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Introduction
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• Investigates whether state-to-state political ties with a global superpower 

affect the pricing of international bank loans

• Does so by considering more than 10,000 global syndicated loans during 

1992-2017

• Highlights the factors affecting the relation between political ties and the 

cost of credit

 war conflicts, Republican administrations, borrowers with better balance sheets  

and relationships with the lending banks

• Reveals which firms exploit this mechanism

 firms with no financing flexibility and access to foreign capital markets; firms 

operating in countries with weak institutional environment

What this paper does
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• Cross-border bank-based financing remains an important segment of 

external financing globally

• Over USD 22 trillion in 2008 (see Figure)

 halt in the meteoric rise in cross-border bank lending due to the global financial 

crisis after an approximately three-fold expansion over the period 2000-2008

Cross-border bank claims I
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• Many other factors have since contributed to their relative decline following 

the crisis

• Geopolitical tensions have recently surfaced as a key factor

 much of these tensions are linked to the U.S. and U.S. foreign policy

• U.S. leadership of a liberal international order is no longer tenable

• Shift toward a neo-mercantile approach under President Donald J. Trump

• Partnerships with states with shared interests and values

Cross-border bank claims II
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• A one-standard-deviation increase (improvement) in our political ties 

measure lowers loan spreads by approximately 13.5 basis points

• Economic significance: 9.1% lower all-in spread drawn (AISD) compared to 

the average loan in our sample

 interest savings: USD 2.3 million for loans of average size and duration

• Easing effect of political ties is more potent:

 during war conflicts and geopolitical risk tensions; under Republican 

administrations; for more profitable, less leveraged and relationship borrowers

• Firms not relying on this mechanism

 cross-listed firms and firms in countries with strong institutional quality are less 

reliant – if at all – on their countries’ political ties as a means for lowering their 

borrowing costs

Findings
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• Importance of socio-political and institutional factors in the pricing of 

international debt and determinants of cross-border financing

 Qian and Strahan (2007 JF); Bae and Goyal (2009 JF); Qi, Roth, and Wald 

(2010 JFE); Giannetti and Yafeh (2012 MS); Delis Hasan and Ongena (2020 

JFE)

1) Politically-connected banks receive more favorable regulatory treatment 

and relief legislation

 lobbying by U.S. banks influences regulatory enforcement actions; Lambert 

(2019 MS)

 politically-connected banks enjoy more favorable regulation; Braun and Raddatz

(2010 WBER)

 U.S. domestic bailout policies: U.S. congressmen who received support from 

financial sector donors were more likely to vote in favor of the U.S. 2008 bailout 

legislation; Mian, Sufi, and Trebbi (2010 AER)

Related studies I
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• Economic implications of forging global political ties

1) Political ties with the U.S. on the IMF lending

 Thacker (1999 WP); Barro and Lee (2005 JP); Malik and Stone (2018)

2) Similarity indices on voting patterns at the United Nations General 

Assembly (UNGA) between sovereign states and the United States. As a 

general conclusion, global political ties:

 facilitate microfinance funding; Garmaise and Natividad (2013 JF)

 lower the cost of private bond issuances by foreign firms in the United States; 

Ambrocio, Gu and Hasan (2019)

 lower sovereign borrowing costs; Ambrocio and Hasan (2019) 

• Firm-to-state political ties affect external financing and firm valuation

 preferential access to bank financing and lower borrowing costs; Claessens, 

Feijen, and Laeven (2008 JFE); Houston, Jiang, Lin, and Ma (2014 JAR) 

Related studies II
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Data and Methodology
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• Loan-level data (loan facilities) from Dealscan

 foreign loans; non-US borrowers

• Signorino and Ritter (1999) index of voting similarity

• Coverage period: 1992-2017

• Baseline specification: 10,472 loan facilities granted by 156 lead lenders 

headquartered in 12 countries to 1,115 borrowers from 25 countries

• Matching of loans with bank- and firm-specific accounting information from 

Compustat and macro-level variables from freely available sources

• Fixed effects: loan type and purpose, year, bank, firm, borrower’s country

 standard error clustering: firm and year

Data
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 Cost of credit: all-in-spread drawn (AISD) which denotes the spread over 

LIBOR plus and facility fees

 Vote: The Signorino and Ritter 2-option index of voting similarity with U.S., 

averaged by UN session for issues deemed important by the U.S. State 

Department. 

 Controls: vector of control variables (loan-, bank-, firm-, country-level 

characteristics)

 α0: different type of fixed effects

 α1: the effect of Vote on the cost of credit

Methodology
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 S2: the Signorino-Ritter score (S2) of voting similarity with the U.S. for each 

resolution (𝑟) in year 𝑡

• An index for voting affinity originally ranging from -1 (completely opposite 

interests) to +1 (completely similar interests), based on two-category vote 

data (1 = “yes” or approval of an issue; 2 = “no” or disapproval of an issue) 

in the U.N. General Assembly 

 Signorino and Ritter (1999 ISQ); Garmaise and Natividad (2013 JF)

Voting similarity measure
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Empirical Results
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Baseline results I
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• Coefficients on variables of interest

 Vote: 81.5-87 basis points

 a one-standard-deviation increase in Vote (equal to 0.16) lowers AISD by an 

average of 13.4 basis points (specification 3)

• Economic significance of Vote

 9.1% decrease for the average loan in our sample 

 Interest savings:

USD 2.25 million per year (=$1.68 billion × 13.4 basis points)

USD 9.92 million over the average loan’s duration (=$2.25 million × 4.4 years)

Baseline results II
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Non-U.S. loans vs U.S. loans
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Identification from war conflicts & geopolitical risk
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• Implicit assumption         firms borrow at a lower interest rate if their 

sovereign of domicile is favorably disposed towards the U.S.

• However: This could be a temporary phenomenon during global tensions 

and conflicts, where sovereigns can capitalize on their support to the U.S.

 notable discount in loans U.S. allies’ corporates during the wars duration

• If borrowers also receive a lower interest rate after the end of the conflicts 

as an enticement to support U.S. proposals in the future 

 discount in spreads over and above that observed during the wars duration

• Interaction of Vote with indicators for the main stage of the Afghanistan, the 

Iraq, and the Syria war, and the geopolitical risk index (Caldara and 

Iacoviello, 2018)



Identification from war episodes

18



Geopolitical risk
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U.S. political conditions
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Borrower fundamentals
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Government banks
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Lending relationships
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Country relationships
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Cross-listing and institutional investors
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• Listing on a foreign stock exchange

 commitment to provision of higher quality financial information; exposure to 

further scrutiny of reputable intermediaries

 Lang, Raedy, and Wilson (2006 JAE); Shi, Magnan, and Kim (2012 WP)

 minimization of information asymmetry; alternative financing sources

 Saudagaran (1988 JIBS); Hillman and Wan (2005 JIBS)

• Institutional quality

 ability to attract institutional investors drives firm performance - borrowing costs

 Qian and Strahan (2007 JF); Qi, Roth, and Wald (2010 JFE)

 presence of institutional investors alleviates the need for banks to engage in 

monitoring (transfer of savings to firms); positive signal to lending banks

 Bhojraj and Sengupta (2003 JB); Dyck, Lins, Roth, and Wagner (2019 )

• Interaction of Vote with indicators for cross-listing and institutional quality 

and protection



Cross-listing and insitutional quality
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Conclusions
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• By using data from the global syndicated loan market we investigate 

whether state-to-state political ties with a global superpower affects the 

pricing of international bank loans

• A one-standard-deviation increase (improvement) in our political ties 

measure lowers loan spreads by approximately 13.5 basis points

 9.1% lower all-in spread drawn (AISD) for the average loan in our sample

 interest savings: USD 2.3 million for loans of average size and duration

• Easing effect of political ties is magnified:

 during war conflicts and geopolitical risk tensions; under Republican 

administrations; with better borrower balance sheets and relationship lending

• Not all firms make us of this mechanism

 cross-listed firms and firms in countries with strong institutional quality rely less 

on their countries’ political ties as a means for lowering their borrowing costs



Thank you very much

for your attention!
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