The Effect of Information Sharing on Relationship
Lending: Evidence from a Natural Experiment
securities

Bank, Segev and Shaton

Discussant: Alon Raviv (Bar llan Univeristy)

Dec-2020



Public credit registry and relationship banking

The Event: The introduction of a centralized credit
register for consumer credit and prices alongside the
introduction of credit scores in April 2019.

Research Question: Does the introduction of credit
register and credit score reduce the premium that
exclusive borrowers pay relative to non-exclusive
borrowers?

Method: A diff-in-diff approach to compare the
changes in loan pricing for exclusive and non-exclusive
borrowers before and after April 2019,

Main Result: once information asymmetry is reduced,
relationship banking matters less



The effect of information sharing between lenders on access to
credit, cost of credit, and loan performance ( Behr and Sonnekalb,
JBF, 2012)

e The Albanian central bank introduced In January
2008 a public credit registry

e The authors analyze the effect of information sharing
between lenders on:
e Access to credit
e Cost of Credit
 Loan Performance

Does a centralized credit register increase public
welfare?
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Is the cost of credit a good measure for the improvement
in public welfare?

e How the introduction of a credit registry should affect
loans’ yield?

 Cherry picking
e Competition (Pagano and Jappelli, 1993)

 Information - lenders may be informed about the
higher (lower) risk of existing loans or of borrowers
and ask for a higher (lower) return.



A better method for measuring the improvement in public
welfare?

* An event study approach to check the effect of the
legislation on the value of banks’ stocks and bonds

e The relative size of nonexclusive relationship over
time

e Access to credit

e The performance of non-exclusive lenders (% of
borrowers with bad history)

e The yield spread between exclusive loans to non-

exclusive loans f

The paper contribution!!!
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Figure 1: Spreads and percent of borrowers with bad history
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What do we study from the results?

“All else equal, we show that the difference in the interest rates for exclusive and non-
exclusive borrowers decreased by about 10 to 13 basis points. This represents a 30
percent reduction in the interest-rate-difference between the two groups relative to
the prior period.”

“the average spread for non-exclusive loans in the pre-credit registry period was

around 449 basis points.”
FRED -~/ — Ict BofAUs High Yield index Option-Adjusted Spread

Statistical significant versus ‘f’, h
economic significant R f\
The costs versus the benefits -

of the new legislation? \/\ m
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Control Variables

“In our estimation, we use both loan specific and borrower
specific controls..”

 Control variables for market conditions that can
affect differently loans with different quality
may contribute



FRED -4/ — Moody's seasoned Aaa Corporate Bond Yield

Percent

44

4.2

4.0

38

36

34

3.2

3.0

28

2.6

Oct 2018

Jan 2019

Apr 2019

Source: Moody’s

Jul2019

Oct 2019

myf.red/g/ymL]

Jan 2020



FRED -4/ — Moody's seasoned Baa Corporate Bond Yield

Percent

5.4

5.2

5.0

4.8

4.6

4.4

4.2

4.0

3.8

3.6

Oct 2018

Jan 2019

Apr 2019

Source: Moody’s

Jul2019

Oct 2019

myf.red/g/ymLK

Jan 2020



6.50
6.00
5.50
5.00
4.50
4.00
3.50
3.00
2.50
2.00

10-¢0-0¢0¢
T10-T0-0¢0¢
10-C1-6T0¢
T10-T1-6T0¢
10-0T-6T0¢
10-60-610¢
10-80-6T0¢
10-£0-6T0¢
10-90-6T0¢
10-S0-6T0¢
10-70-6T0¢
10-€0-6T0¢C
10-¢0-6T0¢
10-10-6T0¢
T10-¢T-8T0¢
T0-TT-8T0¢
10-01-8T0¢
10-60-81T0¢
10-80-8T0¢

m April 2019 ——AAA = =BAA



(B mnsoao | Highinfl | B DP1464 | (@) 99-disc | ) BkM-In | SSRN-ic |} MPRA | Steptof |} Nofaul | Bxecutiv | 232791 | resume [B da x |+ = X
O @ File | C/Users/User/Downloads/draft_01122020_tosend%20(1).pdf Q w3 S o

18 | of 29 — 4+ @ = A) Read aloud Y Draw ~ T Highlight ~ & Erase = & 42

A Figures

Figure 1: Spreads and percent of borrowers with bad history

48- 0.20-
A
7\
7 |
/'f 3'.
/ \
/
44 ! . L. =
B N\ £ 01s-
\ / . S
N |/ >
-~/ . T
\\_‘ o
o SN\ [~ =
@ \ / =
o 40 \ / =
= V 4
[7] [
=
2 010-
£
o
o
k<]
3.8
s
P —
- - 2N
0.05- i T N NN
- " \“\.
3.2-
v Ly v v W o~ v o W W LY b W v w o ~ v

- , 12:43
; . 33 am ENG ;
ﬂ £ Type here to search 2T G R 06/12/2020 2



1.25
1.20
1.15
1.10
1.05
1.00
0.95
0.90
0.85
o0 -\ —— —

3 N S p p p p S N N S
g & & N Oy ¥ EE
N D N N N
N N N N N
Vv Vv Vv Vv Vy

I April 2018 esmmmmBAA-AAA



Other minor comments

Margin Spread of the loan in addition to the loan
maturity as a control variable.

Covid-19, Covid-19 and Covid-19

Transparency and information versus collateral
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