owned-Bank Barriers Hypothesis

Under the Foreign-Owned-Bank Barriers Hypothesis, foreign-owned banks are less likely to lendto informationally opaquesmall businesses thandomestically-owned banks. Foreign-ownedbanks are often large and nearly always are headquartered a considerable distance from local smallbusinesses, and so may suffer size- and distance-related disadvantages in delivering relationship lending services similar to those of large domestically-owned banks. In addition, a foreign-owned bank may be headquartered in a very different market environment, with a different language, culture, supervisory/regulatorystructure, and so forth.These market differencesmaymakeitcostlytogatherand process locally-based relationship information and compound the problems associated with size and distance. In our empirical analysis, we distinguish between foreign-owned banks in Argentina that are headquartered inotherSouth American nationsversus in other nations, sinceinstitutions from thesame continent are generally shorter distances from potential borrowers and are from markets with more similar culture and language.

Despite policy concernsabout the potential effects of cross-border consolidation onthesupply of credit to informationally opaque small businesses, we are unaware of any prior studies that directly measured the effects of foreign bankownership onlending to small businesses. However, thereissome evidence on the more general issue of the strategic focus of foreign-owned institutions. Specifically, studies havefoundthat foreign-owned banking organizationstendtohave a wholesale orientation(e.g.,

DeYoung and Nolle1996),tobuydomesticbanks that alreadyhaveperformance problemsandso may reducecredit for other reasons (e.g., Peek,Rosengren, and Kasirye 1999), and to lendto largecorporate

affiliates of their customers in their home nation (e.g., Grosse and Goldberg 1991). Finally, one study found that foreign-owned banks tend to have higher proportions of their assets invested in business loans to both domestic and foreign borrowers than domestically-owned banks, although the authors did not have information on small business lending specifically (Stanley, Craig, and McManis 1993).8 There has also been related research on the association between foreign ownership and bank efficiency. Presumably, if differences in market environments create significant barriers to lending to informationally opaque small businesses, these barriers also reduce bank efficiency. Consistent with the Foreign-Owned-Bank Barriers Hypothesis,most studies onthis topic foundthatforeign-ownedbanks in a host nation are generally less efficient than the domestically-owned banks in that host nation (see Berger, DeYoung, Genay, and Udell 2000 for a review). However, one study found that foreign-owned banks outperform domestically-owned banks in emerging market host nations (Claessens, Demirg�c- Kunt, and Huizinga 2001).

As was the case for the Large-Bank Barriers Hypothesis, even if the Foreign-Owned-Bank Barriers Hypothesis is true, foreign bank entry maynot substantially reduce the totalsupplyofcreditto opaque small firms because of potential external effects. An increased supply ofrelationshipcredit by incumbent domestic banks or de novo entry of domesticbankscouldoffset at least part of any negative supply effects of foreign-owned banks. Distressed-Bank Barriers Hypothesis Under the Distressed-Bank Barriers Hypothesis, banks that are in financial distress are less likely to lend to informationally opaque small businesses (more so than to businesses as a whole). Government supervisors/regulators, depositors and other capital market investors, and/or risk-averse managers may encourageor require distressed institutionsto reducetheir riskprofileingeneral,andtheir risk from lending in particular.9 These institutions may reduce relationship lending to informationally opaque small businesses more than other typesof loansbecause therisk of these loanscannotbe easily

8 The effects of distance, language, and culture have been observed in other financial phenomena. Recent evidence suggests that these factors may explain the �home bias� effect, in which investors are averse to including foreign stocks in their portfolios (Grinblatt and Keloharju 2001). 9Forexample,onestudyofthebankingsectorsofArgentina,Chile,andMexicofoundthatdepositorsdisciplined risky banks by withdrawing their deposits (Martinez Peria and Schmukler 2001).

verified and quantified for government agents, depositors and other capital market investors, or senior managers. In addition, informationally opaque small businesses may avoid establishing relationships with banks in distress �orbanksthatare likelytobecomedistressed�becausetheconsequencesofthe withdrawal of credit is so severe for these firms. A small business that is cut off may incur significant searchcostsordisruptioninfinding anotherlender,andmay facelessfavorable loanterms(e.g.,higher rates, greater collateral requirements) until their new relationships mature. In some cases, information problems may prevent them from obtaining new funding.

Contrary to the hypothesis, however, bank distress may affect transactions lending more than relationship lending. Banksmayholdonto�captured� relationshipborrowersduringdistressperiodsto reapfuturebenefitsfrom theserelationships(Dell’AricciaandMarquez 2001).Relationshipborrowers may also have more difficulty switching their loans to healthy banks thantransactionsborrowerswhen their banks becomedistressed,sothe proportionofloansbydistressedbankstoopaquesmallbusinesses may rise.

The research on the effects of bank distress generallyfocuses ontotal businesslending,rather than on small business lending. Studies of bank lending behavior generally found that banks that are capital impaired or otherwise distressed tend to reduce business lending. Surveys of banking crises aroundtheworld suggestedthatthese criseswereoftenfollowedbysubstantialrealnegativeloangrowth during and after the crises, but this was oftenmitigatedby governmentbailoutsofthebankingsystems

(Caprio and Klingebiel 1996, Demirg�c-Kunt, Detragiache, and Gupta 2000).10,11

One of the most studied cases of the effects of bank distress on lending is the U.S. �credit

10 In an interesting twist involving two of our hypotheses and using Argentinean data, one study found that the presence of foreign-owned banks may mitigate the effects of national banking crises, with foreign-owned institutions having higher loan growth than domestically-owned banks during crisis periods (Goldberg, Dages, and

Kinney 2000). However, again, small and large business lending are included together, making it difficult to evaluate our hypotheses about small business lending.

11 There is also some evidence on the capital-market effects of bank distress and failure on publicly traded firms.

The announced insolvency of Continental Illinois Bank greatly reduced the market values of its publicly-traded borrowers, and the announcement of the FDIC rescue had a positive effect on these firms� share prices (Slovin,

Sushka,andPolonochek1993).Relatedliteraturefoundthatbankdistresscanhavenegativecapitalmarketeffects on borrowing firms, although the studies varied in the measured severity and permanence of these effects (Chiou

1999, Claessens, Djankov, and Ferri 1999, Djankov, Jindra, and Klapper 2000, Kang and Stulz 2000, Ongena,

Smith, and Michalsen 2000).

crunch� in the early 1990s, in which bank business lending was reduced substantially. Researchers testedwhetherthedeclineinlendingwastheresultoftoughersupervisorystandardsinexaminingbank portfolios(e.g.,PeekandRosengren1995a,Berger,Kyle,andScalise,forthcoming),theimplementation of Basle-Accord risk-based capital standards (e.g., Berger and Udell 1994, Wagster 1999), higher explicit or implicit regulatory capital standards based on leverage ratios (e.g., Berger and Udell 1994, Peek and Rosengren 1994, 1995b, Hancock, Laing, and Wilcox 1995, Shrieves and Dahl 1995), the depletion of bank capital from loan loss experiences (e.g., Peek and Rosengren 1995b, Hancock and Wilcox1998),ormanagerialdecisionstoreducerisk(e.g.,BergerandUdell1994,PeekandRosengren 1995b, Hancock and Wilcox 1998, Wagster 1999). Although the results fall short of consensus, they generally found that all of these factors except for implementation of the Basle Accord led to reduced business lending. These studies generally used the total business lending of each bank, rather than separating out small business lending, which is problematic using early 1990s data.

However, one of these studies was abletoatleastimplicitlyanalyzesmallbusinesslending.It foundthata$1capitaldeclineatasmallbankreducedbusinesslendingmorethana$1capitaldeclineat alargebank,implyingagreaterreductioninsmallbusinesslending,sincesmallbankstendtospecialize insmallbusinesslending(HancockandWilcox1998).Thereductionincapitalatsmallbankswasalso associated with a decline in the health of small businesses in the same state, consistent with the Distressed-Bank Barriers Hypothesis.

Aswiththepriorhypotheses,eveniftheDistressed-BankBarriersHypothesisistrue,distress byanumberofbanksmaynotsubstantiallyreducethetotalsupplyofrelationshipcredittoopaquefirms if other healthy banks (domestically- or foreign-owned) step in with positive external effects. II.c. Secondary Hypotheses

Our secondary hypotheses concern the conditions likely to result in a firm borrowing from a singlebankversusfrommultiplebanks.Themainconditionstestedaretheinformationalopacityofthe firm and whether the firm�s primary bank is in financial distress. We identify the primary bank as the bank from which the firm borrows the most. Single-Bank Firm-Opacity Hypothesis The benefits from a bank-borrower relationship stem mainly from having a single bank with

proprietary information about the borrower, which may make more credit available at lower cost to creditworthy, but informationally opaque, borrowers. However, firms that would benefit from a single banking relationship may still borrow from multiple banks in order to avoid a �hold-up� problem in which a single bank may exploit its market power and extract excessive rents(Rajan1992). Aswell,a bank may wish to avoid being locked in as a firm�s only lender because of a potential �soft-budget-constraint� problem in which the firm may be able to coerce the bank to provide additional funds to avoid losses on previously issued credit (e.g., Boot 2000).12 Thus, market power on either side of an exclusive lendingrelationship maycauseproblemsthatresult infirmsborrowingfrommultiplebanks.13

However, borrowing from multiple banks may be costly (higher transactions costs, duplicated effort, free-rider problems,etc.) and informationally inefficientrelativeto relationshiplendingbyasinglebank.

Under theSingle-BankFirm-Opacity Hypothesis,informationallyopaquefirmsaremorelikely tohaveasinglelender, otherthings held equal,becausethe benefitsassociatedwithanexclusivelending relationship are more likely to outweigh the costs of information acquisition plus the costs associated with thepotentialhold-up and soft-budget-constraintproblemsfor thesefirms.In contrast, transparent firms are more likely to have multiple lenders under this hypothesis to reduce potential market power problems.

Several studies found that smaller firms tend to have single banking relationships and larger firms tend to have multiple banks (e.g., Detragiache, Garella, and Guiso 2000, Machauer and Weber

2000, Ongena and Smith 2000). Another study found that smaller firms are less likely to switch from single to multiple banking providers, and that the probability of switching increases with age (Farinha and Santos 2000). These results are consistent with the Single-Bank Firm-Opacity Hypothesis, since

12 Borrowers may also be reluctant to borrow from multiple banks for reasons of confidentiality. They may fear that private information revealed to their bankers could be leaked to competitors, and may minimize this risk by consolidating their borrowing in a single bank (Bhattacharya and Chiesa 1995).

13 Ironically, market power by a single bank may play a positive role for the small business by allowing the bank to subsidize the borrower in the short term, and then charge higher-than-competitive rates in later periods (Sharpe

1990, Petersen and Rajan 1995). Some studies found that less competition in banking is helpful to small firms and start-ups(PetersenandRajan1995,BonaccorsidiPattiandDell�Ariccia2001),butotherresearchsuggestedmore bank competition is helpful (Black and Strahan 2000). These market power benefits, if they occur, are lost or diminished in the event that firms borrow from multiple banks.

in unsafe, unsound condition. Thus, lax prudential supervision/regulation and lack of market discipline to control bank risk taking could encourage many firms to bear the extra costs of obtaining multiple banks to insure credit availability and terms and lose the benefits of exclusive banking relationships.

This is in addition to the well-known costs of financial system fragility and the ex post costs discussed above under the Distressed-Bank Barriers Hypothesis. The additional costs here are the ex ante costs associated with borrowing from multiple banks before credit is withdrawn.

As discussed above, several studies found that smaller firms are more likely to have single banking relationships and larger firms are more likely to use multiple banks. Assuming that size is an inverse measure of informational opacity, this tends to support the Single-Bank Firm-Opacity

Hypothesis on net over the Multiple-Bank Bank-Distress Hypothesis. However, as noted, each hypothesis may hold for different subsets of banks. We therefore look to the other empirical prediction of the Multiple-Bank Bank-Distress Hypothesis � that informationallyopaquefirmswithprimarybanks in financial distress tend to have multiple bank lenders. The extant literature is mixedonthisissue.One study using Italian data found that firms that borrowed from banks that were more fragile on average tended to choose a single lender over multiple lenders, but conditional onhavingchosenmultiplelenders, more fragility led to a larger number of banking relationships (Detragiache, Garella, and Guiso 2000).

Another study using Italian data found that banks whose borrowers on averageborrowfrommanybanks tend to have higher nonperforming loans, depending upon region (Ferri and Messori 2000), yielding some support for the Multiple-Bank Bank-Distress Hypothesis. Another study using Portuguese data, however, found that switching from a single bank lender to multiplebanklenderswasnotassociatedwith bank distress (Farinha and Santos 2000).

III. Background Information on the Argentinean Banking System

Argentina�s banking system is unusual in a number of respects, including a relatively large and growing market share for foreign-owned banks and a continued presence butreducedroleofstate-owned institutions. The current system reflects a number of important changes since the early 1990s. Someof these changes resulted from policy shifts and some resulted from a financial crisis.

Argentina entered the 1990s on the heels of a period of severe hyperinflation. As a result,

Argentina implemented its Convertibility Plan, a program that fixed a 1:1peso-U.S.dollarexchangerate

and led to the development of a bimonetary financial system that permits the use of $U.S. for all financial transactions. The Plan also set out an ambitious reform agenda, including a new charter for the Central Bank to increase its independence, privatization of state-owned enterprises, and removal of trade barriers. These measures are often credited with stabilizing the economy and providing a period of strong growth. Argentina moved from hyperinflation in 1989 to less than 1% inflation in 1998, and the average annual growth of GDP between 1991 and 1998 was more than 6%.

In the 1990s, the banking sector grew even more than the rest of the economy, in part reflecting the resolution of problems of instability and very high inflation of the 1980s. However, growth in both the banking and real sectors was significantly interrupted by the Mexican banking crisis or Tequila crisis in 1994-95 that had substantial contagion effects throughout much of Latin America. The Tequila crisis jeopardized the solvency of many private Argentinean banks and resulted in a significant number of forced mergers and consolidations (Clarke and Cull 1998). As a result, the number of private domestically-owned banks decreased from 182 to 112 and their share of total assets decreased from 66% to 30% between December 1991 and December 1998 (Raffin 1999).

During this same time interval, the number of foreign-owned banks increased from 32 to 43 and the market shares of these banks soared � their share of total assets increased from 14% to 53%, their share of total loans rose from 12% to 46%, and their share of deposits grew from 17% to 44% (Raffin 1999). The increased foreign-owned bank presencereflects notonly a flightto quality,butalsoa trend towards foreign-owned bank presence in Latin America as a whole. This shift to foreign ownership is quite pronounced by world standards � in most countries the banking market shares held by foreignowned banks does not exceed 10% (Levine 1996).

The aggregate data also suggests some significant differences in lending behavior between foreign- and domestically-owned banks. In 1997, foreign-owned banks allocated almost 95% of their totalcredit to borrowers in Buenos Aires, where mostofthe nation�s large businessesareheadquartered. In contrast, domestic private and state-owned banks allocated 43% and 77% of their total credit, respectively, to provinces outside of Buenos Aires. In addition, foreign-owned banks appeared tolend much more to large-scale projects in manufacturing and utilities than domestically-owned banks. Domestically-owned banks more often lend to primaryproduction sectors, suchas foodproducts,wood,

metal, etc., and retail trade (Cull 1998). Finally, foreign-owned banks tend to be larger, to have better quality loan portfolios, higher net worth, and higher profitability than domestically-owned banks (Clarke,

Cull, D�Amato, and Molinari 1999).

Argentinaalsohas a large presence of state-owned banks, although this has been decliningasa matter of policy. Between 1995 and 1996, 15 financial institutions were privatized (Calomiris and

Powell 2000). As of 1997, 18 state-owned banks held 31% of total bank assets and 35% of total deposits. These banks concentrate on government services, extending a minority of their credit for primaryproduction.Among the domestically-owned banks, the state-owned institutions are amongthe worstperformersintermsof standard criteria, with relatively high percentages of nonperforming loans.

The poor performance of these institutions, combined with their allocation of resources to non-private enterprises,suggeststhatstate-owned banksdo not grant credit accordingtowealth-maximizingcriteria.

Specifically, these banks often have a mandate to lend to certain sectors (such as agriculture) or borrower types, regardless of creditworthiness. State-owned banks in Argentina have been found to exhibit a number of other differences in behavior from privately-owned banks, including having more stagnantloangrowthandbeing less responsive to market signals (Goldberg, Dages, and Kinney2000).

Becauseofthesedifferences,we treatstate-owned banks quite differentlyfromprivately-ownedbanksin our empirical analysis below.

IV. Data Description and Methodology

In this section, we first describe our data set (subsection IV.a). We then discuss the equations for testing our main hypotheses (subsection IV.b) and secondary hypotheses (subsection IV.c).

IV.a. Data and Summary Statistics

Ourmaindatasource is theCentral Bank of Argentina�s Central de Deudores orcentral credit registry, which contains information on individual businesses, their loans, and the identities of their banks.Wematchthesedata with financial information on the individual banks fromotherCentralBank sources.PriortotheTequila Crisis, the Central Bank had been collectinginformationonmajordebtors� those with total debt in the financial system above 200,000 pesos � in the Central de Riesgo (Risk

Central) for several years. Following the crisis, all supervised financial institutions were required to report on a monthly basis the status of all loans outstanding in excess of 50 pesos. The amount

outstanding reflects the current balance on the loan, as opposed to the initial amount, which may be considerably greater. Key information supplied by lenders includes the name of the borrower, their taxpayer identification number (QUID), the amount of loans outstanding, the quality category of the loans on a 1-5 scale (measured by number of days past due), and details of any guarantees. Borrowers with more than 200,000 pesos in debt are required to provide additional information, including income and property holdings (for individuals) and balance sheet and employment information (for firms).

We use the data from the Central de Deudoresasof theendof1998.Thesedataaretakenfrom the monthly bank reports as of December 1998, although we use the November or October reports in a few cases in which banks did not report in December. The data set includes information on 61,295 nonfinancial firms with loans from 98 privately-owned banks and 17 state-owned banks.

We exclude data on 19,472 nonfinancial firms that have a state-owned bank as their primary bank (although we include any loans from state-owned banks for borrowers that have a privately-owned institution as their primary bank). We make this exclusion because the objectives of state-owned institutions in Argentina appear to differ significantly from those of privately-owned banks, and our hypotheses are not intended to apply to state-owned institutions. Inclusion of firms with state-owned banks as their primary banks could confound our hypothesis tests because the behavior of these banks may not accord with the wealth-maximization precept that underlies our hypotheses. For example, if large or distressed state-owned banks have a strong mandate to lend to some types of informationally opaque small businesses, this could obscure the measured effects of the Large-Bank Barriers Hypothesisor Distressed-Bank BarriersHypothesis,respectively. Lendingbylargeordistressedstateowned banks to opaque firms could offset the dearth of lending by large or distressed privately-owned banks to these firms and make these hypotheses appear to be false when they are true.

We also exclude 1,607 firms with total bank loans less than 2,000 pesos. Loans smaller than this amount may be checking account overdrafts that might best be viewed as a deposit or payments service, and are not likely to be indicative of whether large, foreign-owned, or distressed banks face barriers in providing relationship lending services to informationally opaque small businesses. It is also possible that some of these very small loans are actually personal loans to the owners of the firms, rather than conventional small business loans.

IV.b. Equations for Testing the Main Hypotheses

To test whether large banks, foreign-owned, and distressed banks face barriers in relationship lending to informationally opaque small businesses, we run logit equations of the form:

ln[P(Barrier)/(1- P(Barrier))] = α + β^1 LNSIZE + β^2 DELINQ + β^3 LNSIZE*DELINQ

+ δ^1MULTIPLE + γ^1 Agriculture + γ^2 Fishing + γ^3 Mining + γ^4 Utilities + γ^5 Construction + γ^6 Commercial + ε^1 (1)

All of the variables in equation (1) are described in Table 1, except for the random error termε^1.

The dependent variables are based on BNKASSET10%, FOREIGN, FOREIGN-SA, FOREIGN-NSA,

BNKNPL10%, BNKLEV10%, BNKROE10%, dummies that take on the value 1 if the firm has at least one loan from a bank that faces a potential barrier � one that is large, foreign-owned,orindistress.To ensurerobustness,weincludeanumberofdifferentmeasuresoftheforeign-ownedanddistressed-bank barriers.Wealsorunanumberofotherspecifications,includingmodelsinwhichthepresenceofother barriers are included as control variables. These control for the statistical associations between the dependentvariables,whicharelikelytobestronginsomecases(e.g.,foreign-ownedbanksarelikelyto be large). We acknowledge that these variables are endogenous and their parameters cannot be identified, but we include them only to test robustness.

The most important variables on the right-hand-side of equation (1) are the Firm

Opacity/Relationship Strength variables, LNSIZE, DELINQ, and MULTIPLE. Under the main hypotheses,thefirmsthataremostinformationallyopaqueandhavethestrongestbankingrelationships are the least likely to be financed by large, foreign-owned, or distressed banks.Thefirstvariableisthe size of the firm, as indicated by the log of its total bank loans, LNSIZE. Borrower size is an inverse measure of informational opacity because smaller firms typically have less informative financial statements,lessexperience,andlowerpublicprofiles.Underourmainhypotheses,smallerfirmsareless likelytoreceiveloansfromlarge,foreign-owned,ordistressedbanks.Asacknowledgedabove,firmsize may also represent many other firm characteristics as well.

ThevariableDELINQmeasurestheproportionofthefirm�sloansthatareatleast60dayspast due. This is not by itself a measure of opacity. However, we argue that delinquency likely exacerbates

opacity problems of small firms and may increase the need for relationship lending services. That is, a delinquent small borrower may be more likely to need the superior informational efficiency associated with a single relationship lender to overcome its difficulties. To capture this effect, we include the interaction term LNSIZE*DELINQ, with the prediction that its coefficient β_3 will be negative underthe barriers hypotheses. That is, firm delinquency is likely to exacerbate opacity problems more for smaller firms, since opacity problems are worse for smaller firms. We run the model with and without DELINQ and LNSIZE*DELINQ because we consider these arguments more speculative than those about LNSIZE being an inverse measure of opacity.

Our final Opacity/Relationship variable is MULTIPLE, the indicator for whether the firm has loans from multiple banks. Borrowing from multiple banks may be viewed as an inverse measure of relationship strength and has been used in this capacity in a limited amount of prior research (e.g., Ferri and Messori 2000, Machauer and Weber 2000). Relationships are strongest when they are exclusive, and so this variable may be a good indicator that the firm is not receiving relationship loans based on private information gathered through exclusive contact over time.15 Under our main hypotheses, firms with loans from a single bank are predicted to be less likely to receive loans from large, foreign-owned, or distressed banks.

We run the models with and without the variable MULTIPLE because it is likely endogenous� determined simultaneously with whether the firm receives a loan from a barriered bank. Unfortunately, we do not have any instruments to identify its parameter.16 Nonetheless, we believe it is of use toshow the results both including and excluding this variable to see its (imperfectly)measuredeffectandwhether the other results are robust to including this variable.

15 Other measures of relationship strength used in empirical research include 1) the existence of a relationship (e.g., Cole 1998), 2) the temporal length of the relationship (e.g., Petersen and Rajan 1994, 1995, Berger and Udell 1995, Angelini, Di Salvo and Ferri 1998, Scott and Dunkelberg 1999), 3) the breadth of a relationship (e.g., Cole 1998, Scott and Dunkelberg 1999, Degryse and Van Cayseele 2000), 4) the degree of mutual trust between the bank and the firm (e.g., Harhoff and K�rting1998a),5)thenumberofdifferentaccountmanagers(e.g.,Scottand Dunkelberg 1999), and 6) the presence of a hausbank or main bank (Elsas and Krahnen 1998). 16 Our tests of the secondary hypotheses shown below do include potential instruments � variables that are in equation (2) with MULTIPLE as the dependentvariablethatareexcludedfromequation(1).However,theseare measures of whether the primary lender is large, foreign-owned, and distressed, which are not exogenous to whether the firm has one or more loans from a bank with one of these characteristics.

Thus, under the Bank Barriers Hypotheses, there are three predictions from each equation. First, there should be a positive effect of LNSIZE, as smaller firms are more opaque and less likely to borrow from barriered banks. When DELINQ and LNSIZE*DELINQ are excluded from the model, the derivative of the dependent variable in (1) with respect to LNSIZE is β^1. When the extra terms are included, this derivative becomes β^1 + β^3 DELINQ. Second, there should be a negative effect of the interaction term LNSIZE*DELINQ (β^3 <0) under the barriershypotheses, as firm delinquency islikely to exacerbate opacity problems more for smaller firms. Third, the hypotheses predict a positive effect of

MULTIPLE when it is included � firms with single banking relationships are likely to be more opaque and relationship-dependent, and therefore less likely to borrow from barriered banks. We also include variables for industry category for purposes of statistical control. We offer no predictions regarding these variables because we have no strong reason to expect that any of these general categoriesmay be more or less opaque than the others.

Our main hypotheses are intended to apply principally to informationally opaque small businesses, rather than large firms, and we ignore a number of reasons why large firmsmayormay not receive loans from large, foreign-owned, or distressed banks. For example, large firms often tend to borrow from large banks mostly because small banks may face funding constraints, diversification problems, and supervisory/regulatory resistance to exposing too much of their capital to a single borrower, including legal lending limits in Argentina. As well, small banks may not be able to deliver othercapitalmarket products neededbylarge firms, suchascomplexfinancial derivatives. Some large firms may choose to borrow from foreign-ownedbanks because thesefirms or theircorporateaffiliates have already established ties to these banking organizations in other countries.

We run our models separately for the smallest 25% of firms, smallest 50% offirms, as well as for allfirms. Thisallowsustoavoid confoundingour main hypotheses about thebarriersfacedbylarge, foreign-owned, or distressed banks in making loans to small, informationally opaque firms with the reasons why small, domestic, healthy banks tend not to make loans to very large firms. Presumably, almostallhealthybankscan easily makeloans tocustomerswith debtashigh as10,000pesosor33,600 pesos, the cutoffs for our smallest 25% and 50% of firms, respectively. Running the model by size group also allows us to see how the marginaleffectsof informational opacityvary for different sizes of

firms, and for which firm sizes the main hypotheses are consistent with the data. IV.c. Equations for Testing the Secondary Hypotheses

To test our secondary hypotheses about the conditions that result in a firm borrowing from a single bank versus borrowing from multiple banks, we run logit equations of the form:

ln[P(MULTIPLE)/(1- P(MULTIPLE))] = α + β_1 LNSIZE + β_2 DELINQ + β_3 LNSIZE*DELINQ + θ_1 BNKNPL10%PRI + θ_2 BNKLEV10%PRI + θ_3 BNKROE10%PRI + δ_1BNKASSET10%PRI + δ_2BNKFOREIGNPRI + γ_1 Agriculture + γ_2 Fishing + γ_3 Mining + γ_4 Utilities + γ_5 Construction + γ_6 Commercial + ε_2 (2)

The variables in equation (2) are described in Table 2, except for the random error termε_2.The dependent variable is based on a dummy that the firm has loans outstanding from multiple banks. We run the models for the smallest 25% of firms, smallest 50%, and all firms to avoid confounding our hypotheses with alternative explanations of the data for large firms.17 This also allows us to measure how borrower opacity and primary bank distress vary for different sizes of firms and to see for which firm sizes the secondary hypotheses are most consistent with the data. To ensure that the test results are robust, we run the models with several different exclusion restrictions discussed below.

The key exogenous variables are the Firm Opacity variables and the measures of primary bank distress. The Firm Opacity variables include LNSIZE, DELINQ, and the interaction term. We measure whether the firm�s primary bank is in distress with three dummy variables � BNKNPL10%PRI, BNKLEV10%PRI, and BNKROE10%PRI � that measure whether it is in the worst 10% of banks in terms of its nonperforming loans, leverage, and earnings. As shown in Table2,wealsohavecontrolsfor whether thefirm�s primary bank islarge or foreign-owned � BNKASSET10%PRI andFOREIGNPRI� as well as the controls for the firm�s industry.

17 Very large firms tend to borrow from multiple banks because even a large single bank may be constrained in risking too much of their capital in loans to a single very large borrower. Some nationwide or multinational large firms may also borrow from multiple banks to facilitate their operations in different regions or nations. Other factors about the nation�s financial markets may also affect the single-bank-versus-multiple-bank outcome, including the enforceability of creditor rights, fragmentation of the banking system, and the existenceofanactive bond market (Detragiache, Garella, and Guiso 2000, Ongena and Smith 2000).

The important predictions from equation (2) are as follows. If theMultiple-BankBank-Distress

Hypothesis is true, we expect positive effects of primary bank distress (θ^1, θ^2, θ^3 > 0), as firms borrow from extra banks to protect themselves against the potential cutoff of credit or other deterioration of credit terms from distressed primary banks. The hypotheses yield opposing predictions for the opacity variables, so we look for the net effect of which hypothesis dominates. If the Single-BankFirm-Opacity

Hypothesis dominates, we expect a negative effect of opacity (β^1 > 0, β^3 < 0), because smaller, more opaque firms are likely to derive greater net benefits from a single banking relationship. If theMultiple-

Bank Bank-Distress Hypothesis dominates, these signs are reversed because more opaque firms need greater protection against the potential cutoff of credit.

V. Empirical Results

Tables 3-9 show our tests of our main hypotheses� theLarge-Bank,Foreign-Owned-Bank,and

Distressed-Bank Barriers Hypotheses. As discussed earlier, we run our models separately for the smallest 25% of firms, smallest 50% of firms, and all firms to avoid confounding our mainhypotheses about the barriers in lending to small, informationally opaque firms with reasons whyotherbanks tend not to make loans to large firms, and to see how the results vary for different sizes of firms. The hypotheses are mainly intended to apply to the smaller size groups.

For eachfirm sizegroup, weruneach modelthreetimes, oncewithLNSIZEastheonlyindicator of Firm Opacity/RelationshipStrength,once with DELINQ andLNSIZE*DELINQincludedaswell,and oncewith MULTIPLE alsoincluded.Under the BankBarriers Hypotheses,thepredictionsareapositive effect of LNSIZE (smaller firmsare lesslikelytoborrow from barriered banks), a negativeeffectof the interactiontermLNSIZE*DELINQ (firm delinquency is likely to exacerbate opacity problemsmorefor smaller firms), and a positive effect of MULTIPLE (firms with single banking relationships are more opaque and less likely to borrow from barriered banks).

The tests oftheLarge-Bank Barriers Hypothesis areshownin Table 3. The simplestmodelin which LNSIZE is the sole Opacity/Relationship indicator is shown in columns (1), (4), and (7) of the table for the smallest 25% of firms, smallest 50%, and all firms, respectively. The coefficients of

LNSIZE in these columns are all positive and statistically significant at the 1% level. These are consistent with the prediction of the hypothesis that within each size group, a smaller firm is more

opaque and therefore is less likely to have a loan from a large bank.

We evaluate the economic significance of firm size by simulating the effect of doubling firm size and calculating the change in the probability of receiving a loan from a barriered bank, starting from the subsample means for P(Bank Barrier) and all the other variables. For the smallest 25% of firms in column (1), the probability of receiving a loan from a large bank increases from 54.55% to 63.73%. This amounts to an economically significant 16.83% increase in the probability of receiving a loan from a large bank, which is displayed in a row near the bottom of the table. For the smallest 50% of firms and for all firms in columns (4) and (7), respectively, the probability of receiving a loan from a large bank is predicted to increase by only about 6% as firm size doubles. As discussed above, we expect greater effects for differences in opacity among smaller firms under the Large-Bank Barriers Hypothesis.

We next examine the effects of LNSIZE in the other models shown in Table 3 with additional Opacity/Relationship indicators included. In these models, the economic significance depends upon both the coefficients of LNSIZE and the interaction term LNSIZE*DELINQ. As shown in the table, the inclusion of DELINQ and LNSIZE*DELINQ makes virtually no difference to the economic significance of LNSIZE. The results in columns (2), (5), and (8) again suggest that as the size of the firm doubles, the probability of receiving a loan from a large bank is predicted to increase by about 17% for the smallest 25% of firms and by about 6% for the smallest 50% of firms and for all firms. The inclusion of MULTIPLE has virtually no effect on the economic significance of LNSIZE for the smallest 25% of firms, as shown in column (3). However, the inclusion of MULTIPLE eliminates most of the economic significance of LNSIZE for the smallest 50% of firms and for all firms� reducing the effectof doubling firm size on the probability of borrowing from a large bank to less than 2%. This may suggest that for larger firms, having loans from multiple banks is an overwhelming inverse indicator of relationship strength that dominates changesinfirmsize.Thefact that the effects ofLNSIZEaremorerobustforthe smallest 25% of firms again isconsistent with the predictions of the Large-Bank Barriers Hypothesis, which applies principally to the smallest firms.

We next examine the coefficients oftheinteractionterm LNSIZE*DELINQ in the modelsthat include thisterm in Table 3. We findthat the coefficientson these interaction termsare all negativeand 5 of the 6 coefficients are statistically significant at the 1% level and the remaining coefficient is

significant at the 10% level. These negative coefficients are consistent with the hypothesis � firm delinquency may exacerbate opacity problems more for smaller firms within each of our size groups.

Thecoefficientsaremorethantwiceaslargeinabsolutevalueforthesmallest25%offirmsthanforthe smallest 50% of firms and all-firms models, consistent with the Large-Bank Barriers Hypothesis.

ThecoefficientsofMULTIPLEarepositive and statisticallysignificantatthe1% levelforall3 size groups. These are consistent with the prediction of the hypothesis that firms with single banking relationshipsaremore informationallyopaqueandlesslikelytoborrowfromlargebanks.Weevaluate theeconomicsignificanceof MULTIPLEbysimulatingswitchingfrom asinglebankto multiplebanks andcalculating the change intheprobabilityofreceivinga loanfromabarrieredbank, starting fromthe subsample means for all the other variables. As shown near the bottom of Table 3, the probability of receivingaloanfroma largebankispredictedto increasesubstantiallyasthefirmswitchesfromasingle bank to multiple banks, more than doubling (increasing by more than 100%) for the two smallest size groups. The effect is greatest for the smallest 25% of firms, consistent with the hypothesis. As discussedabove,the variableMULTIPLEislikelyendogenous,and wedonothaveanyinstrumentsfor it, but we show the results both including and excluding this variable to see its (imperfectly) measured effect and to test the robustness of the other results.

We conduct other robustness checks as well. We rerun the tests of the barriers hypotheses including the presence of other barriers as control variables, despite their endogeneity.Although these models arenot fullyidentified, thepurposeis tocontrolforthestatisticalassociations amongthebarrier indicatorvariablesand tobesurethatonebarrier variableisnot proxyingforanother barrier.Intesting the Large-Bank Barriers Hypothesis, a particular concern is that BNKASSET10% may in part be picking uptheeffectsoftheForeign-Owned-Bank BarriersHypothesis, sincemostofthelargestbanks are also foreign-owned.18 As well, at the time of our sample in 1998, the largest banks generally had lessfinancial distressthanother institutions,raisingaconcernthatBNKASSET10% mayinpartproxy

18 The variable BNKASSET10% equals 1 if the firm borrows from any of the 10 largest privately owned banks in

Argentina, and 8 of these 10 banks are also foreign owned. However, the largest two banks in the country are both domestically owned. Banco de la Nacion Argentina and Banco de la Provincia de Buenos Aires together account for more than 20% of the lending in the nation.

(inversely) for the effect of theDistressed-BankBarriersHypothesis.WhenweincludetheFOREIGN and BNKNPL10% dummies on the right-hand-side, the test results were materially unchanged (not shown in tables).

In sum, the results are generally consistent with theLarge-BankBarriersHypothesis.Forthe smallest 25% of firms, the coefficients of LNSIZE, LNSIZE*DELINQ, and MULTIPLE are all of the predicted sign and statistically significant at the 1% level, the measured effects of LNSIZE and MULTIPLE are economically significant, and these findings are robust to inclusion or exclusion of some of the Opacity/Relationship indicators and indicators of the other barriers as control variables. The statistical and economic significance were somewhat less when the models included data for the smallest 50% of firms and all firms, but as noted above, theLarge-BankBarriersHypothesisappliesprincipally to the smallest firms, and these are the cleanest tests in terms of avoiding competing hypotheses about lending to large firms.

The tests of the Foreign-Owned-Bank Barriers Hypothesis are shown in Tables 4, 5, and 6, which display the findings for all foreign-owned banks, those headquartered in other South American nations, and those headquartered in non-South American countries, respectively. Looking first at Table 4 for all foreign-owned banks, the measured effects of LNSIZE are generally consistent with the hypothesis � within each size group, a smaller firm appears to be less likely to have a loan from a foreign-ownedinstitution.ThecoefficientsofLNSIZEareallpositiveandstatisticallysignificantatthe 1%levelincolumns(1),(4),and(7),anddoublingfirmsizegenerallyincreasesthepredictedprobability ofborrowingfromforeignbanksbyabout10%inmostcases.SimilartothetestsinTable3above,the inclusionofMULTIPLEsubstantiallyreducesthemeasuredeffectsofLNSIZEforthesmallest50%and all-firms size groups. Also similar to the earlier tests, the coefficients of the interaction term LNSIZE*DELINQareallnegativeandstatisticallysignificant,andthemeasuredeffectsofMULTIPLE arepositiveandbotheconomicallyandstatisticallysignificant.Aswell,allofthemeasuredeffectsareat least somewhat stronger for the subsample of the smallest 25% of firms than for the subsample of the smallest 50% of firms and for the full sample of all firms.

Thus, the results in Table 4 are qualitatively similar to those in Table 3 and are generally consistent with the Foreign-Owned-Bank Barriers Hypothesis. However, not all of the results are

robust to the inclusion of the presence of other barriers as control variables. Specifically, the effects of

LNSIZE become economically and statistically insignificant and the interaction term, LNSIZE*DELINQ, becomes statistically insignificant for the smallest 25% of firms when BNKASSET10% and

BNKNPL10% are included as control variables. However, the results for the smallest 50% and all-firms models remained robust to the inclusion of these variables. One reason why the measured effect of

LNSIZE on the probability of borrowing from a foreign-owned bank may disappear when large bank size is controlled for is that foreign banks that are not large simply make so few loans to the smallest 25% of firms � only 7.6% of these firms have loans from foreign-owned banks that are not in the top 10% in terms of bank assets. That is, after taking account of the strong effect of large bank size, there may simply be too little variation in the FOREIGN variable for small firms. In sum, most of the results are consistent with the Foreign-Owned-Bank Barriers Hypothesis, but it is much less certain that the hypothesis predicts the marginal effects of firm size within the smallest 25% of firms size group.

The results shown in Table 5 for the foreign-owned banks headquartered in other South

American nations are generally less statistically and economically significant than for all the foreign banks shown in Table 4. The results suggest a generally weaker correspondence with the Foreign-

Owned-BankBarriers Hypothesisfor foreign-owned banksheadquartered on thesame continent,with theeffectof LNSIZEbeing statistically insignificant forthe smallest25%offirms,and thecoefficients of LNSIZE*DELINQ being positive for the smallest 25% and smallest 50% of firms. In contrast, the results shown inTable6for theforeign banksheadquartered innon-South Americancountriesarequite similar to those for all foreign-owned banks.19 The findings in these tables generally suggest that any barriers to foreign-owned banks making relationship-based loans to informationally opaque small businesses are likely to be greater for banks based outside of South America, perhaps due to longer distances, or greater differences in language, culture, supervisory/regulatory structures, and so forth.

The tests of the Distressed-Bank Barriers Hypothesis are shown in Tables 7, 8, and 9, which

19 As occurred for the main sample, the effects of LNSIZE and LNSIZE*DELINQ become statistically insignificant for the smallest 25% of firms when BNKASSET10% and BNKNPL10% are included as control variables. The similarity of results in Tables 4 and 6 is not surprising, since the banks headquartered in non-South

American countries are generally quite large and account for most of the lending by foreign-owned banks.

individual small businesses, their bank loans, and their banks.

The data are generally consistent with the Large-Bank Barriers Hypothesis and the Foreign-

Owned-Bank Barriers Hypothesis, although the latter hypothesis may only be effective if the foreign bank is headquartered in a far-away nation. Informationally opaque small businesses tend to receive less credit from large banks and foreign banks, and this effect is magnified for small businesses with delinquencies in repaying their loans. The data do not support the Distressed-BankBarriersHypothesis

� the effect of bank distress on lending does not appear to be consistently any stronger for informationally opaque small businesses than for large transactions borrowers.

We also test some related secondary hypotheses regarding which firms borrow from a single bank versus from multiple banks. Under the Single-Bank Firm-Opacity Hypothesis, informationally opaque small businesses are more likely to have a single lender than other firms. This is because for these businesses, the benefits associated with the acquisition and possession of proprietary information by a single lender likely outweighs the potential costs of exploitation of market power in an exclusive relationship. Under the Multiple-Bank Bank-Distress Hypothesis, the single-versus-multiple-bank decision depends on the financial condition of the firm�s primary bank � firms borrow from multiple lenders to insure their own credit availability if their primary bank is in financial distress. The data support the Multiple-Bank Bank-Distress Hypothesis � firms tend to borrow from multiplebankswhen their primary bank is in financial distress. The data also suggest that smaller firms tend to have exclusive lending relationships, all else equal, providing some limited supportfortheSingle-BankFirm-

Opacity Hypothesis.

There are many policy concerns regarding bank mergersandacquisitions(M&As),foreignentry, and prudential supervision and regulation, and this research focuses on one of these concerns � the supply of relationship credit to informationally opaque small businesses. Our results suggest thatsome large and foreign-owned institutions that are created by M&As and foreign entry may have difficulty extending relationship loans to opaque small firms. Any bank distress that may result from lax prudential supervision and regulation appears to have no greater effect on the supply of credit to small borrowers than to large borrowers. However, even some small firms may react to bank distress by borrowing from multiple banks, creating additional real resource costs as well as thedestructionofsome

of the benefits from relationship lending. Our results and those in the related literature are subject to a number of important caveats. The overall supply of relationship credit to opaque small firms depends on many other factors as well, including i) whether other banks in the market or new entrants compensate by changing their supply of relationship credit, ii) the robustness of the empirical results, and iii) how well the results apply across nations with different market environments.

References

Angelini, P., Salvo, R.D., Ferri, G., 1998. Availability and cost for small businesses: Customer relationships and credit cooperatives, Journal of Banking and Finance, 22, 929-954.

Avery, R.B., Samolyk, K.A. 2000. Bank consolidation and the provision of banking services: The case of small commercial loans, Federal Deposit Insurance Corporation working Paper.

Berger, A.N., Bonime, S.D., Goldberg, L.G., White, L.J., 2000. The dynamics of market entry: The effects of mergers and acquisitions on entry in the banking industry, Federal Reserve Board working paper.

Berger, A.N., Goldberg, L.G., White, L.J., 2001. The effects of dynamic changes in bank competition on the supply of small business credit, European Finance Review.

Berger, A.N., DeYoung, R., 2001. The effects of geographic expansion on bank efficiency, Journal of

Financial Services Research 19.

Berger, A.N., DeYoung, R., Genay, H., Udell, G.F., 2000. Globalization of financial institutions:

Evidence from cross-border banking performance, Brookings-Wharton Papers on Financial

Services, 3, 23-158.

Berger, A.N., Kashyap, A.K, Scalise, J.M., 1995. The transformation of the U.S. banking industry:

What a long, strange trip it’s been, Brookings Papers on Economic Activity, 2, 55-218.

Berger, A.N., Kyle, M.K., Scalise, J.M., forthcoming. Did U.S. bank supervisors get tougher during the credit crunch? Did they get easier during the banking boom? Did it matter to bank lending? In

F.S. Mishkin, ed., Prudential Supervision: What Works and What Doesn’t,NationalBureauof

Economic Research, University of Chicago Press (Chicago, IL).

Berger, A.N., Rosen, R.J., Udell, G.F., 2001. The effect of banking market size structure on bank competition: The case of small business lending, Federal Reserve Board working paper,

Washington, DC.

Berger, A.N., Saunders, A., Scalise, J.M., Udell, G.F., 1998. The effects of bank mergers and acquisitions on small business lending, Journal of Financial Economics, 50(2): 187-229.

Berger, A.N., Udell, G.F., 1994. Did risk-based capital allocate bank credit and cause a ‘credit crunch’ in the United States? Journal of Money, Credit, and Banking 26 (August), 585-628.

Berger, A.N., Udell, G.F., 1995. Relationship lending and lines of credit in small firm finance,Journal of Business, 68, 351-382.

Berger, A.N., Udell, G.F., 1996. Universal banking and the future of small business lending, edited by

A. Saunders and I. Walter, Financial system design: The case for universal banking, Burr

Ridge, IL, Irwin Publishing, 559-627.

Berger, A.N., Udell, G.F., 1998. The economics of small business finance: The roles of private equity and debt markets in the financial growth cycle, Journal of Banking and Finance, 22, 613-74.

Berlin, M., Mester, L.J., 1998. On the profitability and cost of relationship lending,JournalofBanking and Finance, 22, 873-897.

Bhattacharya, S., Chiesa, G., 1995. Proprietary information, financial intermediation, and research incentives, Journal of Financial Intermediation, 4, 328-357.

Black, S.E., Strahan, P.E., 2000. Entrepreneurship and bank credit availability, Federal Reserve Bank of New York working paper.

Blackwell, D., Winters, D.B., 1997. Banking relationships and the effect of monitoring on loan pricing, Journal of Financial Research 20, 275-89.

Boot, A.W.A, 2000. Relationship banking: What do we know?, Journal ofFinancialIntermediation,9, 7-25.

Boot, A.W.A., A.V. Thakor, 1994, Moral hazard and secured lending in an infinitely repeated credit market game, International Economic Review, 35, 899-920.

Bonaccorsi di Patti, E., Dell�Ariccia, G. 2001. Bank competition and firm creation, International Monetary Fund working paper 01/21.

Bonaccorsi di Patti, E., Gobbi, G. 2000. The effects of bank consolidation on small business lending:

Evidence from market and firm data, Bank of Italy working paper.

Calomiris, C., Powell,A., 2000. Canemerging marketbankregulatorsestablishcrediblediscipline?The case of Argentina, 1992-1999, working paper.

Caprio, G. Jr., Klingebiel, D., 1996. Bank insolvencies: Cross-country experience, World Bank Policy Research Working Paper 1620.

Carey, M., Prowse, S, Rea, J., Udell, G., 1993. The Economics of the Private Placement Market, Financial Markets, Institutions & Instruments 2.

Carey, M., Post, M., Sharpe,S.A., 1998. Doescorporate lendingbybanksandfinancecompaniesdiffer?

Evidence on specialization in private debt contracting, Journal of Finance, 53, 845-878.

Chiou, I., 1999. Daiwa Bank�s reputational crisis: Valuation effects on bank-firm relationships, New York University working paper.

Claessens, S., Demirg�c-Kunt, A., Huizinga, H., 2001. How does foreign entry affect the domestic banking market? Journal of Banking and Finance, 25, 891-911.

Claessens, S., Djankov, S., Ferri, G., 1999. Corporate distress in East Asia: The effect of currency and interest rate shocks, World Bank working paper.

Clarke, G., Cull, R., 1998. The political economy of privatization: The case of Argentina�s public provincial banks, World Bank Policy Research Working Paper # 1962.

Clarke, G., Cull, R., D�Amato, L., Molinari, A., 1999. On the kindness of strangers? The impact of foreign entry on domestic banks in Argentina, World Bank working paper.

Cole, R.A., 1998. The importance of relationships to the availability of credit,JournalofBankingand

Finance, 22, 959-77.

Cole, R.A., Goldberg, L.G., White, L.J., 1999. Cookie-cutter versus character: The micro structure of small business lending by large and small banks, in Business Access to Capital and Credit, edited by J.L. Blanton, A. Williams, and S.L.W. Rhine, A Federal Reserve System Research

Conference, 362-389.

Cole, R.A., Walraven, N., 1998. Banking consolidation and the availability of credit to small business,

Federal Reserve Board working paper.

Cull, R., 1998. Structural change: Internationalization, consolidation, and privatization in Argentina�s banking sector, 12/94-9/97, World Bank working paper.

Cyrnak, A., Hannan, T.H. 2000. �Non-local lending to small businesses.� Federal Reserve Board working paper.

Dell�Ariccia, G., Marquez R., 2001. Flight to quality or to captivity? Information and credit allocation, International Monetary Fund working paper 01/20.

DeYoung, R., Nolle, D.E., 1996. Foreign-owned banks in the U.S.: Earning market share or buying it?

Journal of Money, Credit, and Banking 28(4): 622-636.

Degryse, H., Cayseele, P.V., 2000. Relationship lending within a bank-based system: Evidence from

European small business data, Journal of Financial Intermediation, 9, 90-109.

Demirg�c-Kunt,A.,Detragiache,E.,Gupta,P.,2000.Insidethecrisis:Anempiricalanalysisofbanking systems in distress, World Bank working paper.

Detragiache,E,Garella,P.G.,Guiso,L.,2000.Multipleversussinglebankingrelationships:Theoryand evidence, Journal of Finance, 55, 1133-1161.

Diamond,D.W.,1984,Financialintermediationanddelegatedmonitoring,ReviewofEconomicStudies,

51, 393-414.

Djankov, S., Jindra, J.,Klapper,L.,1999.Corporatevaluationandtheresolutionofbankinsolvencyin

East Asia, World Bank working paper.

Farinha, L.A., Santos, J.A.C., 2000. Switching from single to multiple banking relationships:

Determinants and implications, Bank for International Settlements working paper.

Ferri, G., Messori, M., 2000. Bank-firm relationships and allocative efficiency in northeastern and central Italy and in the South, Journal of Banking and Finance 24: 1067-1095.

Goldberg, L., Dages, B.G., Kinney, D., 2000. Foreign and domestic bank participation in emerging markets: Lessons from Mexico and Argentina, Federal Reserve Bank of NY working paper.

Grosse,R.,Goldberg,L.G.,1991.ForeignbankactivityintheUnitedStates:Ananalysisbycountryof origin, Journal of Banking and Finance 15: 1093-1112.

Grinblatt, M., Keloharju, M., 2001. How distance, language, and culture influence stockholdings and trades, Journal of Finance 56, 1053-1073.

Hancock, D., Laing, A., Wilcox, J., 1995. Bank balance sheet shocks and aggregate shocks: Their dynamic effects on bank capital and lending, Journal of Banking and Finance, 19: 661-77.

Hancock, D., Wilcox, J.A., 1998. The �credit crunch� and the availability of credit to small business, Journal of Banking and Finance 22, 983-1014.

Harhoff, D., K�rting, T., 1998. Lending relationships in Germany: Empirical results from survey data, Journal of Banking and Finance 22, 1317-1354.

Hauswald, R., Marquez, R., 2000. Relationship banking, loan specialization and competition, Indiana University working paper.

Haynes, G.W., Ou, C., Berney, R., 1999. Small business borrowing from large and small banks, in Business Access to Capital and Credit, edited by J.L. Blanton, A. Williams,andS.L.W.Rhine, A Federal Reserve System Research Conference, 287-327.

Jayaratne, J., Wolken, J.D., 1999. How important are small banks to small business lending? New evidence from a survey to small businesses, Journal of Banking and Finance, 23: 427-458.

Kang, J.-K., Stulz, R., 2000. Do banking shocks affect borrowing firm performance? An analysisofthe Japanese experience, Journal of Business, V73, n1, 1-23.

Karceski, J., Ongena, S., Smith, D., 2000. The impact of bank consolidationonthewelfareandbehavior of customers, Federal Reserve Board working paper.

Keeton, W.R., 1995. Multi-office bank lending to small businesses: Some new evidence, Federal Reserve Bank of Kansas City Economic Review, 80 (2), 45-57.

Keeton, W.R., 1996. Do bank mergers reduce lending to businesses and farmers? New evidence from tenth district states, Federal Reserve Bank of Kansas City Economic Review, 81: 63-75.

Levine, R., 1996. Foreign banks, financial development, and economic growth, in Claude E. Barfield, ed., International Financial Markets: Harmonization Versus Competition, Washington DC: The AEI Press.

Longhofer, S.D., Santos, J.A.C., 2000. The importance of bank seniority for relationship lending, Journal of Financial Intermediation, 9, 57-89.

Machauer, A., Weber, M., 2000. Number of bank relationships: An indicator of competition, borrower quality, or just size?, University of Mannheim working paper.

Martinez Peria, M.S., Schmukler, S.S., 2001. Do depositors punish banks for bad behavior? Market discipline, deposit insurance and banking crises, Journal of Finance, 56.

Ongena, S., Smith, D.C., 2000. What determines the number of bank relationships? Journal of Financial Intermediation, 9, 26-56.

Ongena, S., Smith, D., Michalsen, D., 2000. Firms and their distressed banks: Lessons from the

Norwegian Banking Crisis (1988-1991), Federal Reserve Board working paper.

Peek, J., Rosengren, E.S., 1995. Bank regulation and the credit crunch, Journal of Banking and

Finance, 19: 679-92 (a).

Peek, J., Rosengren, E.S., 1995. The capital crunch: Neither a borrower nor a lender be, Journal of

Money, Credit and Banking, 27: 625-38 (b).

Peek, J., Rosengren, E.S., 1996. Small business credit availability: How important is size of lender?, edited by A. Saunders and I. Walter, Financial System Design: The Case for Universal

Banking, Burr Ridge, IL, Irwin Publishing, 628-55.

Peek, J., Rosengren, E.S., 1998. Bank consolidation and small business lending: It�s not just bank size that matters, Journal of Banking and Finance, 22, 799-819.

Peek,Joe,Rosengren, E.S., Kasirye,F., 1999.The poor performanceofforeign bank subsidiaries:Were the problems acquired or created? Journal of Banking and Finance 23: 579-604.

Petersen, M.A., Rajan, R.G., 1994. The benefits of firm-creditor relationships: Evidence from small business data, Journal of Finance, 49, 3-37.

Petersen, M.A., Rajan, R.G., 1995. The effect of credit market competition on lending relationships,

Quarterly Journal of Economics, 110, 407-443.

Petersen, M.A., Rajan, R.G., 2000. Does distance still matter? The information revolution in small business lending, working paper.

Raffin,M., 1999. Anote ontheprofitabilityofthe foreign-owned banks inArgentina,BancoCentralde la Republica Argentina, Technical Note Number 6.

Rajan, R.G.,1992.Insiders andoutsiders: The choicebetweeninformed andarm�s-lengthdebt,Journal of Finance, 47, 1367-99.

Scott, J.A., Dunkelberg, W.C., 1999. Bank consolidation and small business lending: A small firm perspective,inBusiness Accessto CapitalandCredit, edited byJ.L.Blanton,A.Williams,and

S.L.W. Rhine, A Federal Reserve System Research Conference, 328-361.

Seelig,S.A.,Critchfield, T.,1999.Determinants of denovoentryinbanking,FederalDepositInsurance

Corporation Working Paper 99-1.

Sharpe,S.A.,1990.Asymmetricinformation, bank lending,andimplicitcontracts: Astylizedmodel of customer relationships, Journal of Finance, 45,1069-87.

Shrieves, R.E., Dahl, D., 1995. Regulation, recession, and bank lending behavior: The 1990 credit crunch, Journal of Financial Services Research, 9: 5-30.

Slovin, M.B., Sushka, M.E., Polonochek, J.A., 1993. The value of bank durability: Borrowers as bank stakeholders, Journal of Finance, 48, 247-66.

Stanley, T.O., Roger, C., McManis, B., 1993. The effects of foreign ownership of U.S. banks on the availability of loanable funds to small business, Journal of Small Business Management, 31, 51-66.

Stein, J.C., 2001. Information production and capital allocation: Decentralized vs. hierarchical firms, Harvard University working paper.

Strahan, P.E., Weston, J.P., 1996. Small business lending and bank consolidation: Is there cause for concern? Current issues in Economics and Finance 2, FederalReserveBankofNewYork2,1- 6. Strahan, P.E., Weston J.P., 1998. Small business lending and the changing structure of the banking industry, Journal of Banking and Finance, 22, 821-45.

Wagster, J.D. 1999. The Basle Accord of 1988 and the International Credit Crunch of 1989-1992, Journal of Financial Services Research, 15: 123-143.

Whalen, G., 1995. Out-of-state holding company affiliation and small business lending, Office of the Comptroller of the Currency, Economic and Policy Analysis working paper 95-4.

Table 1: Definitions and Summary Statistics for

Variables Used to Test the Main Hypotheses

Summary statistics are for the sample of firms used to test the Large-Bank, Foreign-Owned Bank and

Distressed-Bank Barriers Hypotheses. The total number of observations is 61,295, which excludes all firms whose primary bank is state-owned and firms with total bank loans less than 2,000 pesos.

Variable Name Definition Mean Std Dev

Bank Barrier Variables (Dependent Variables)

BNKASSET10% = 1 if a firm borrows from at least one bank that is in the largest 10% of banks ranked by asset size (excluding stateowned banks)

65.08% 47.67%

FOREIGN = 1 if a firm borrows from at least one bank that is foreign 52.89% 49.92%

FOREIGN-SA = 1 if a firm borrows from at least one foreign-owned bank headquartered in a South American country other than

Argentina

10.55% 30.71%

FOREIGN-NSA = 1 if a firm borrows from at least one foreign-owned bank

NOT headquartered in another South American country

42.35% 49.41%

BNKNPL10% = 1 if a firm borrows from at least one bank whose nonperforming loan (NPL) ratio, measured as total bank NPL to total loans, is in the top 10% (excluding state-owned banks)

2.48% 15.55%

BNKLEV10% = 1 if a firm borrows from at least one bank whose leverage, measured as total assets to total debt, is in the top 10%

(excluding state-owned banks)

19.62% 39.71%

BNKROE10% = 1 if a firm borrows from at least one bank whose ROE, measured as the ratio of profits to equity, is in the bottom

10% (excluding state-owned banks)

2.10% 14.35%

Firm Opacity/Relationship Variables

SIZE = The sum of the firm�s total loans from all banks (not included in regressions)

662,148 pesos

6,376,926 pesos

LNSIZE = Natural log of the sum of the firm�s total loans from all banks

10.68 pesos

1.90 pesos

DELINQ = Proportion of loans greater than 60 days past-due 15.92 35.46

MULTIPLE = 1 if a firm has loans from more than one bank 43.95% 49.63%

Firm Industry Variables

Agriculture = 1 if a firm�s primary activity is Agriculture 15.78% 36.45%

Fishing = 1 if a firm�s primary activity is Fishing 0.20% 4.49%

Mining = 1 if a firm�s primary activity is Mining 3.01% 17.07%

Utilities = 1 if a firm�s primary activity is Utilities 0.92% 9.52%

Construction = 1 if a firm�s primary activity is Construction 9.15% 28.83%

Commercial = 1 if a firm�s primary activity is Commercial 35.25% 47.78%

Table 2: Definitions and Summary Statistics for Variables Used to Test the Secondary Hypotheses

Summary statistics are for the sample of firms used to test the Single-Bank Firm Opacity and Multiple-Bank Distress Hypotheses. The total number of observations is 61,295, which excludes all firms whose primary bank is state-owned and firms with total bank loans less than 2,000 pesos.

Variable Name Definition Mean Std Dev Multiple Bank Variable (Dependent Variable) MULTIPLE = 1 if a firm has loans from more than one bank

43.95% 49.63%

Firm Opacity Variables SIZE

= The sum of the firm�s total loans from all banks. 662,148 pesos

6,376,926

pesos LNSIZE

= Logged value of the sum of the firm�s total loans from all

banks

10.68 pesos

1.90 pesos DELINQ

= Proportion of loans greater than 60 days past-due 15.92 35.46

Primary Bank Distress Variables BNKNPL10%PRI = 1 if a firm’s primary bank’s non-performing loan (NPL) ratio, measured as total bank NPL to total loans, is in the top 10% (excluding state-owned banks)

1.38% 11.67%

BNKLEV10%PRI = 1 if a firm’s primary bank’s leverage, measured as total assets to total debt, is in the top 10% (excluding stateowned banks)

13.36% 34.02%

BNKROE10%PRI = 1 if a firm’s primary bank’s ROE, measured as the ratio of profits to liquid assets, is in the Smallest 10% (excluding state-owned banks)

0.75% 8.60%

Other Primary Bank Variables BNKASSET10%PRI

= 1 if a firm’s primary bank is in the largest 10% of banks

ranked by asset size (excluding state-owned banks)

52.55% 49.94%

FOREIGNPRI

= 1 if a firm’s primary bank is foreign 40.66% 49.12%

Firm Industry Variables Agriculture =

1 if a firm�s primary activity is Agriculture 15.78% 36.45%

Fishing =

1 if a firm�s primary activity is Fishing 0.20% 4.49%

Mining =

1 if a firm�s primary activity is Mining 3.01% 17.07%

Utilities =

1 if a firm�s primary activity is Utilities 0.92% 9.52%

Construction =

1 if a firm�s primary activity is Construction 9.15% 28.83%

Commercial = 1 if a firm�s primary activity is Commercial

35.25% 47.78%

Table 3: Tests of Large-Bank Barriers Hypothesis L_{ogit Regression: Dependent Variable = BNKASSET10%}

Smallest 25% (≤ 10,000 Pesos)

Smallest 50% (≤ 33,600 Pesos)

All Firms

(1)

(2) (3) (4) (5) (6) (7) (8) (9)

Coef t-Stat Coef t-Stat Coef t-Stat Coef t-Stat Coef t-Stat Coef t-Stat Coef t-Stat Coef t-Stat Coef t-Stat Intercept -4.45^{***} 13.97 -5.43^{***} 15.38 -5.29^{***} 14.74 -1.62^{***} 11.22 -1.85^{***} 11.60 -0.56^{***} 3.37 -2.20^{***} 40.18 -2.51^{***} 41.47 -0.90^{***} 13.72 LNSIZE 0.55^{***} 14.84 0.66^{***} 16.10 0.64^{***} 15.24 0.21^{***} 13.55 0.24^{***} 13.56 0.08^{***} 4.31 0.26^{***} 49.31 0.29^{***} 49.93 0.10^{***} 15.15 DELINQ 5.26^{***} 6.21 5.58^{***} 6.51 1.31^{***} 3.48 0.91^{**} 2.37 2.09^{***} 13.41 2.04^{***} 12.70 LNSIZE*DELINQ -0.60^{***} 6.02 -0.63^{***} 6.29 -0.13^{***} 3.17 -0.08^* 1.86 -0.21^{***} 13.97 -0.19^{***} 12.49 MULTIPLE 1.35^{***} 21.69 1.44^{***} 40.07 1.58^{***} 66.69

Agriculture -0.79^{***} 14.29 -0.77^{***} 14.02 -0.96^{***} 16.74 -0.63^{***} 17.12 -0.62^{***} 16.81 -0.84^{***} 21.62 -0.22^{***} 9.10 -0.23^{***} 9.41 -0.47^{***} 17.99 Fishing 0.31 0.65 0.28 0.59 0.02 0.04 0.39 1.18 0.38 1.15 0.24 0.71 0.51^{**} 2.29 0.51^{**} 2.26 0.33 1.43 Mining 2.26^{***} 10.31 2.24^{***} 10.22 1.89^{***} 8.52 1.93^{***} 13.73 1.92^{***} 13.66 1.50^{***} 10.51 1.84^{***} 19.70 1.83^{***} 19.58 1.43^{***} 15.08 Utilities 0.53^{**} 2.22 0.54^{**} 2.23 0.25 0.99 0.55^{***} 3.19 0.55^{***} 3.22 0.22 1.21 0.56^{***} 4.95 0.54^{***} 4.76 0.29^{**} 2.47 Construction 0.40^{***} 5.16 0.40^{***} 5.10 0.24^{***} 3.02 0.43^{***} 8.28 0.43^{***} 8.24 0.20^{***} 3.65 0.48^{***} 13.98 0.49^{***} 14.07 0.26^{***} 7.26 Commercial -0.20^{***} 5.44 -0.20^{***} 5.39 -0.32^{***} 8.45 -0.09^{***} 3.68 -0.09^{***} 3.59 -0.32^{***} 11.92 0.10^{***} 5.43 0.10^{***} 5.34 -0.23^{***} 11.39

Economic Significance: SIZE x2 (%Δ)

16.83% 17.16% 16.43% 6.18% 6.41% 1.97% 6.11% 6.03% 1.68%

Economic Significance: MULTIPLE 0 to 1 (%Δ)

185.4% 150.3% 80.33%

Observations: 15,379 15,379 15,379 30,657 30,657 30,657 61,295 61,295 61,295

*, **, *** represent significance at the 10%, 5%, and 1% levels, respectively.

Table 4: Tests of Foreign-Owned Bank Barriers Hypothesis

L^{ogit Regression: Dependent Variable = FOREIGN}

Smallest 25%

(≤ 10,000 Pesos) Smallest 50%

(≤ 33,600 Pesos) All Firms

(1)

(2) (3) (4) (5) (6) (7) (8) (9)

Coef t-Stat Coef t-Stat Coef t-Stat Coef t-Stat Coef t-Stat Coef t-Stat Coef t-Stat Coef t-Stat Coef t-Stat

Intercept -2.37_{**} 7.29 -2.95_{***} 8.13 -2.69_{***} 7.28 -2.17_{***} 14.86 -2.54_{***} 15.53 -1.21_{***} 7.08 -3.12_{***} 58.47 -3.40_{***} 57.96 -2.04_{***} 32.65

LNSIZE 0.24_{***} 6.32 0.30_{***} 7.10 0.26_{***} 6.03 0.21_{***} 13.35 0.25_{***} 13.98 0.08_{***} 4.51 0.30_{***} 59.40 0.33_{***} 58.94 0.16_{***} 25.87

DELINQ 2.36_{***} 2.79 2.59_{***} 3.03 1.93_{***} 5.14 1.53_{***} 4.01 1.95_{***} 12.75 1.98_{***} 12.73

LNSIZE*DELINQ -0.24_{**} 2.39 -0.26_{***} 2.58 -0.19_{***} 4.67 -0.14_{***} 3.31 -0.19_{***} 12.82 -0.18_{***} 12.04

MULTIPLE 1.25_{***} 22.86 1.33_{***} 41.01 1.41_{***} 65.05

Agriculture -1.03_{***} 16.12 -1.01_{***} 15.68 -1.21_{***} 18.19 -0.94_{***} 22.68 -0.93_{***} 22.29 -1.17_{***} 26.76 -0.70_{***} 28.65 -0.71_{***} 28.70 -0.96_{***} 36.94

Fishing 0.65 1.40 0.61 1.30 0.36 0.73 0.64_{**} 2.05 0.63_{**} 2.01 0.52 1.61 1.05_{***} 4.63 1.05_{***} 4.60 0.94_{***} 4.01

Mining 2.01_{***} 12.49 1.98_{***} 12.30 1.64_{***} 9.97 1.74_{***} 16.20 1.73_{***} 16.05 1.33_{***} 12.09 1.57_{***} 22.29 1.56_{***} 22.13 1.21_{***} 16.85

Utilities 0.79_{***} 3.46 0.80_{***} 3.52 0.53_{**} 2.26 0.83_{***} 5.10 0.84_{***} 5.16 0.54_{***} 3.18 0.74_{***} 6.96 0.73_{***} 6.85 0.52_{***} 4.76

Construction 0.37_{***} 5.04 0.37_{***} 4.95 0.21_{***} 2.80 0.52_{***} 10.48 0.51_{***} 10.43 0.30_{***} 5.85 0.61_{****} 18.89 0.61_{***} 18.93 0.42_{***} 12.69

Commercial -0.25_{***} 6.60 -0.24_{***} 6.49 -0.37_{***} 9.53 -0.08_{***} 3.25 -0.08_{***} 3.10 -0.31_{***} 11.32 0.12_{****} 6.85 0.12_{***} 6.85 -0.18_{***} 8.98

Economic Significance:

SIZE x2 (%Δ) 10.24% 11.13% 9.26% 8.38% 8.69% 2.23% 9.70% 9.69% 4.27%

Economic Significance:

MULTIPLE 0 to 1 (%Δ) 167.9% 137.4% 73.65%

Observations: 15,379 15,379 15,379 30,657 30,657 30,657 61,295 61,295 61,295

*, **, *** represent significance at the 10%, 5%, and 1% levels, respectively.

Table 5: Tests of Foreign-Owned Bank Barriers Hypothesis for Banks Headquartered in other South American Countries L_{ogit Regression: Depend}

ent Variable = FOREIGN-SA

Smallest 25% (≤ 10,000 Pesos)

Smallest 50% (≤ 33,600 Pesos)

All Firms

(1)

(2) (3) (4) (5) (6) (7) (8) (9)

Coef t-Stat Coef t-Stat Coef t-Stat Coef t-Stat Coef t-Stat Coef t-Stat Coef t-Stat Coef t-Stat Coef t-Stat Intercept -4.26^{***} 5.58 -4.23^{***} 4.84 -3.69^{***} 4.19 -5.29^{***} 16.07 -4.76^{***} 12.38 -3.39^{***} 8.63 -6.46^{***} 77.79 -6.97^{***} 74.27 -6.52^{***} 67.20 LNSIZE 0.14 1.59 0.13 1.26 0.05 0.47 0.25^{***} 7.09 0.18^{***} 4.26 0.00 0.06 0.36^{***} 50.50 0.39^{***} 49.77 0.31^{***} 36.57 DELINQ -0.87 0.47 -0.70 0.38 -1.66^{**} 2.19 -2.13^{***} 2.80 2.15^{***} 9.35 2.61^{***} 11.12 LNSIZE*DELINQ 0.15 0.70 0.14 0.64 0.25^{***} 3.08 0.31^{***} 3.84 -0.14^{***} 6.55 -0.17^{***} 7.94 MULTIPLE 1.23^{***} 12.60 1.13^{***} 19.11 0.90^{***} 24.88

Agriculture -0.18 1.34 -0.15 1.07 -0.35^{**} 2.48 -0.18^{**} 2.05 -0.11 1.18 -0.28^{***} 3.08 -0.02 0.55 0.03 0.72 -0.08^{**} 2.07 Fishing 1.48^{**} 2.41 1.42^{**} 2.30 1.15^* 1.74 1.00^{**} 2.19 1.03^{**} 2.21 0.87^* 1.79 0.98^{***} 4.39 0.98^{***} 4.38 0.87^{***} 3.82 Mining -0.95^* 2.09 -1.00^{**} 2.19 -1.53^{***} 3.31 -0.55^{**} 2.22 -0.56^{**} 2.29 -1.03^{***} 4.12 0.23^{***} 3.23 0.23^{***} 3.16 0.07 0.92 Utilities -0.75 1.03 -0.73 1.00 -1.21 1.63 -0.39 0.97 -0.31 0.76 -0.72^* 1.76 0.11 0.87 0.13 1.08 0.05 0.38 Construction 2.24^{***} 24.02 2.24^{***} 23.94 2.12^{***} 22.63 2.29^{***} 38.18 2.30^{***} 37.95 2.15^{***} 35.26 1.90^{***} 56.28 1.90^{***} 56.09 1.82^{***} 53.22 Commercial -1.17^{***} 9.21 -1.16^{***} 9.14 -1.40^{***} 10.79 -0.67^{***} 9.89 -0.64^{***} 9.44 -0.94^{***} 13.30 -0.09^{***} 2.82 -0.07^{**} 2.19 -0.27^{***} 8.47

Economic Significance: SIZE x2 (%Δ)

9.66% 10.72% 4.94% 17.65% 15.57% 3.49% 24.62% 25.20% 18.95%

Economic Significance: MULTIPLE 0 to 1 (%Δ)

164.3% 113.9% 50.01%

Observations: 15,379 15,379 15,379 30,657 30,657 30,657 61,295 61,295 61,295

*, **, *** represent significance at the 10%, 5%, and 1% levels, respectively.

Table 6: Tests of Foreign-Owned Bank Barriers Hypothesis for Banks Headquartered in Non-South American Countries

L^{ogit Regression: Dependent Variable = FOREIGN-NSA}

Smallest 25%

(≤ 10,000 Pesos) Smallest 50%

(≤ 33,600 Pesos) All Firms

(1)

(2) (3) (4) (5) (6) (7) (8) (9)

Coef t-Stat Coef t-Stat Coef t-Stat Coef t-Stat Coef t-Stat Coef t-Stat Coef t-Stat Coef t-Stat Coef t-Stat

Intercept -2.45_{***} 7.30 -3.08_{***} 8.23 -2.87_{***} 7.57 -1.99_{***} 13.30 -2.53_{***} 15.14 -1.43_{***} 8.24 -1.63_{***} 33.40 -1.75_{***} 33.14 -0.68_{***} 11.92

LNSIZE 0.23_{***} 5.78 0.29_{***} 6.76 0.26_{***} 5.90 0.17_{***} 10.45 0.23_{***} 12.59 0.09_{***} 4.84 0.13_{***} 28.53 0.15_{***} 29.47 0.01 1.48

DELINQ 2.81_{***} 3.25 3.00_{***} 3.43 2.84_{***} 7.40 2.57_{***} 6.60 1.17_{***} 7.80 1.33_{***} 8.66

LNSIZE*DELINQ -0.30_{***} 2.93 -0.32_{***} 3.09 -0.31_{***} 7.36 -0.27_{***} 6.39 -0.13_{***} 9.20 -0.14_{***} 9.53

MULTIPLE 0.99_{***} 18.52 1.07_{***} 33.80 1.14_{***} 54.28

Agriculture -1.09_{***} 15.85 -1.07_{***} 15.52 -1.23_{***} 17.33 -0.98_{***} 22.12 -0.98_{***} 22.13 -1.16_{***} 25.43 -0.67_{***} 27.24 -0.69_{***} 27.82 -0.87_{***} 33.92

Fishing 0.08 0.18 0.05 0.09 -0.18 0.38 0.33 1.06 0.31 1.00 0.20 0.63 0.35_* 1.91 0.35_* 1.91 0.22 1.20

Mining 2.08_{***} 13.40 2.05_{***} 13.22 1.77_{***} 11.22 1.76_{***} 17.34 1.75_{***} 17.23 1.43_{***} 13.75 0.98_{***} 18.86 0.97_{***} 18.72 0.72_{***} 13.65

Utilities 0.90_{***} 3.97 0.91_{***} 4.02 0.69_{***} 2.98 0.90_{***} 5.63 0.89_{***} 5.57 0.64_{***} 3.90 0.38_{***} 4.26 0.35_{***} 3.90 0.21_{**} 2.32

Construction -0.79_{***} 8.84 -0.80_{***} 8.93 -0.96_{***} 10.51 -0.70_{***} 12.60 -0.70_{***} 12.58 -0.94_{***} 16.32 -0.70_{***} 22.38 -0.69_{***} 22.27 -0.88_{***} 27.72

Commercial -0.11_{***} 2.90 -0.11_{***} 2.82 -0.20_{***} 5.09 0.03 1.02 0.03 0.98 -0.15_{***} 5.48 0.14_{***} 7.98 0.14_{***} 7.77 -0.09_{***} 4.83

Economic Significance:

SIZE x2 (%Δ) 10.66% 11.16% 9.59% 7.50% 7.83% 1.93% 5.23% 5.20% -0.49%

Economic Significance:

MULTIPLE 0 to 1 (%Δ) 123.4% 106.9% 61.78%

Observations: 15,379 15,379 15,379 30,657 30,657 30,657 61,295 61,295 61,295

*, **, *** represent significance at the 10%, 5%, and 1% levels, respectively.

Table 7: Tests of Distressed-Bank Barriers (NPL) Hypotheses

Logit Regression: Dependent Variable = BNKNPL10%

Smallest 25% (≤ 10,000 Pesos)

Smallest 50% (≤ 33,600 Pesos)

All Firms

(1)

(2) (3) (4) (5) (6) (7) (8) (9)

Coef t-Stat Coef t-Stat Coef t-Stat Coef t-Stat Coef t-Stat Coef t-Stat Coef t-Stat Coef t-Stat Coef t-Stat Intercept -3.45^{***} 2.63 -4.46^{***} 2.91 -4.10^{***} 2.67 -5.05^{***} 8.63 -5.62^{***} 8.29 -4.33^{***} 6.31 -6.57^{***} 46.25 -6.52^{***} 40.70 -6.03^{***} 35.65 LNSIZE -0.08 0.53 0.02 0.14 -0.03 0.19 0.11 1.77 0.17^{**} 2.28 0.00 0.02 0.26^{***} 21.60 0.25^{***} 18.17 0.17^{***} 10.96 DELINQ 3.20 1.06 3.39 1.12 2.43^* 1.79 2.05 1.51 -1.42^{***} 3.49 -1.16^{***} 2.77 LNSIZE*DELINQ -0.32 0.90 -0.34 0.94 -0.23 1.56 -0.18 1.22 0.18^{***} 5.23 0.17^{***} 4.63 MULTIPLE 1.08^{***} 6.61 1.03^{***} 9.91 0.83^{***} 12.61

Agriculture -0.71^{***} 2.44 -0.66^{**} 2.27 -0.82^{***} 2.80 -1.13^{***} 4.98 -1.10^{***} 4.85 -1.23^{***} 5.43 -0.52^{***} 6.30 -0.48^{***} 5.77 -0.57^{***} 6.86 Fishing -11.08 0.02 -11.11 0.02 -11.21 0.03 -11.15 0.04 -11.15 0.04 -11.15 0.04 -1.40 1.39 -1.41 1.40 -1.52 1.51 Mining -1.51 1.50 -1.57 1.56 -2.02^{**} 2.00 -1.20^{**} 2.07 -1.23^{**} 2.11 -1.62^{***} 2.78 0.11 0.84 0.14 1.10 0.00 0.00 Utilities -0.24 0.24 -0.22 0.22 -0.58 0.57 0.58 1.27 0.60 1.32 0.30 0.65 -0.09 0.42 0.01 0.04 -0.03 0.15 Construction -0.56 1.44 -0.57 1.47 -0.74^* 1.89 -0.04 0.23 -0.05 0.26 -0.23 1.23 0.25^{***} 3.22 0.23^{***} 3.02 0.15^* 1.94 Commercial -0.04 0.24 -0.03 0.19 -0.14 0.91 -0.18^* 1.72 -0.17^* 1.65 -0.35^{***} 3.31 0.01 0.25 0.03 0.50 -0.14^{**} 2.43

Economic Significance: SIZE x2 (%Δ)

-5.32% -2.21% -5.71% 7.79% 9.35% -2.06% 19.16% 20.67% 14.22%

Economic Significance: MULTIPLE 0 to 1 (%Δ)

138.3% 102.3% 46.40%

Observations: 15,379 15,379 15,379 30,657 30,657 30,657 61,295 61,295 61,295

*, **, *** represent significance at the 10%, 5%, and 1% levels, respectively.

Table 8: Tests of Distressed-Bank Barriers (LEV) Hypothesis

Logit Regression: Dependent Variable = BNKLEV10%

Smallest 25%

(≤ 10,000 Pesos) Smallest 50%

(≤ 33,600 Pesos) All Firms

(1)

(2) (3) (4) (5) (6) (7) (8) (9)

Coef t-Stat Coef t-Stat Coef t-Stat Coef t-Stat Coef t-Stat Coef t-Stat Coef t-Stat Coef t-Stat Coef t-Stat

Intercept 0.84_{**} 2.09 1.28_{***} 2.87 1.42_{***} 3.18 -1.20_{***} 6.43 -1.41_{***} 6.82 -0.65_{***} 3.07 -2.37_{***} 40.27 -2.45_{***} 38.79 -1.86_{***} 27.54

LNSIZE -0.27_{***} 5.66 -0.32_{***} 6.14 -0.34_{***} 6.53 -0.03 1.58 -0.01 0.36 -0.10_{***} 4.43 0.08_{***} 15.48 0.09_{***} 16.15 0.02_{***} 2.34

DELINQ -2.60_{**} 2.46 -2.55_{**} 2.41 1.15_{**} 2.40 0.93_* 1.94 0.84_{***} 4.45 0.97_{***} 5.07

LNSIZE*DELINQ 0.32_{**} 2.55 0.31_{**} 2.51 -0.13_{**} 2.42 -0.10_* 1.88 -0.09_{***} 5.22 -0.10_{***} 5.58

MULTIPLE 0.50_{***} 8.02 0.66_{***} 17.91 0.65_{***} 26.34

Agriculture -0.51 1.19 -1.06_{***} 11.05 -1.12_{***} 11.68 -0.43 1.51 -0.97_{***} 15.14 -1.07_{***} 16.56 -0.17_{***} 2.23 -0.55_{***} 16.71 -0.64_{***} 19.25

Fishing 2.22_{**} 2.13 -11.34 0.08 -11.45 0.08 1.40 1.38 -2.23_{**} 2.21 -2.32_{**} 2.29 0.46 1.04 -0.36 1.43 -0.44_* 1.76

Mining -0.48 0.47 -1.31_{***} 5.34 -1.51_{***} 6.10 0.24 0.47 -0.82_{***} 5.72 -1.09_{***} 7.49 0.23_{**} 1.99 -0.11_* 1.78 -0.25_{***} 4.19

Utilities -12.56 0.02 -0.23 0.76 -0.37 1.21 0.06 0.06 -0.06 0.31 -0.25 1.21 -0.44_{**} 2.01 0.06 0.61 0.00 0.03

Construction 0.53 1.40 -1.47_{***} 9.01 -1.54_{***} 9.45 0.10 0.32 -1.03_{***} 11.52 -1.17_{***} 12.98 0.08 0.97 -0.42_{***} 10.71 -0.52_{***} 13.00

Commercial -1.19_{***} 3.28 0.23_{***} 5.09 0.19_{***} 4.20 -0.78_{***} 3.66 0.28_{***} 8.73 0.18_{***} 5.52 0.11_* 1.89 0.43_{***} 20.53 0.31_{***} 14.22

Economic Significance:

SIZE x2 (%Δ) -14.44% -14.30% -15.38% -1.70% -1.82% -6.50% 41.15% 4.28% 0.23%

Economic Significance:

MULTIPLE 0 to 1 (%Δ) 53.19% 61.22% 36.78%

Observations: 15,379 15,379 15,379 30,657 30,657 30,657 61,295 61,295 61,295

*, **, *** represent significance at the 10%, 5%, and 1% levels, respectively.

Table 9: Tests of Distressed-Bank Barriers (ROE) Hypothesis

Logit Regression: Dependent Variable = BNKROE10%

Smallest 25% (≤ 10,000 Pesos)

Smallest 50% (≤ 33,600 Pesos)

All Firms

(1)

(2) (3) (4) (5) (6) (7) (8) (9)

Coef t-Stat Coef t-Stat Coef t-Stat Coef t-Stat Coef t-Stat Coef t-Stat Coef t-Stat Coef t-Stat Coef t-Stat Intercept -6.92^{***} 3.02 -4.87^* 1.81 -3.99 1.48 -6.79^{***} 6.58 -7.46^{***} 6.25 -5.84^{***} 4.86 -11.6^{***} 63.88 -11.8^{***} 59.82 -11.70^{***} 57.72 LNSIZE 0.21 0.80 -0.05 0.15 -0.19 0.59 0.18^* 1.65 0.25^* 1.95 0.04 0.28 0.64^{***} 47.49 0.66^{***} 45.36 0.61^{***} 39.21 DELINQ -8.10 1.54 -8.12 1.52 2.88 1.19 2.48 1.03 1.66^{***} 2.71 2.20^{***} 3.48 LNSIZE*DELINQ 1.03^* 1.69 1.05^* 1.69 -0.28 1.09 -0.23 0.88 -0.13^{**} 2.50 -0.16^{***} 3.18 MULTIPLE 1.70^{***} 6.73 1.37^{***} 7.72 0.75^{***} 8.40

Agriculture -1.06^{***} 11.12 -0.44 1.02 -0.68 1.58 -0.97^{***} 15.13 -0.41 1.43 -0.56^{***} 1.96 -0.54^{***} 16.42 -0.16^{**} 2.09 -0.22^{***} 2.84 Fishing -11.34 0.08 2.12^{**} 2.02 1.69 1.56 -2.22^{**} 2.20 1.38 1.36 1.24 1.21 -0.36 1.43 0.47 1.07 0.38 0.86 Mining -1.30^{***} 5.31 -0.57 0.56 -1.29 1.27 -0.82^{***} 5.69 0.22 0.43 -0.28 0.54 -0.10^* 1.65 0.23^* 1.94 0.15 1.33 Utilities -0.24 0.78 -12.45 0.02 -12.75 0.02 -0.06 0.28 0.08 0.07 -0.32 0.32 0.09 0.84 -0.45^{**} 2.08 -0.46^{**} 2.11 Construction -1.47^{***} 9.01 0.52 1.36 0.26 0.68 -1.04^{***} 11.53 0.09 0.31 -0.14 0.46 -0.43^{***} 10.78 0.08 0.99 0.04 0.51 Commercial 0.23^{***} 5.07 -1.1^{***} 3.23 -1.40^{***} 3.87 0.28^{***} 8.75 -0.78^{***} 3.64 -1.04^{***} 4.82 0.43^{***} 20.63 0.12^{**} 1.96 0.00 0.08

Economic Significance: SIZE x2 (%Δ)

15.58% 8.61% -1.16% 13.22% 14.99% 2.87% 54.02% 53.95% 48.39%

Economic Significance: MULTIPLE 0 to 1 (%Δ)

253.9% 142.1% 42.17%

Observations: 15,379 15,379 15,379 30,657 30,657 30,657 61,295 61,295 61,295

*, **, *** represent significance at the 10%, 5%, and 1% levels, respectively.

Table 10: Tests of Single-Bank Firm Opacity and Multiple-Bank Distress Hypotheses

Logit Regression: Dependent Variable = MULT

Smallest 25%

(≤ 10,000 Pesos) Smallest 50%

(≤ 33,600 Pesos) All Firms

(1)

(2) (3) (4) (5) (6) (7) (8) (9)

Coef t-Stat Coef t-Stat Coef t-Stat Coef t-Stat Coef t-Stat Coef t-Stat Coef t-Stat Coef t-Stat Coef t-Stat

Intercept -6.34_{***} 12.55 -5.75_{***} 10.53 -5.82_{***} 10.63 -10.0_{***} 47.46 -10.15_{***} 44.04 -10.3_{***} 44.31 -8.88_{***} 113.94 -8.87_{***} 105.25 -8.93_{***} 104.5

LNSIZE 0.41_{***} 7.00 0.35_{***} 5.46 0.34_{***} 5.41 0.84_{***} 37.89 0.86_{***} 35.47 0.86_{***} 35.52 0.72_{***} 104.12 0.73_{***} 96.01 0.73_{***} 95.91

DELINQ -3.39_{**} 2.30 -3.42_{**} 2.32 0.40 0.68 0.31 0.52 -0.12 0.55 -0.11 0.53

LNSIZE*DELINQ 0.36_{**} 2.12 0.37_{**} 2.13 -0.09 1.44 -0.08 1.30 -0.04_* 1.76 -0.04_* 1.81

BNKNPL10%PRI 0.17_* 1.98 0.24_{***} 4.77 0.12_{***} 3.55

BNKLEV10%PRI 0.61_{***} 2.90 0.58_{***} 4.41 0.30_{***} 3.44

BNKROE10%PRI 0.95_{***} 2.76 0.81_{***} 3.53 0.03 0.23

FOREIGNPRI 0.37_{***} 6.44 0.38_{***} 6.59 0.41_{***} 6.85 0.40_{***} 11.73 0.41_{***} 11.87 0.44_{***} 12.64 0.31_{***} 13.49 0.32_{***} 13.77 0.34_{***} 14.28

BNKASSET10%PRI 0.00 0.03 0.01 0.15 0.08 1.27 0.13_{***} 3.74 0.13_{***} 3.98 0.21_{***} 5.87 0.16_{***} 7.09 0.16_{***} 7.20 0.20_{***} 8.20

Agriculture 1.21_{***} 15.98 1.19_{***} 15.74 1.24_{***} 15.96 0.98_{***} 21.43 0.95_{***} 20.60 1.00_{***} 21.32 0.87_{***} 30.25 0.84_{***} 28.92 0.86_{***} 29.18

Fishing 1.62_{***} 3.17 1.67_{***} 3.27 1.66_{***} 3.21 0.73_{**} 2.00 0.72_* 1.98 0.74_{**} 2.03 0.73_{***} 3.19 0.74_{***} 3.21 0.75_{***} 3.26

Mining 2.16_{***} 16.81 2.20_{***} 16.98 2.21_{***} 17.03 1.90_{***} 20.42 1.93_{***} 20.57 1.94_{***} 20.64 1.76_{***} 25.26 1.78_{***} 25.41 1.78_{***} 25.40

Utilities 1.79_{***} 7.35 1.79_{***} 7.34 1.80_{***} 7.37 1.56_{***} 9.11 1.53_{***} 8.86 1.52_{***} 8.79 1.09_{***} 9.07 1.05_{***} 8.69 1.04_{***} 8.67

Construction 1.19_{***} 12.38 1.19_{***} 12.41 1.22_{***} 12.60 1.10_{***} 19.51 1.11_{***} 19.66 1.13_{***} 19.94 0.89_{***} 24.25 0.90_{***} 24.56 0.91_{***} 24.67

Commercial 0.99_{***} 17.29 0.98_{***} 17.25 0.99_{***} 17.38 1.14_{***} 34.89 1.13_{***} 34.55 1.14_{***} 34.71 1.26_{***} 57.42 1.26_{***} 57.07 1.26_{***} 57.10

Economic Significance:

SIZE x2 (%Δ) 27.70% 27.65% 27.03% 53.25% 53.59% 53.71% 28.24% 28.38% 28.38%

Observations: 15,379 15,379 15,379 30,657 30,657 30,657 61,295 61,295 61,295

*, **, *** represent significance at the 10%, 5%, and 1% levels, respectively.