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Multiple-Bank Relationship and
Corporate Risk Management

The literature regarding relationships with banks mostly discusses it from the
perspective of borrowing firms; there is less discussion regarding the preference
between a single bank or a multiple-bank relationship from lending banks.

According to the theory of financial intermediation, if banks could expand infinitely and
achieve fully diversified portfolios, an exclusive bank-firm relationship involving a single

would be opti it would avoid free-riding problems and
duplication of monitoring efforts (Allen, 1990; Diamond, 1984; Ramakrishnan and
Thakor, 1984).
If monitoring is one of the main functions of banks, why should banks share firm
fi ing if it dimini: their ing role? Carletti et al. (2007) firstly develop a
static model to show that multiple-bank lending results from a tradeoff between the
benefits of risk diversification (sharing) and the costs of free-riding and duplication of
effort. Their model predicts that multiple-bank lending is optimal when firms and banks
are subject to moral hazard and monitoring is essential. In line with this argument, when a
highly leveraged or distressed borrowing firm has extra financial needs, its primary
lending bank has an incentive to share lending and thus will urge the borrowing firm to
develop multiple bank relationships.
Extending Carletti et al. (2007), we study the effect of lending bank structures on the
risk management policies of borrowing panies to ine the itorin
effecti of the iple-bank relati i
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e .
Objectives
1. Extending Carletti et al. (2007) and Lookman (2009), we address whether

multiple banks do in fact manage the risks of their borrowers more
aggressively compared to single-bank lenders.

= Examining the relationship between number of lending banks (lending
diversification) and borrowing firm’s hedging activities.

2. According to the monitoring cost difference between domestic and foreign
lending banks, we also study the impact of the number of foreign banks on the
borrowing firms’ risk policy and examine whether foreign banks can
successfully reduce the risk-shifting activities of borrowing firms with high
distress risk.

3. According to Carletti et al. (2007), multiple-bank lending is optimal when
firms and banks are subject to moral hazard and monitoring is essential. We
divided the sample companies according to firm age, growth opportunity, and
profitability to explore whether monitoring by multiple banks has a
significantly different effect on the risk management policies and risk-shifting
activities of these borrowing firms with higher monitoring costs.
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* When lending banks are financially sound, have low risk, and have low
monitoring costs, the main bank will not have incentives to diversify risk and
the other banks will be free-riders, as risk is low. In this situation, single bank
monitoring will be more efficient than multiple bank monitoring.

As the financial distress risk and monitoring costs increase, the moral hazard
problem between the lending bank and the borrowing firm increases because the
borrowing firm has an incentive to shift risk. Hence, the main bank will not be
willing to provide more financing to the company; this will drive the borrowing
firm to develop multiple-bank relationships. Once other lending banks are
willing to provide loans, risk information will circulate, and these banks will
strengthen their monitoring of the borrowing firm, and free-riding and
duplication of monitoring efforts will decrease. Therefore, monitoring via
Itiple-b hips will be superior to that from a single-bank
relationship.

K relati

=>H,: The willingness to hedge and the extent of hedging is higher in a
multiple-bank relationship than in a single-bank relationship for
borrowing firms with high distress risk.
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“Motivation (IT\

Debt financing engenders the agency problem of risk-shifting. Recent studies provide
evidence of the effect of risk-shifting on corporate hedging and in decision:

for distressed firms (Eisdorfer, 2008; Purnanandam, 2008).

Lookman (2009) suggests that banks have a comparative advantage over non-bank
lenders in information collection and integration, which make them a better party to
monitor firm operations as well as to prevent risk-shifting behavior. Lookman (2009)
argues that banks use hedging covenants as a channel for risk mitigation, with explicit
requirements for hedging being more common for larger loans. Additionally, Datta et al.,
(1999), Campello et al. (2011) and Chen and King (2014) confirm that corporate hedging
is a channel for obtaining better loan conditions.

Hence, the risk-shifting behavior in the hedging activities of borrowing firms provide us
with a good setting to investigate the monitoring effectiveness of lending bank structure.
In contrast to Lookman (2009), which emphasizes monitoring effectiveness from the
perspective of different types of lenders, we focus on the association between the
structure of lending banks and borrowing firms’ hedging strategies.
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Literature Review and Hypothesis (II)

* The effect of foreign bank

¢ As the physical distance between the lender and borrower increases,
prior considerations and subsequently lender monitoring become
more difficult, which increases the agency cost.(Stein, 2002; Esty,
2004) Therefore, foreign banks are often unwilling to lend to
borrowers given this high monitoring cost. (Khanna and Palepu,
1999; Petersen and Rajan, 2002; Buch, 2003; Esty, 2004; Mian,
2006)

» Based on the disadvantage of distance for foreign banks, we expect
that foreign banks do not provide sufficient effective monitoring on
borrowing firms’ risk-shifting behavior.

=»H,: The risk-shifting incentive of corporate hedging is not
correlated with the number of foreign lending banks.
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Literature Review and Hypothesis (I1I)

* The effect on firms with higher monitoring costs

¢ As banks cannot completely diversify for each loan, the incentive
for bank monitoring is determined by their credit rights,
monitoring costs, firm profitability, and the loan structure.
(Winton, 1995; Carletti et al., 2007)

¢ We expect multiple banks to more effectively monitor those
borrowers with higher monitoring costs, including younger firms,
firms with less profit, and firms with more growth opportunity;
hence the following hypothesis is provided:

=> H;: The positive correlation between corporate hedging and
the number of lending banks is stronger when borrowing
firms are more difficult to monitor.
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Risk shifting in corporate hedging
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Supporting H;: The
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mple and data sources

* Data sources: The derivatives holdings, bank loans, and financial
accounting information of the non-financial listed firms in Taiwan
are compiled from the TEJ .

© Sample period: 2005 ~ 2009 .
* Sample size: 2978 firm-year observations.
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e Il;i)act of Lending Bank Strucitil;'e on Corporate Hedging
Endogeneity

© The first-stage RSI logit regression is as follows:
RSI, =y, +y, In{T4, )+ y,|CF _sigma_ |+ y.Quick, +y MB,
t v \PPE[TA), + y,ModifiedZ,, + y,(DA/TA),
+ Industry _ Dummies + Vear _ Dummies + u,
o IV: Modified Z
© The first-stage multiple-bank structure Tobit regression is as follows:
Multiple _Bank, = 0, + 6, AVGNPL, + 0, In(AVGBKTA, )
+ 6,DSyndicated,, + 6,ROA, + 6,1n(T4, )+ 6,R & D,
+ 6,Leverage, + OyIndustry Comovement, + 6,AGE,,
+ Industry _Dummies + Year _Dummies+ v,
o IV1: AVGNPL: Average share of nonperforming loans on loanable funds across relationship bank

* IV2: AVGBKTA: the logarithm of the average size of each relationship bank to each frim
« 1V3: Dsyndicated: a dummy variable that equals one for firms obtaining a syndicate loan
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rical mo

* The Logit or Tobit regressions for the firm’s hedging decision are used
to investigate our hypothesis.
H, = o, + a,RSI, + a,Multiple _Bank,, + o,(RSI, x Multiple _Bank,,)
+ o, Ln(Totaldssets), + oCF _sigmay, + o, Quick, + ouR & D _Ratio,
+ o,MB, + o, Leverage,, + o Industry _ HHI, + Year Dummies + s,
¢ Hi is the measurement of corporate hedging strategy.
©  Dummy variable of hedging (effective hedging).
hedge ratio (effective hedge ratio).
o RSIiis measure of the risk-shifting incentive of a firm.

= we rank the sample firms by their leverage ratio every year and set dummy RSI equal to
one for firms in the top 10% of the ratio.

¢ Multiple_Banki are measurements of multi-bank structure.
1. The number of long-term lending banks of a firm (bkno).

2. The inverst Herfindalh index of bank loans (Inv_HHI) : One minus the
Herfindalh index of long-term bank loans.

¢ Impact of Lending Bank Structure-oi-€Co edging
Endogeneity = Results of Two Stage Regression
Second Stage Regressions for Corporate Hedging
Dummy for Effective Hedging Effective Hedge Ratio
()] (5) (3] (7
Parameter Estimat Estimate Estimate Estimate
RSI 0.6002 06253 0.0406 0.0400
{-2.49) (-2.52) (-3.52) (-3.30)
Bkno 0.0154 0.0005
(0.66) (0.52)
RSI*Bkno 00510 0.0046
(1.61) (2.14)
Inv_HHI 0.1360 -0nooz1
(0.51) (-0.17}
RST*Inv_HHI 10524 ° 0.0553 °
(1.68) (1.93)
Controls Yes Yes Yes Yes
Year Fixed Effect Yes Yes Yes Yes
# of observations 2777 777 2777 2777
Pesudo R-square 0.0773 0.0773 0.3438 03415
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jact of Lending Bank Striic

edging

The Results of Subsample with non-zero bank loan
Dummy for Effective Hedging Effective Hedge Ratio
(88 (23 (3 (S]]
Parameter Estimate Estimate Estimate Estimate
RSI 04625 -0.4992° 00356 -0.0386 "
(-1.95) (-1.87) (-3.35) (-3.02)
Bkno -0.0097 -0.0006
(<0.59) (-0.86)
RSI=Bkno 00669 0.0026
(184 (2.08)
Inv_HHI -0.1848 -0.0093
(-0.96) {-1.02)
RE1*Inv_HHI 0.7559 00359
(1.64) (1.67)
Contreds Yes Yes Yes Yes
Year Fixed Effect Yes Yes Yes Yes
# of observations lala 1616 lele lélé
Pesudo Resquare 0.0922 00917 0.4157 0.4134
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WPhie Impact of Number of Foreig
on Corporate Hedging

(i 2 (5] . 4
Parameter Estimats Estimate Estimate Estirmate
RS1 L3816 L6560 " 00283 RUNCT
(-2.51) (-3.54) {-3.86) (-4.77)
Flkno 01255 LXKk
(1.09) (3.19)
RS1*Fbkno 0414 00017
(-0.18) (0.22
Dbkno -0.0096 -0.0006
(-0.64) (-0.99)
RS1*Dbkno 00502 " (IR
(233) (2.48)
Controls The effective monitoring function on highly leveraged
Y"'del“"'__mm firms is mainly driven by domestic lending banks.
:’:\IKL‘.‘ I{::Ll:ln; Supypyort_ing e e Curaa o

Dy for Effective Hedging Effective Hedge Ratio
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pact of Lending Bank Stru

Robustness of Threshold of Risk-Shifting Incentive
Effective Hedge Ratio
RSITO RSITS RSI80 RSITO RBITS RSIS0
(7 (%) (] (10 11y 123
Parnmeter Estimate Estimutle Estimate Estimale  Estimale Edtimate
RSI 003277 LR X LT X1 0033 77 LINTET
481 -4.98) {-4.95) (-4.04) (-4.34) (-4.30)
Bkno -0.001 -0.001 -0.001
€-1.23) -0.98) -1.13}
RSI"Bkno LRI o0z 003 "
{2.53) (2.37) (2.59)
Tnv_HHI ~0.005 -0,006 0,006
{-0.64) {-0.68) {-0.82)
RSI*Inv_HHI 0.017 0.019 0027 "
(1.29) (1.43) {1.85)
Controls Yes Yes Yes Yes Vs Yes
Year Fixed Effect Yes Ve Yes Yes Yes Yes
# of obscrvations 2777 2777 2777 2777 2777 2777
Pesudo R-square 03519 0.3837 03535 0, 3464 0.3494 03479
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W cter
Z in Old and Young Firms

Dummy for Effective Hedging Effective Hedge ratio
Old firms Young finms Old firms Young firms
Parameter Edimate Estimat st Estirmal
RSI -0.5934 06912 -0.0384 00424
{-2.27) (-2.613 (-2.93) {379
Bkno 0.0006 -0.0278 0.0007 -0.0018 "
{0.03) (-1.191 {0811 -1.94)
RSI*Bkna 0.0685 0.0811° 0.0025 00036
i sRy i1 ARy 1T .I"’345)
For young firms with higher information asymmetry 75—
~ under high distress financial status, a higher s firms
Parameter number of lending banks and more diverse lending m
RSI bank relationships will improve monitoring 0450
effectiveness and lower risk-shifting activity. 3.64)
Inv_HHI 0.1721 06007 7 00151 003207
{0.81) (-247) (1.44) {-3.03)
RSI*Inv HHI 0.5226 12644 7 00268 00524 7
(1.01) (2.06) (1.03) (2.00)
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obustness of Alternative Measure of Hedge Ratio
Effective Hedge Ratio
ay 2r
Parameter Estimate Estimate
RSI -0.0408 ™ 046"
(-3.34) (-3.00)
Bkno 00018~
(207}
RSI*Bkno 00033 ™
(208
Inv_HHI 0.0259
(247)
RSI*Inv_HHI 0.0424 "
(1L65)
Controls Yes Yes
Year Fixed Effect Yes Yes
# of chservations 177 2777
Pesudo R-square 0.5310 05139
European Finance Association 2016 Annual Conference

¢t of Lending Bank Stru

edging

in Firms with High and Low Growth Opportunity
Dummy for Effective Hedging Effective Hedge ratio
Growth firms  Value finms Growth firns  Value firms
Parameter Estimate Estimate Estimate Estimate
RSI 1o227 ™" 0.3527 -0.0656 00243 "
{-3.56) (-1.46) (-4.47) (-2.31)
Bknao 00138 -(L0180 00005 -0.0009
(0.60) {-0.98) (0.54) (-1.15)
RSI*Bkno 01402 7 0.0304 000850 7 0.0018
For a borrowing firm with high distress risk, an &
increase number higher number of lending banks and
a higher dispersion of lending banks is more likely to .lm
Parameter _ improve the hedging policy monitoring effectiveness of M
Rsl growth firms compared to value firms. D225
1-a01) (S Ty -3.34) 1-1.83)
Inv_HHI -0.0420 -0.1613 0.0011 ~0.0102
(0.17) (-0.77) (0.09) (-1.08)
RS1*Iny_HHI 1.52%% 01737 L60G 0.0151
(2.38) (0.35) (1.91) (0.70)




act of Lending Ban
in More and Less Profit Firms

Dummy for Effedive Hedzing Effective Hedge ratio
Mare Profit 15 Less Profit Firms  More Profit Finms Less Profit Finmns
P Estimat Estimate Estimate Estimate
RSI -0.6361 06730 00368 -0.0387
(-2.01) (-2.87) {-2.39) (-357)
Bkno 0.0175 -0.0264 0.0004 =0.0010
{0.79) (-1.39) (0.44) {-1.29)
RSI*Bkno 0.0741 0.0886 0.0006 0.0035
(1.08) (2.28) {0.29) (275)

L For a borrowing firm with high distress risk, an
Mg increase number higher number of lending banks and  Firms

Parameter a higher dispersion of lending banks is more likely to ¢

RSI improve the hedging policy monitoring effectiveness of 2 ***
less profit firms compared to more profit firms. 13

Inv_HHI 0.0235 -0.2042 0.0071 -0.0197 7
(0.10) {-1.34) (0.62) (-2.07)

RSI*Inv_HHI 1.0838 0.8879 " 00088 005227
(1.49) (1.88) (0.25) {2.61)

European Finance Association 2016 Annual Conference

This study used public non-financial companies in Taiwan from 2005 to
2009 as a sample to explore whether multiple-bank relationships provide
more effective monitoring to mitigate expropriation via risk shifting by
examining their borrowers’ hedging strategies.

* We find that

e firms that borrow through multiple bank relationships tend to hedge a
significantly greater fraction of their exposure compared to firms with a
single bank relationship. As the number of lending banks increases and the
source of loans becomes more dispersed, banks more diligently fulfill their
monitoring responsibility and urge these companies to hedge and reduce
potential damage to the creditor, thus reducing the risk-shifting activity of
companies with high distress risk.

Further, for younger high distress firms, firms with higher growth
opportunities and lower profit, multiple banks are more effective in
influencing corporate hedging policies.
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mation Influence the
Cost of Debt?

by Elena Ferrer, Rafael Santamaria, and Nuria Suarez

Vivian W. Tai
Department of Banking and Finance
National Chi Nan University
2016.6.30
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Purpose of This Research

This paper examines the contribution of analysts’ forecasting accuracy in
reducing the average cost of debt to firms using the data from France,
Germany, Spain, the U.K. and the U.

Four main findings:

» Analyst accuracy is effective in reducing information asymmetries between
lenders and borrowers and thereby significantly reducing the average cost of
debt to firms.

The effect tends to be greater in those that are hard to value and difficult to

tem,
here there are fewer corporate governance mechanisms to monitor and control
management.

A significant level of institutional ownership (in firms in common law countries)

substitutive mechanism which mitigates the capacity of analyst
forecasting accuracy to reduce information
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Comments and Suggestions (l)

= Contribution
si et al. (2011) have examined the relationship between analyst forecasts and bond
spread based on US data.
Boubakri et al. (2013) have tested th ationship between analyst activity and bond
spread, and the effect of corporate governance on this relationship using the sample in 35
countries not including the US.
» Need differentiate the contribution from above literature.
= Information asymmetry vs information quality
» Accounting information quality, institutional ownership (bank ownership), and analyst
f st are treated as ps s of in on asymmetry in this paper. Mostly, the role
of auditor and institutional investor ¢ mentioned as one of the
corporate governance mechanism in liter ind, hence, a firm with big 4 auditor and
higher institutional ownership reveal the firm with better or reliable information quality.
Further, le:
In literature, information asymmetry measured b;
coverage, not analyst accur:

» Need choose to focus on the channel of information asymmetry or information quality.
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Comments and Suggestions (ll)

The dependent variable ‘average cost of corporate debt” is computed as
the ratio of financial expenses (interest charges plus financial assets write
off) to the average corporate debt in year t and year t-1.
» Mostly, cost of debt is measured by bond spreads or loan
choose this way to measure the cost of corporate debt? Any reference?

suitable to be considered as the funds received from lenders. For exam
accounts payable, a kind of current ity, is mainly driven from firms
operating activities.

This measure contains two source of funding financing, bank loan and
corporate bond. From the view of lending banks, they have a lot of channel
to get soft information from borrowing firms, and how to explain the lending
bank will consider the information from analyst.
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Minor Comments and Suggestions

H2: Firm charact ics moderate the impact of analyst accuracy on the average
cost of corporate debt.
» Clear point which firm chara s

Over 70% observation is from the firms of US, will the results ma driven from the
US sample?
Both FACTSET and I/B; provide global analy a, why choose FACTSET?

y choose France, Germany, Spain, the UK, and the US? Why not test by using
global firms in 35 countri Boubakri et al. (2013)?
Why the measure of institutional investors is dummy variable? Why use
percentage of ownership directly’
Table 12 present the results of the influence of the Business cycle on the relationship
between analysts’ forecasting accuracy and the cost of debt, why not use the
interaction term of ACC and AGDP and the interaction term of ACC and
Aunemployment?
If this study focuses on the relationship of analyst forecast accuracy and the
cost of debt, suggesting to treat auditing (Big4), and institutional owner:
just as control variables, and put the main results of Table 6 directly from
Table 3.

European Finance Association 2016 Annual Conference



VivianTai
打字機文字
附錄二: 評論論文投影片




