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Special Column on Chinese Banks Going Global

The Path from Trade Finance to International Banking and Global

Banking: Chinese Banks Following the Trend

By HERBERT POENISCH"

Chinese banks have followed this international trend lately by extending credit from their head offices to
finance trade, then lending to emerging market borrowers, notably through their Belt and Road Initiative and
finally to global banking through their affiliates in emerging markets. This article based on Bank for
International Settlements research will first cover the evolution of banks’ business models, then cover the
history of advanced economies’ banks’ model and finally the role of banks from emerging markets, notably
China in financing emerging markets’ funding needs.

Most of this analysis is based on the BIS locational banking statistics (LBS) with some 50 reporting
countries including China. Data on national banking systems are derived from the consolidated banking
statistics (CBS) with only some 25 reporting countries. China is still not reporting these statistics to the BIS
although Chinese banks play an increasing role in financing emerging markets. The BIS has used LBS
statistics to assess activities of Chinese owned banks.

1. Banks evolving business models

Banks operating outside their borders run risks called country risks and transfer risks. The first one is
posed by the new operating environment and the second one is posed by shortage of foreign exchange in a
country to service their debt. As from 1970 supervisors worldwide have required banks to take into account
these risks. The international business model focuses on banks funding their overseas operations from the
mother banks. The multinational business model focuses on the activities of local operations of banks. There
was a big crisis of the international model in the 1980 when some major emerging markets such as Mexico
could not repay their international liabilities mostly in foreign currencies. Banks moved to the multinational
model whereby they raise funds locally in order to finance local operations, trade as well as investment. The
BIS statistics capture the cross border flows in the LBS and the local operations in domestic currency in the
CBS.The international model is adhered to by Japanese banks and German banks. Their funding is cross
border from the mother bank. The multinational banks are mainly represented by Spanish and British banks.
The second dimension is either centralised versus decentralised banking. The centralised ones such as Swiss
banks use home office funding to distribute across the banking group. The decentralised ones, such as
Spanish banks tap funds in many locations to fund lending in other jurisdictions. There is even greater
centralisation with intra group financing in US and Canadian banking systems. The global tendency is
towards the multinational model in relation to business in emerging markets.

The next aspect is the vulnerability of the two business models. The international model contains a lot of
currency risk in its funding operations. Non US banks have most of their assets in USD and most of their
liabilities in their local currencies such as euro and yen. They rely on the swap market to hedge the currency
risks. Banks in the multinational decentralised model were less exposed to disruptions in the wholesale
funding and swap market.

The international model was subject to dislocations from cross border lending not adequately funded by
cross border liabilities. Many banking systems such as Belgian, Swiss, UK accounted for 40 to 60% of their
countries’ foreign liabilities. Particularly risky is short term cross border funding to finance long term claims.
The European banks funded asset backed securities operations in the US only to face liabilities shortages in

" Herbert Poenisch, IMI International Committee and former senior economist BIS.
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the 2008 crisis. They had to hedge the currency risk through swap operations and even the FED had to
provide swap lines as lender of last resort.

The evidence speaks for greater stability of the multinational decentralised model. Local retail and
corporate lending funded by local deposits have proven more resilient under stress.

2. The history of banks international business

International banking business grew rapidly between 1950 and 2007, propelled by avoiding regulation in
domestic markets, by financial liberalisation that facilitated investment in foreign markets and financial
innovation that allowed managing new risks. Most of these lending activities, either from home base or in
offshore centres were conducted in foreign currency whereas funding remained in national currencies. The
rise in offshore financial centres in the 1960s facilitated this international lending. Banks found themselves
competing with others on these international platforms.

The volume of this cross border banking activity was only 2% of GDP in 1963 when the BIS started
collecting these statistics. Just before the GFC in 2007 this business peaked at 60% of GDP. Since then it
has declined markedly to some 40% recently.

The regulations which drove banks to cross border business were regulations on deposit rates, reserve
requirements and deposit insurance. Offshore activities could offer higher deposit rates, was not subject to
reserve requirements and it was outside national deposit insurance schemes.

Financial liberalisation reduced the regulatory arbitrage. Banks which lent to each other in offshore centres
started to lend directly to emerging markets in the 1980s. Interbank lending was also facilitated by the Basel
capital regulation as lending to OECD banks required only 20% capital. However, new risks emerged by
lending directly to borrowers such as country risk and transfer risk. The Mexican crisis in the early 1980s
was an illustration of these risks.

The new risk management was enhanced by syndication of loans and derivatives. The syndication of loans
allowed smaller banks to participate in lending to overseas borrowers. The derivatives on interest rates and
exchange rates allowed banks to hedge the risks and reduce their balance sheet exposure. Derivative assets
increased from USD 1tr in 1990 to USD 8tr in 2020. Funding patterns also changed. Deposits lost importance
as money market funds expanded and repos became a standard tool for short term refinancing. The US banks
were the dominant international lenders in the 1970s, the Japanese banks became most important in the 1980
and European banks followed in the 1990s and 2000s. The US banks withdrew after the Latin American
crisis, the Japanese banks after the Asian Financial crisis in 1997/8. European banks started to increase their
cross border lending to developing Asia and newly emerging markets in Europe in the 1990. They also
increased their lending to the US subprime market by buying CDOs until this market collapsed in 2008.

Since then, Japanese banks have been withdrawing and European banks have been shrinking their balance
sheets. Since then we have seen rising involvement of Chinese banks (see below) and banks from smaller
countries.

Policy responses to these crisis were manifold. The statistics of the BIS moved into focus to monitor banks’
international business. The concern shifted from monetary concerns in the 1960s and 1970s to financial
stability concerns. As a result supervision and regulation was tightened in response to the GFC and finally
swap lines were established to bridge liquidity shortfalls. The banking sector is thus less exposed but non-
bank finance has picked up the slack but in a much less regulated environment. As non-bank finance is far
more footloose than banking finance we do not know who bears the risk in this new environment.

3. Chinese banks going global

In step with China’s rise to become the second largest economy in the world Chinese banks have played
their role of facilitator for China to become a global player. Chinese banks finance bilateral trade, foreign
direct investment and potfolio investment overseas.

They have followed the same pattern as US banks, Japanese banks and European banks. They are the
latecomers in financing financial flows to emerging market economies. Thanks to the Belt and Road strategy
their client recipients are well defined according to political goals. As the main players are the 5 big state
banks they assist the Chinese government in achieving the targets set by political authorities. In their overseas
business profit concerns are secondary to a political mandate. Western and Japanese banking systems had to
scale down their operations when country risk and transfer risk impaired the repayment of loans.

Chinese banks are different as their function is not only to earn profits but to fulfil the political mandate
of their owners. Chinese banks have already taken on big domestic risks and are now adding cross border
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risks. The major domestic risk are lending to the property sector which has stagnated since 2020 and the
local governments caught in the property slump as 80% of their revenue was derived from property
reallocation. This shortfall in form of Local Government Financing Vehicles has been financed by banks
and insurances.

The international risks are twofold, lending to advanced economies (mainly portfolio) and lending to
emerging markets (mainly trade and FDI). The biggest bank lending to AE has been to the USA, Australia
and Russia as FDI and portfolio investment. The biggest lending to emerging markets has been to Venezuela,
Pakistan, Angola, Kazakhstan, Brazil and Indonesia. Add now the new Chinese Syear plan where exports
will account for 1.7% of economic growth of 5%. As recipient countries such as the USA and Europe have
put up additional trade barriers, exports will be directed to emerging markets. As these will not be able to
pay for the Imports from China, they will require additional loans either in USD but increasingly in renminbi.

This general picture of the lending by Chinese banks does not come from official Chinese sources. Bank
statements are opaque and official statements cover only partial aspects. The full picture has been constructed
by the BIS using the LBS statistics and their nationality breakdown. Each financial reporting centre displays
the activities of banks of different nationalities including Chinese banks on their soil. This gives a partial
view of total Chinese banks’ activities. Private data collectors such as Aiddata.org add their estimates. At
the end of 2025 Chinese banks lent a total of USD 2.2 tr in aid and loans to some 200 countries across the
globe.

The breakdown in a study of the IMF based on BIS statistics shows the following picture: in mid 2018
Chinese banks provided 7% of total cross-border lending to some 197 out of 216 borrowing countries. They
lent to 143 out of 153 emerging markets and to 30 out of 31 AE. Altogether they are already the biggest
lender to 63 borrower economies. Getting a clear picture of Chinese banks’ global activities allows us to
assess the risks for the Chinese banking system and the spillover in case of crises in borrower or lender
countries.

Emerging market banks extend their lending to borrowers (banks and non-banks) in emerging markets
mainly through their affiliates. Cross border interbank positions are substantial. Banks from countries with
developed banking systems such as China usually borrow on the interbank market whereas those from
smaller countries usually lend funds in the interbank market. China used to be a net borrower of interbank
funds until 2020. Since then their role changed markedly.

Emerging market banks mainly through their affiliates provided 12% of cross border lending in 2018
compared with only 3% in 2008. Chinese banks are main lenders with a total of close to USD 1tr in 2018
which is about 64% of total lending to emerging markets by EM banks The reasons are increased trade and
infrastructure projects within the Belt and Road strategy which encompasses some 150 countries by now.
Most of the lending went to Asia and Africa, less to Latin America and emerging markets in Europe. Most
of the lending was in USD but recently lending in renminbi has surged.

Conclusion

Chinese banks over the last few years have followed other banking systems in lending to borrowers in
emerging markets. They have assumed the creditor and transfer risks which triggered a withdrawal of other
banks by 2020. The risks assumed by Chinese banks are not the risks of the banks but of the country as a
whole. These are politically accepted as lending to the main trading partners of China and Belt and Road
partner countries is a geopolitical strategy of China. Chinese banks have become global banks by lending
mainly through their affiliates in emerging markets. This globalisation of Chinese banks is expected to
continue although the volumes of lending might be adjusted to geopolitical developments.
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Steady Progress, Timely Renewal: A Review and Outlook of the

Banks International Development

By BEN SHENGLIN, YU JIEFANG, GU YUE"

Introduction
In early 2026, Academy of Internet Finance (AIF), Zhejiang University International Business School

(ZIBS), and Institute of Finance Research (IFR) , Zhejiang University jointly present the latest BII (Bank

Internationalization Index) report, “Steady Progress, Timely Renewal—A Review and Outlook of the Bank
International development”. Guided by the principles of systematic design, scientific rigor, and dynamic
adaptability, the report evaluates banks’ internationalization across three core dimensions: (i) overseas asset
accumulation, (ii) overseas operating outcomes, and (iii) global institutional footprint. The study covers 157
banks across 60 countries; for 112 banks with relatively complete disclosures, we compute BII scores. By
end-2024, these 112 banks held total assets of USD 105 trillion—more than half of global banking assets—
and comparable to about 95% of global GDP. Through broad, multi-angle evidence and case analysis, the
report reviews banks’ internationalization paths and identifies future directions amid a changing world.

Importantly, this report is not confined to year-on-year ranking shifts. Instead, it traces the evolution of
global bank internationalization since the BII first release from 2015. We find that internationalization is not
a one-way expansion curve. It is a long-run contest shaped by macro cycles, geopolitical shocks, regulatory
re-writes, and technological change. Even more striking is the accelerating divergence—across regions, bank
types, and capabilities—which increasingly determines a bank’s ceiling and resilience. That is why
internationalization today requires both the patience to “advance steadily” and the decisiveness to “renew in
step with the times”.

BII Rankings: a gradient structure led by Europe and the U.S., with emerging markets catching up

To present a more objective and comprehensive picture, this report groups banks into four regions based
on headquarters location—Europe, the Americas, the Middle East & Africa, and Asia-Pacific—and analyzes
each region’s performance. In the latest BII results, global bank internationalization forms a clear gradient:
Europe leads, the Americas follow, the Middle East & Africa sits in the middle, and Asia-Pacific remains
lower. Average BII scores are: Europe 32.06; the Americas 23.46; the Middle East & Africa 17.17; and
Asia-Pacific 11.23. These differences are not merely static outcomes of “who is more internationalized”;
they reflect a dynamic interplay of market maturity, regulatory and compliance costs, historical network
accumulation, and cross-border business models.

Europe shows a high-balance pattern of “overall leadership with coordinated development.” Beyond the
leading multinationals, a substantial middle tier supports a robust internationalization ecosystem. In the
global BII ranking, UK-based Standard Chartered (68.51) and HSBC Holdings (62.42) have ranked #1 and
#2 for two consecutive years. Banco Santander (57.89) and ING Bank (55.80) have held #3 and #4 for two
consecutive years. Among the global TOPS banks, 80% (4 banks) are from Europe; among TOP10, 80% (8
banks); among TOP20, 70% (14 banks). Meanwhile, about one-third of European banks cluster between 18
and 35, with a tight, continuous distribution—forming a solid “waist” that, together with the global leaders
at the top and a small set of domestically focused banks at the bottom, creates a mature and balanced
ecosystem.

Table 1 BII TOP10 of European Banks
Regional Global
Rankings Bank Country BII Score Rankings

1 Standard Chartered UK 68.51 1
2 HSBC Holdings UK 62.42 2

" Ben Shenglin, Co-director of IMI, Dean of Academy of Internet Finance, Zhejiang University
Yu Jiefang, Associate Professor, College of Economic, Zhejiang University
Gu Yue, lecturer, Business School, Hangzhou City University
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3 Banco Santander Spain 57.89 3
4 ING Bank Netherlands 55.80 4
5 Nordea Bank Sweden 49.96 6
6 UBS Group Switzerland 49.21 7
7 Barclays Bank UK 48.47 8
8 Deutsche Bank German 47.95 9
9 OTP Bank Hungary 44.30 11
10 BBVA Spain 44.00 12
Source: AIF

The Americas exhibit a pronounced dual structure: North America as the core and South America as the
periphery. Internationalization resources are highly concentrated in the U.S., Canada, and Brazil. North
American banks, supported by mature global networks and business systems, form the region’s dominant
core. The Americas’ TOP10 are all U.S. or Canadian banks. Citigroup leads the Americas with a BII of 45.58
and ranks within the global TOP10, creating a clear lead. By contrast, disclosure among most South
American banks remains limited; this report therefore evaluates only three Brazilian banks, all scoring below
14 and ranking below #60 globally—an order-of-magnitude gap relative to North American peers.

Table 2 BII TOP10 of American Banks

1 Citigroup USA 45.58 10
2 Scotiabank Canada 33.12 20
3 State Street Corp USA 32.54 21
4 Royal Bank of Canada Canada 32.28 22
5 TD Bank Canada 31.52 24
6 Goldman Sachs USA 29.26 31
7 JP Morgan Chase USA 25.11 37
8 Canadian Imperial Bank of Commerce Canada 24.98 40
9 Bank of New York Mellon USA 24.74 41
10 Morgan Stanley USA 24.02 42
Source: AIF

The international performance of banks from Middle East & Africa is characterized by “single-pole
leadership with an even distribution.” Arab Bank of Jordan stands out, while other banks’ scores form a
relatively smooth distribution. Within the Middle East, dispersion is large—ranging from Arab Bank at the
top to many banks in Saudi Arabia, Qatar, Turkey and others with scores typically below 10, producing a
“top-heavy, tail-concentrated” pattern. In Africa, scores are comparatively more even, with banks in Nigeria,
South Africa, and Kenya clustering between 18 and 30, forming a middle-clustered distribution with few
extreme highs and relatively few extreme lows.

Table 3 BII TOP10 of Middle Eastern & African Banks

o
Rankings Comiry —geore manking
1 Arab Bank Jordan 50.51 5
2 Ahli United Bank Bahrain 29.67 28
3 Access Bank Nigeria Nigeria 29.56 29
4 Standard Bank South Africa 26.13 35
5 Mashreq Bank UAE 22.64 44
6 First Bank of Nigeria Nigeria 21.83 46
7 Kenya Commercial Bank Kenya 21.13 47
8 Amalgamated Banks of South Africa Group South Africa 18.51 50
9 Abu Dhabi Commercial Bank UAE 16.24 54
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Source: AIF

Asia-Pacific shows the largest internal dispersion, forming a three-tier structure: Japan and Singapore lead;
a mid-tier follows; and a large tail spans many banks. This report presents and compares BII scores and ranks
for 50 Asia-Pacific banks. Japan’s three megabanks—Mitsubishi UFJ (40.83), Mizuho (40.58), and
Sumitomo Mitsui (38.68)—rank within the global TOP20, reflecting mature global networks and
cross-border operating systems. Singapore’s major banks—UOB (31.40), OCBC (30.04), and DBS
(26.31)—follow closely (global ranks concentrated around 25-34), illustrating the institutional advantages
of an international financial hub. Around one-fifth of Asia-Pacific banks score between 15 and 30; despite
cross-border intent and foundations, they still rely primarily on domestic business and trail the leaders.
Finally, a large tail of low-internationalization banks reflects both uneven development and the region’s
diversity of countries and markets.

Table 4 BII TOP10 of Asian Banks

Regional Country BII Global
Rankings Score Rankings
1 Mitsubishi UFJ FG Japan 40.83 16
2 Mizuho FG Japan 40.58 17
3 Sumitomo Mitsui Banking Corporation Japan 38.68 18
4 UOB Singapore 31.40 25
5 OCBC Singapore 30.04 27
6 Bank of China China 26.40 33
7 DBS Singapore 26.31 34
8 Maybank Malaysia 25.73 36
9 ANZ Bank Australia 25.10 38
10 Commercial Bank of Ceylon Bangladesh 17.35 51
Source: AIF

BII Trends: from extensive expansion to structural reconfiguration

Over the past decade, global bank internationalization has not risen linearly; it has fluctuated at a high
level under financial cycles, regulatory shifts, and geopolitical shocks. More fundamentally, the logic has
moved from pursuing coverage and scale to pursuing capital efficiency, controllable risk, and organizational
coordination.

First, leading banks are increasingly converting scale into internationalization advantage. For 63 The
Banker TOP100 banks with relatively complete overseas disclosures, average BII rises year by year during
2014-2024, overtaking the global average after 2019 and maintaining the lead thereafter. Global systemically
important banks’ BII averages remain above the global mean, with the gap widening over time and reaching
14.66 points in 2024—indicating strengthening global operating capability. Scale does not automatically
create internationalization; but once aligned with organizational, compliance, and global resource-allocation
capability, scale can translate into persistent leadership.

Second, comparing banks from mature markets (OECD, G7) with those from emerging-market groupings
(Global South, BRICS, Belt and Road), we find a differentiated pattern: mature-market banks occupy the
“center” with rule-setting power and network advantages, while emerging-market banks expand gradually
in the “periphery.” During 2014-2024, OECD banks’ average BII declines from 32.20 to 27.57; G7 banks
fall slightly from 31.93 to 31.39—suggesting a phase of steady adjustment rather than continued ascent.
Emerging-market trends contrast with this: Belt and Road banks show smaller fluctuations and a 10-year
decline of 5.5%; Global South banks decline 9.5% over the decade but recover gradually after 2022 as
regional trade arrangements take effect; BRICS banks decline only 1.2% and remain broadly stable, with
recovery after 2021 as cooperation deepens.
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Figure 1 Average BII trends in mature vs. emerging markets

Source: AIF

Third, Chinese banks remain below the global average but are upgrading their internationalization
paradigm. The latest average BII for Chinese banks is 6.25, still behind the global mean. By type, large
state-owned banks are more internationalized: average overseas asset share is about 10.15% and overseas
income share about 9.92%, versus 3.11% and 3.13% for joint-stock banks. More importantly, since 2019
Chinese banks have entered a phase of “digital technology and rule output,” using blockchain and Al to
reshape cross-border supply-chain finance ecosystems and participating in green-energy and infrastructure
rule-making. For example, ICBC’s “China—EU e-Document Link” compresses document verification from
7 days to within 4 hours, creating a replicable cross-border digital-finance paradigm.

Table S BII of Chinese Banks

Tier Bank \ BII Score \ Global Rankings
BOC 26.40 33
Tier 1 T AT ICBC 16.85 53
Average 21.63
BOCOM 8.56 72
CCB 7.15 74
China Minsheng Bank 5.63 79
ABC 5.60 80
Tier 2 Shanghai Pudong Development Bank 4.80 83
China Citic Bank 4.60 86
China Everbright Bank 3.10 93
China Merchants Bank 2.44 96
China Zheshang Bank 2.20 99
Average 4.90
Huaxia Bank 1.95 101
Industrial Bank 1.91 102
Tier 3 China Guangfa Bank 1.55 103
Pingan Bank 0.99 107
Average 1.60
Source: AIF

BII Outlook: digital and green forces will redraw boundaries and rules

Digitalization lowers cross-border transaction costs and improves settlement, compliance, and risk
control—shifting internationalization from “built on branches” to “built on platforms and capabilities.”
Standard Chartered’s digital strategy is not merely moving services online; it aims to rebuild global
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infrastructure around cross-border payments and digital assets. The bank plans to pilot cross-border CBDC
settlement networks in Africa to reduce transaction costs by 40%, and to expand the SC PayLink platform
to cover 50 Belt and Road countries by 2026, further improving cross-border payment efficiency by 50%.
Similarly, NatWest plans to invest GBP 3.5 billion in innovation and digitalization in 2023-2025, and to
enhance transparency, reduce costs, and improve capital efficiency via blockchain initiatives such as Digital
Capital Markets. Digitalization is extending the boundary of internationalization from “opening institutions”
to “building networks,” and shifting competition from coverage radius to cost, efficiency, risk control, and
customer experience.

Green finance is becoming a common language—and a passport to high-quality cross-border cooperation.
For instance, Bank of Shanghai and Banco Santander launched a RMB 100 billion green credit facility for
new energy and low-carbon industries and proposed using PagoNxt intelligent routing to optimize
cross-border green trade settlement. Siam Commercial Bank (SCB) has announced a 2050 net-zero target
and integrated ESG risks into its management framework, promoting low-carbon transition via green bonds
and sustainable project finance. These cases suggest that the “quality” of internationalization will
increasingly depend on whether banks can build internationally recognized capabilities in green standards,
ESG disclosure, and sustainable financing instruments.

In sum, a decade of BII tracking reinforces a central conclusion: globalization has not ended, but the ‘rules
of entry’ have changed. Digital transformation and green finance are opening new opportunities for bank
internationalization; yet they also raise the bar for capability building in an increasingly complex
environment.

Conclusion

We examine the international development of global banks by tracking changes in the BII over the past
decade. We find that global bank internationalization has long been led by Europe and the United States;
meanwhile, emerging-market banks retain meaningful room to expand, with stronger differentiation and
resilience. We introduce BII rankings by region. Europe posts an average BII of 32.06 versus the global
average of 19.35; the Americas score 23.46; the Middle East & Africa 17.17; and Asia-Pacific 11.23—
forming a clear gradient. Besides, internationalization is shifting from “branch-and-network expansion”
toward an operating model driven by efficiency, rule embedding, and ecosystem coordination. For The
Banker TOP100 and global systemically important banks, BII averages for the leaders have risen year by
year and have outpaced the global average since 2019. Even as some global leaders (e.g., HSBC and Standard
Chartered) have reduced physical coverage in recent years, the latest average BII for global systemically
important banks is 34.01—far above the global average of 19.35. Internationalization is no longer about
“having overseas presence” per se, but about turning cross-border costs, efficiency, compliance, and resource
allocation into a coherent system capability. Furthermore, the next turning point will be shaped jointly by
digitalization and green transformation. Competition is moving from geographic coverage to a two-engine
model: digital infrastructure plus sustainable-finance capability. Digital technology reshapes the boundary
and efficiency of internationalization, while green finance determines rule participation and brand premium.
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Banks Move to Lift Yuan’s Global Standing™

By JIANG XUEQING

China's major State-owned commercial banks recently launched new cross-border renminbi solutions,
signaling a stronger push to internationalize the currency as global investors and policymakers increasingly
look beyond a single-currency-dominated system amid mounting geopolitical uncertainty.

Industrial and Commercial Bank of China unveiled its comprehensive cross-border renminbi financial
solutions on Friday. The move implements key directives from the outline of the 15th Five-Year Plan (2026-
30) to advance the internationalization of the renminbi — also known as the yuan — and expand its use in
international trade, investment and financing, while fully supporting efforts to build China into a strong
trading nation and further expand high-standard opening-up.

According to its plan, ICBC has introduced 10 major service systems, including cross-border trade
settlement, financial market investment and wealth management, market risk management, and global cash
management.

It has also established a special financing quota of 1 trillion yuan ($145.3 billion) to connect Chinese and
overseas markets, providing cross-border RMB financing support to eligible enterprises and institutions at
home and abroad. Priority will be given to areas such as new quality productive forces, digital trade and the
global expansion of Chinese enterprises.

Liu Jun, president of ICBC, said the current volatile global economic and political landscape has made it
increasingly clear that building a diversified and balanced international financial system is an urgent priority.
Liu said trust in a monetary system dominated by a single sovereign currency is eroding, prompting a
growing number of investors worldwide to adopt more diversified currency allocations.

"For a major economy like China, which accounts for about 15 percent of global GDP, it is both reasonable
and necessary — whether from the perspective of efficiency or security — for its currency to hold a status
commensurate with its economic position," Liu said, adding, "A growing market consensus is emerging that
the internationalization of the renminbi has entered an important historical window."

In recent years, cross-border trade and investment activities have become increasingly active, and the use
of the yuan in cross-border transactions has continued to rise. In 2025, RMB settlements accounted for more
than half of China's total cross-border receipts and payments, said Li Bin, deputy head of the State
Administration of Foreign Exchange.

Tao Ling, deputy governor of the People's Bank of China — the nation's central bank — said that under a
supportive policy environment, more and more enterprises are recognizing the tangible benefits of using the
RMB in cross-border transactions. These include reduced financial costs, better hedging against exchange
rate risks and improved resilience to external shocks.

The RMB has become an important payment and settlement tool for Chinese companies expanding
overseas. Last year, the value of cross-border RMB receipts and payments handled by Chinese commercial
lenders on behalf of clients reached 71 trillion yuan, up 10 percent year-on-year, with RMB settlement in
goods trade accounting for nearly one-third, Tao said.

Last week, the Shanghai branch of Bank of China unveiled version 2.0 of its financial services plan to
support the cross-border use of the yuan by State-owned enterprises, expanding coverage to a wider range
of scenarios such as cross-border account management, diversified financing and digital system integration,
and offering more comprehensive support for the global expansion of these enterprises.

The bank has also signed cross-border renminbi financial service agreements with more than 10 State-
owned enterprises, under which it will provide a full suite of services including cross-border settlements,
financing, cash pooling and bond issuances.

Meanwhile, ICBC on Friday signed a memorandum of understanding on renminbi cooperation with South
Africa's Standard Bank. The two sides have worked together to expand the use of the Chinese currency
across Africa and promote its adoption along the China-Africa corridor. The MOU reflects "a future in which
financial connectivity between China and Africa becomes more seamless, more digital and more anchored
in the renminbi", said Sim Tshabalala, CEO of Standard Bank Group, the continent's largest bank by assets.

* The article was first published on China Daily on March 22th, 2026.
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Standard Bank views its deeper participation in RMB internationalization as an opportunity to better serve
Chinese and African companies and individuals by making payments cheaper and simpler, Tshabalala said.

Tao of the PBOC said the RMB offers a safe and stable currency option for both Africa and the broader
global economy. As China-Africa economic and trade ties continue to strengthen and cooperation along
industrial chains deepens, she said that the use of the RMB across the continent has broad prospects.
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China Banks the World

By DREW BERNSTEIN

How should the West respond when China holds the purse strings?

Last week, China made headlines when it disclosed that its trade surplus hit a record $1 trillion in the first
11 months of 2025. Despite the Trump Administration’s tariff wall on Chinese goods, surging exports to
Europe, South America, and Southeast Asia kept China’s factories humming.

All those export earnings must go somewhere.

A new report, Chasing China: Learning to Play by Beijing’s Global Lending Rules, issued by AIDDATA
last month, shines a spotlight on China’s growing role as the banker to the world. The report, which combed
through the records of over 30,000 projects, concluded that China’s overseas lending portfolio has reached
$2.1 trillion as of 2023, more than twice previous estimates.

This makes China the world’s largest official creditor, supplying loans to projects in 179 out of the world’s
217 countries. China has become the creditor of “first -and last -resort” for developing countries, according
to the authors, and has rewritten the playbook for development finance established by the IMF, the World
Bank, and other pillars of the post-war order. Rather than offering below-market loans to advance the welfare
of low-income populations, China is portrayed as a sharp-elbowed operator that tightly ties its financial
firepower to its own economic and strategic objectives.

The report argues that Western nations are now scrambling to remain relevant and to adapt to the model
China has established. What are the factors that make China’s state-led overseas financing distinctive?

Strong Profit Orientation

Commerce trumps charity when China doles out capital.

China’s official development aid, or ODA, has dropped to its lowest level in two decades — just $1.9
billion in 2023 — even as its lending portfolio has burgeoned. The report argues that recent moves by the
United States and European countries to reduce funding of foreign aid, may be influenced by the Chinese
example.

China has a reputation for funding major development projects in the Global South, including resource-
rich countries in Africa and South America. However, the report found that funding for developing countries
fell from 88% of the total in 2000 to just 24% in 2023. In 2023, 76% of its new loans were made to higher-
income nations, which have reduced repayment risk, stronger credit profiles, and valuable brands and
technologies.

The single largest recipient of funding from China’s state-controlled banks has been, surprisingly, the
United States.

Chinese loans have helped to finance LNG projects in Texas and Louisiana, oil and gas pipelines
crisscrossing America, data centers in Northern Virginia, and new terminals at JFK Airport in New York and
Los Angeles International Airport in California. While some of China’s investments in the U.S. have enabled
Chinese companies to acquire critical technologies or brands, “many of China’s lending operations in the
United States are guided by the pursuit of profit rather than the pursuit of geopolitical or geoeconomic
advantage,” the report says.

When extending loans to developing countries, China’s state-owned banks finance infrastructure built by
state-owned Chinese companies and double-collateralized to ensure repayment.

Whereas Western institutions traditionally required open bidding on development projects, “Beijing has
also blended the use of concessional and commercial financing to help its firms gain a competitive advantage,”
according to the report. These projects helped open new markets and establish China as an industrial and
infrastructure superpower.

Arm of Industrial Policy

In addition to profits, these massive loans are a tool to advance strategic industries.

An earlier wave of lending was centered around China’s “Belt and Road Initiative” to secure trade routes
through an ambitious network of ports, railways, roads, and other major infrastructure projects. But the report
found that recently, BRI-related lending has dropped to less than 25% of its loan portfolio.
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Instead, the “Made in China 2025” policy, aimed at achieving self-sufficiency in a range of advanced
technologies, has been the driving force behind a surge of debt-fueled acquisitions. The report suggests that
since the policy’s adoption, China’s lending to finance acquisitions in sectors designated as “sensitive” from
a national security perspective surged from 46% to 88% of the portfolio. This includes deals to gain control
of companies in industries including semiconductors, robotics, biotechnology, quantum computing, and
defense technologies.

The West Reacts

As the full impact of China’s financing activity has become apparent, Western developed nations are being
forced to rewrite the rules of both development aid and international finance to be oriented toward raw
national interest, rather than altruistic goals.

For example, the Trump Administration has proposed repurposing foreign aid spending to create an
“America First Opportunity Fund” that would invest billions of dollars to secure rare-earth deposits in
Greenland and the Ukraine, counter China’s interests, and reduce immigration to the U.S.

The U.S. launched the International Development Finance Corporation in 2019 as a response to China’s
Belt and Road Initiative, and it has since financed projects ranging from mines in Brazil to railways in Angola
and the Democratic Republic of Congo, and data centers in Africa. As part of the reauthorization this year,
the Administration has proposed making it easier for the DFC to take equity stakes in growth-stage
companies tied to national security, finance projects in higher-income countries, and even invest in U.S.-
related projects related to supply chains and infrastructure.

Europe is now carefully scrutinizing technology-sector acquisitions. The Dutch government took control
of the semiconductor company Nexperia in September, citing concerns that its Chinese financial backer,
Wingtech, was seeking to transfer its key technology to China. This move led China to temporarily restrict
chip shipments to European automotive manufacturers in retaliation.

“The international regime that governs aid and credit is undergoing a period of contestation and
reinvention,” according to the authors. “Beijing has dislodged the status quo, forcing its competitors to
fundamentally rethink the purposes, the recipients, and the instruments of international aid and credit.”

It is unlikely that the United States will be successful simply by copying China’s playbook for
development financing. The U.S. government does not control our banking system. We are not piling up
large trade surpluses. In fact, our trade deficits have continued to grow in 2025, although showing some
improvement in September. And we lack the massive industrial planning capacity of the Chinese state, whose
economic ministries work off detailed 5-year plans.

The U.S. is more likely to find success if targeted government financing stimulates the capacity of our

private sector. One encouraging sign is that VC investment in defense and national security is booming, with
$28 billion of capital going into defense tech startups in the first nine months of 2025. And in October, J.P.
Morgan announced a goal of committing $1.5 trillion of financing to American “security and resiliency”
across supply chain, defense, energy, and frontier technology sectors.
In the worst case, the new era of development finance could lead to cronyism that enriches connected insiders
and advances partisan causes while leaving taxpayers on the hook for bad investments. In the best case,
government support stimulates American innovation and the capital market’s capacity not merely to copy
but to leapfrog into new industries, new technologies, and new opportunities not yet on the roadmap of our
competitors.
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Banking across Borders: Are Chinese Banks Different?™

By EUGENIO CERUTTI, CATHERINE KOCH, AND SWAPAN-KUMAR PRADHAN"

I. INTRODUCTION

China is the second largest economy in the world and the country's rapid rise is also reflected by the
growing international footprint of its banks. In terms of total assets, China constitutes the largest banking
system in the world'. Four Chinese banks feature among the 30 largest global systemically important banks
(G-SIBs) as communicated by the Financial Stability Board (FSB) after consultations with the Basel
Committee on Banking Supervision (BCBS) and national authorities in November 2019. This top position
among major global banking systems is mostly driven by domestic activity. However, Chinese banks have
also been expanding abroad at great speed. As of mid-2018, they represent about 7 percent of total cross-
border bank lending and reported claims on 196 out of 216 borrower countries according to BIS locational
banking statistics (BIS LBS). More precisely, Chinese banks lend to 135 out of 143 emerging market and
developing economies (EMDEs), and to 30 out of 31 advanced economies (AEs)?. Moreover, 63 EMDEs
already borrow more from Chinese banks than from any other bank nationality. In this context, a better
understanding of what is driving the global business of Chinese banks is key for assessing potential risks and
spillovers that could arise from crises in either borrower or lender countries.

Our aim is to analyse the geographical distribution of Chinese banks' global cross-border lending and to
compare Chinese with other bank nationalities. To the best of our knowledge, this is the first paper to present
such analyses. We use the nationality (ultimate owner) perspective of the BIS international banking statistics
instead of an approach by bank residence. More specifically, we examine the cross-border claims extended
by banks from their home country, and add the cross-border claims that are issued by their affiliates located
abroad®. As highlighted by Cerutti, Koch, and Pradhan (2018), taking the global network of foreign affiliates
into account is key. Across all bank nationalities, only about 60 percent of their cross-border lending is
extended from their home country. The nationality perspective is even more important when studying the
lending patterns of EMDE banks. On average, offices in the home country grant only about one third of their
total cross-border claims on other EMDE borrowers, while the rest is granted from abroad. Thus, proceeding
by bank residence instead of nationality would provide a distorted, incomplete picture.

We analyze the geographical distribution of cross-border claims by using a gravity approach. These
models originate from the trade literature and have been frequently applied in empirical studies of cross-
border finance (e.g., among others, Aviat and Coeurdacier 2007, Buch 2002, Lane 2006, Lane and Milesi-
Ferretti 2008, Porter and Rey 2005). A series of theoretical contributions has supported such models for
financial holdings (e.g., Okawa and van Wincoop 2012). In our cross-sectional setup, we exploit the multiple
dimensions of our data to separate borrower-and lender-specific aspects from bilateral factors. More
concretely, we let individual lender-and borrower-country fixed effects absorb features that shape cross-
border lending patterns from each angle. For instance, from the lenders' perspective, these control for the
fact that banks from richer countries with higher financial development often lend more. From the borrowers'
side, the fixed effects absorb the fact that more financially open countries typically borrow more®.

Going beyond the traditional gravity variables, we explore the role of bilateral economic ties while
controlling for traditional gravity variables and a new distance measure. To capture bilateral economic ties,
we let past bilateral trade, FDI, and portfolio investment enter the analysis. This is in line with how portfolio
flow studies proceed using either trade or FDI (e.g., Andrade and Chhaochharia 2010, Lane 2006, and Lane
and Milesi Ferretti 2008). These bilateral economic ties might help to reduce information asymmetries

* The article was first published on Journal of Banking & Finance on September, 2023.

" Eugenio Cerutti is at the International Monetary Fund (IMF), Catherine Koch and Swapan-Kumar Pradhan are at the Bank of International Settlements (BIS).

! See IMF 2019 WEO for statistics on the size of the Chinese economy, and Cerutti and Zhou (2018b) for some banking sector measures. As of today, China is the largest
banking system in the world. With $35 trillion in total assets (about 300 percent of China’s GDP), it has surpassed the U.S. banking system in 2010, and all euro area banking
systems put together in the last quarter of 2016.

2 Our analysis focuses on 185 borrowing countries/jurisdictions, of which 31 are AEs, 143 EMDE, and 11 are offshore centres. For 31 small jurisdictions there is no data
available in terms of GDP and other bilateral ties like trade and capital flows (many may not be independent countries). We follow the BIS definition to classify advanced
economies (AEs), emerging market and developing economies (EMDEs), and offshore financial centres. Annex Table 3 in this paper provides the country group classification.
3 China became a BIS reporting country in 2016 (with data starting as of end-2015). Cross-border lending as used in this paper includes bank loans, holdings of debt securities
and other instruments. Loans make up only about 67 percent of total claims, while debt securities account for about 22 percent as of Q3:2019. The terms lending and claims
are used interchangeably.

4 Also following the trade literature, we check whether our results could be biased given that bilateral lender-borrower links without positive cross-border lending are not
included in the baseline regressions. We show that our results are robust to this type of sample bias by constructing a balanced panel with all possible bilateral lender-borrower
relationships and by using the PPML estimator (Santos Silva and Tenreyro, 2006, see the robustness checks in Section IV for further details).
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between borrower and lender countries. In that sense, we interpret a positive correlation between
international banking and other types of economic interaction as reflecting a complementary effect’. As
traditional gravity measures of information asymmetries, we use colonial relationships, common language
and the simple geographical distance between borrower and lender country. However, these traditional
distance measures do not capture all aspects of the international banking business, as they ignore the location
of affiliates outside of the parent banks' home country. We compute an alternative distance measure to fill
this gap. It weighs, across all locations (home and/or affiliates abroad) from where a given bank nationality
extends claims on a specific borrower country, each location-borrower distance by the relative importance
of this location for the respective borrower-lender bank relationship. This novel distance measure ultimately
provides an alternative bilateral proxy of information asymmetries.

Our analysis yields two main sets of findings. The first set relates to information asymmetries in global
banking, while the second set relates to Chinese banks in specific. First, we show that larger distances deter
cross-border lending to EMDE borrowers relatively more than to borrowers in AEs. This finding pertains to
most lending bank nationalities and thereby highlights the role of distance as a proxy for information
asymmetries. It holds for both distance measures, but it is more pronounced for our weighted distance
measure that explicitly captures the global network of banks' foreign affiliates. The stronger impact of the
new distance measures suggests that the traditional, simple measure underestimates the significance of
distance since it does not capture the role of geographically closer lending affiliates. In fact, the negative
distance-lending correlation remains significant even after taking other measures of bilateral economic
interaction, like past trade, FDI, and portfolio investment, into account. Our results suggest that past trade,
portfolio investment and FDI are positively correlated with cross-border lending for the average borrower-
lender bank relationship. We interpret these positive correlations as evidence of a complementary
relationship that can generally reduce information asymmetries. These findings are not exclusively driven
by cross-border claims denominated in U.S. dollars. Nonetheless, at the level of individual bank nationalities,
our results reveal some more nuanced patterns.

The second set of results relates to Chinese banks in particular. We find that Chinese banks' expansion
resembles the global reach of banks from AEs when lending to EMDEs and these results turn out be more
pronounced when isolating claims denominated in U.S. dollars. In fact, Chinese banks seem to perceive
distance to their borrowing EMDE counterparties as less of a barrier than other EMDE banks. In that respect,
they act more like U.S. and European banks, even though most of the Chinese cross-border lending originates
in state-owned banks and it is relatively more recent. With respect to other types of economic interaction like
trade, FDI and portfolio investment, correlations differ, too. On the one hand, Chinese banks' positive
correlation between cross-border bank lending and trade with EMDE countries stands out. It is much stronger
than the trade-lending relationship exhibited by Japanese and European banks, and is again more in line with
patterns exhibited by U.S. banks. This strong positive correlation between bilateral trade and cross-border
lending even prevails when considering the China-specific policy initiatives like the Belt and Road Initiative
(BRI) or bilateral currency swap arrangements between the PBOC and other central banks. On the other
hand, unlike all other banking systems, past portfolio investment is negatively correlated with cross-border
lending to EMDE borrowers in the case of Chinese banks. This seems linked to China's capital outflow
restrictions and the fact that Chinese portfolio investment is mostly narrowly distributed within a few AE
countries. As a matter of fact, when lending to AE borrowers, strong complementarities with portfolio
investment emerge. There is only weak evidence on the relationship between Chinese FDI and cross-border
lending.

Our contributions to the literature are threefold. First, our analysis provides significant evidence from
international banking that supports the need to use a nationality approach when analysing global capital
flows in a world with multinational entities. While using the term ultimate owner instead of nationality,
Damgaard and Elkjaer (2017) or Coppola and others (2020) highlight that the presence of offshore financial
centres and special purpose entities hide ultimate bilateral linkages that are necessary to understand both
financial and real economic links between economies. To diagnose financial vulnerabilities, Avdjiev and
others (2016) argue that the decision-making unit needs to be considered when analysing capital flows which
are more closely related to nationality than residence in a global economy of multinational entities. Niepman

° The interpretation of the relationships does not imply causality since there are many two-way channels. For example, Caballero, Candelaria, and Hale (2018) show that the
formation of international bank linkages can also increase exports. For bilateral portfolio holdings, Aviat and Coeurdacier (2007) argue that asset holdings may endogenously
affect goods trade. When using the “substitution/complementarity” terminology, we borrow from the literature that analyses the relationship between foreign production
(through FDI) and exports. The idea is to express how changes in one quantity (e.g. FDI inflows) relate to changes in another quantity (e.g., cross-border bank lending, see
Blonigen (2001) for more details).
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(2015) offers a theoretical framework of why different banks service foreign markets to a different degree
through foreign affiliates. A nationality (ultimate owner) approach also takes care of the China's "hidden"
loans as revealed by Horn, Reinhart and Trebesch (2020)°. In addition, the nationality dimension lends
support to our novel, more comprehensive measure of distance, as a proxy of information asymmetries. Not
only do the differences between the simple and weighted distance measure indicate that lending is booked
through affiliates closer to the borrowers on many occasions, but they also show that the expected negative
sign for distance is more often present when we use the weighted distance measure rather than the simple
distance.

Second, we complement and extend the gravity literature that links bilateral financial investments and
trade to information asymmetries. We show that the distribution of cross-border bank claims varies with
traditional gravity variables (e.g., distance) as well as past trade, FDI, and portfolio flows. Petersen and Rajan
(2002) are among the first to explore information asymmetries in the context of the physical distance between
small firms and their lending banks' organizational geographical structure in the US. On foreign banks, Mian
(2006) finds that they rely relatively more on hard information while applying more conservative lending
standards. As highlighted by Brei and von Peter (2018), the role of distance remains substantial for cross-
border lending, even though transport costs are immaterial. Similar to Lane and Milesi-Ferretti (2008) and
Lane (2006) for equity and bond holdings, we find a strong positive relationship between trade and cross-
border bank lending. This is in line with the "follow the client hypothesis" of the literature of international
banks' expansion (Claessens and van Horen 2015). The fact that past FDI flows also have a positive general
association with cross-border banking is in line with Andrade and Chhaochharia (2010)'s use of historical
FDI positions as proxy for information endowments. More related to EMDE banks, our results also seem in
line with the Karolyi, Ng and Prasad (2015) finding that past trade and capital assets can generate information
endowments for emerging market investors once they invest abroad. At the micro-data level, Claessens and
van Horen (2020) and Caballero and others (2018) show that foreign bank presence and individual lending
links matter for trade. Our results suggest that distance (especially weighted distance), trade, FDI, and
portfolio investment capture different channels with respect to information asymmetries in the context of
cross-border bank lending.

Third, we provide new evidence on Chinese banks, their growing footprint, and the factors associated
with their cross-border lending expansion. Although there have been several studies analysing international
bank activities, they have not been able to capture the global activity of Chinese banks and their affiliates
located abroad. For example, Minoiu and Reyes (2013)'s analysis was based on BIS locational banking
statistics (LBS) by residence before China started to report in 2016. Cross-border claims extended from
offices in China did not enter their analysis. The paper could only indirectly reflect the cross-border lending
of Chinese banks operating from Hong Kong SAR and other third countries/jurisdictions. This partial
coverage of Chinese banks' lending is also present in numerous papers using the BIS Consolidated Banking
Statistics (CBS), such as Cerutti and Zhou (2017, 2018a), Benetrix and others (2019) and Cheung and others
(2019), since China is currently only reporting LBS data to BIS’®. In fact, the data used in our paper shows
that Chinese banks' cross-border lending is not only as geographically diversified as trade and FDI, but also
that China's global market share in cross-border bank lending to EMDEs is larger than in most other types
of international economic interaction. This fact originates from the considerable concentration of Chinese
cross-border bank lending to EMDE borrowers, from their offices at home and in other BIS reporting
countries. Moreover, even though we find that the presence of swap lines between the Chinese central bank
and a borrower country (but not BRI) might help explain some variation, our results highlight the importance
of bilateral trade in explaining the distribution of Chinese banks' cross-border lending.

The growing international footprint of Chinese banks and their G-SIB status highlights the importance of
understanding their global operations and business model. The strong positive correlation of Chinese banks'
cross-border lending with bilateral trade, and their unusual current negative correlation with portfolio
investment (resulting from China's low portfolio investments outside a few AEs) could interact with some
ongoing macroeconomic trends. On the one hand, a prospective reduction in global trade (e.g., resulting

 Horn, Reinhart and Trebesch (2020), following the methodology by Cerutti and Zhou (2018b), calculate bilateral Chinese cross-border lending using the BIS LBS by
residence. Then, they compare those estimates with other loan-based sources capturing the cross-border bank borrowing by different countries. They use the term “hidden”
debt to characterize the difference between those aggregates. As highlighted in this paper and Cerutti, Koch, and Pradhan (2018), the BIS LBS by nationality provides a
much more comprehensive measure of Chinese bank cross-border lending in terms of coverage and scope.

7 Chinese banks operating from Hong Kong SAR are classified as “Hong Kong banks” in the BIS CBS, since they are not owned by banks from countries reporting to BIS
CBS.

8 There are other studies analyzing international bank activities without using BIS data, but, to our knowledge, they do not include a good coverage of Chinese banks’ cross-
border activities. For example, Hale (2012) and Hale, Kapan, and Minoiu (2019), using syndicated bank loan data, do not include Chinese banks’ activities. Similarly,
Claessens and Van Horen (2015) coverage of Chinese banks’ foreign affiliates is minimal, using foreign subsidiary data from BankScope. They capture only 23 Chinese
foreign affiliates (9 of them in Hong Kong SAR) among the more than 5,000 foreign affiliates in their sample.
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from the shortening of value chains due to trade tensions and/or the impact of the COVID-19 virus) could
be associated with a decline in Chinese cross-border bank lending, especially to EMDEs. On the other hand,
the Chinese authorities' planned further integration of equity and bond markets (see Schipke, 2019) could
move Chinese banks' correlation between cross-border bank lending and portfolio investment closer to the
behaviour of other bank nationalities, and increase even more the reach and cross-border bank lending
importance of Chinese banks.

The rest of the paper is structured as follows. Section II shows that adopting a nationality perspective
requires a new measure that takes the global network of affiliates into account. It also puts bank lending into
the broader context of other types of economic interaction with a specific focus on China. Section III then
describes our empirical approach, while Section IV presents the main results. Finally, Section V summarizes
our conclusions.

II. INTERNATIONAL BANKING, DISTANCE AND OTHER BILATERAL ECONOMIC TIES

Our paper takes the perspective of bank nationality when analysing bilateral cross-border relationships
between banks and their foreign borrowers. The recent rise in the number of BIS reporting countries offers
a unique opportunity to map and analyze cross-border banking relationships worldwide not only for AE
banks’, but also for banks from EMDEs. For instance, China and Russia started to report data to the BIS
locational banking statistics in 2016 with information on end-2015. Overall, our analysis builds on bilateral
relationships between 39 lender countries and up to 185 borrower countries. This section first describes
global lending patterns from a nationality perspective in more detail to highlight the need for a new measure
of bilateral borrower-lender distance. It then puts bank lending into the broader context of other types of
bilateral economic interaction between borrower and lender countries, with a specific focus on China.

A. Using Bank Nationality is Key

Taking a nationality perspective paints a more complete, undistorted picture of global banking than the
frequently used concept of residence. According to the nationality perspective in the BIS locational banking
statistics, claims of resident banks in different reporting jurisdictions are attributed to the home country of
banks. We choose the bank nationality perspective for two reasons. First, it has a more comprehensive
coverage. As pointed out by Cerutti, Koch and Pradhan (2018), across all lender bank nationalities, about 60
percent of their cross-border claims are extended from their home country, while 27 percent are extended
from offices in host AEs, about 11 percent are extended from host offshore centers and the rest from offices
in other host EMDEs. When banks of EMDE nationalities make cross-border loans to borrowers in other
EMDEs, only about one third is booked from their respective home country'®. Second, for some hubs of
international banking like the U.K. and Hong Kong SAR, the residence perspective would capture a blend
of different nationalities. Also, it would mask the fact that a large share of offshore business is actually
conducted from elsewhere, again distorting the measurement of the bilateral lender-borrower business
relationships. In this respect, foreign banks account for about 92 percent of all cross-border claims booked
from offshore financial centers vis-a-vis all borrowers worldwide. A split reveals that AE banks make up
about 65 percent, while EMDE banks represent 27 percent of these foreign banks.

B. Taking a Bank Nationality Perspective Requires a New Distance Measure

As a proxy of information asymmetries, an appropriate distance measure should take the global network
of affiliates into account. In this context, a traditional simple distance measure captures the bilateral
geographical distance between the country of loan origination and the country where the borrower resides.
However, this distance measure might be inappropriate by ignoring the difference between home offices and
the global network of affiliates located in third countries abroad. In principle, if distance was a perfect proxy
for information asymmetries in banking, and banks always tried to minimize information asymmetries, there
should always be only one optimal location from which a bank should lend to a particular borrower. Within
each bank holding company, that would be the affiliate that was most closely located to the ultimate
borrower!'.

° As highlighted in BIS (2019), the definition of “banks” conforms to other widely used definitions, such as “Deposit-taking corporations, except the central bank” in the
System of National Accounts (SNA) and in the Balance of Payments Manual (BPM6); “other (than central bank) depository institutions” in the IMF money and banking
statistics. In the case of China, BIS LBS data does include the Export-Import bank of China and China Development Bank, but not the insurance corporation Sinosure. The
definition for inclusion is being a deposit-taking institution. Some other countries also include mortgage and financial institutions that are licensed as credit institutions, as
this license permits them to accept deposits even if they do not do so.

10 We do not include local claims (claims of affiliates abroad on the residents where the affiliates are located) in our calculations, because those claims tend to be locally
funded (Cerutti 2015).

' In our paper, we only use a cross-sectional approach and hence take the existence of foreign affiliates as given. Buch and others (2014) show that only the largest and most
productive banks open affiliates abroad as there is a fixed cost of market entry. Based on microdata of German banks they show that greater distances and activity restrictions
deter banks, while more developed financial markets attract more lending.
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Our novel measure of weighted distance takes into account the full network of affiliates for each pair of
borrower country and lending bank (by nationality), while summing across all locations including the home
country. Formally, the weighted distance measure is computed as

R
, z , XBC(,
DlStlb = DlSth ( lrb/XBClb)

r=1

with | denoting the parent country for each lending bank nationality, r referring to residence(s) from
where banks of nationality [ can extend credit, and b referring to countries that borrow from banks of
nationality [. Hence, Dist,, stands for the bilateral distance between residence r from where credit to
borrowers in country b is granted. More precisely, bilateral distance Dist,;, captures the distances
between the capitals of the borrower and the residence countries from where the lending banks grant cross-

border loans. Further, (XB Crp / XB Clb) represents the portfolio weight as a relative share of residence r in

the global total of all cross-border lending extended by banks from parent country [ to borrowers in country

b2, For each lender-borrower pair, we sum across all residences to obtain a measure at the level of individual
lender-borrower relationships that matches our empirical setup.

On average, banks tend to prefer lending through foreign affiliates that are located closer to the borrower
than their home country. Figure 1 compares the mean of both distance measures for each bank nationality,
across all AE borrowers in the top panel, and across all EMDE borrowers in the bottom panel. If the simple
distance (red dot) is above the weighted distance measure (blue dot), Figure 1 indicates that banks book
claims through foreign affiliates located closer to the borrower, on average. Substantial differences between
both measures emerge for those bank nationalities whose home countries'? are located on the periphery of
financial flows.15 When extending claims to borrowers in AEs, banks from Australia, Brazil and the U.S.
often use their foreign affiliates to book these claims. On average, when lending to EMDEs, the difference
between the simple and the weighted distance measure seem to be less pronounced. Only for U.S. banks
does the difference increase. With respect to Chinese banks, they seemingly prefer booking their claims on
AEs from oftfices closer to these borrowers. When cross-border lending to EMDE:s, a substantial share seems
to be extended either by mainland offices, or by affiliates that are geographically close, like those located in
Hong Kong SAR, Macao SAR, or Singapore.

C. Cross-Border Bank Lending and Other Bilateral Economic Ties

The global footprint of Chinese banks is considerable, especially regarding EMDE borrowers. For the
largest banking systems, Table 1 shows the number of countries for which banks of a particular nationality
are the most important creditor as well as their market shares. It distinguishes between total cross-border
bank lending to all borrower countries (top panel), AE borrowers (center panel) and EMDE borrowers
(bottom panel), respectively.

At the global level, Chinese banks are the most important creditor for 66 (out of 185) borrower countries,
more than any other banking system. However, even though Japanese banks lend to fewer borrowing
countries than other nationalities, they report the highest individual country market share (15.4 percent) in
global cross-border lending. They are followed by U.S. (11.3 percent), French (11.3 percent), U.K. (9.5
percent), Chinese (7.1 percent), and Swiss banks (6.4 percent). While the market share of Chinese banks in
cross-border lending to AEs is small, about 2.4 percent, when turning to EMDE borrowers, the order almost
reverses. Now, Chinese banks rank the highest when it comes to market shares. They extend about 24 percent
of total cross-border bank lending to EMDE borrowers, more than double that of Japanese banks, which are
the second largest individual bank nationality in this market (11.2 percent). Out of 143 EMDEs, Chinese
banks are also the most important creditor for almost half, namely 63 borrower countries, more than six
times larger than the 10 EMDEs for which French banks count as the most important lender. The statistics
for the other creditor nationalities are shown in Annex Table 1'%,

12 We drop backflows from the entire computation (i.e., claims on the home country that are intermediated by offices located abroad). These lending flows capture aspects of
the funding structure and do not reflect the global expansion and customer business of banks.

13 For European banks the differences between the means of simple and weighted distances are small, except for U.K. banks’ lending to EMDE borrowers. This seems to
capture the fact that a lot of the U.K. banks’ lending to Asia is performed from U.K. bank affiliates located in Hong Kong SAR or Singapore (McGuire and Van Rixtel, 2012).

!4 In principle, note that it could be the case that foreign affiliates could be located even further away from the borrower country than the banks’ headquarters. If the average
weighted distance was above the simple distance, this would clearly call into question whether distance is an appropriate proxy for information asymmetry in international
banking. Other reasons like different tax codes or location-specific features might play a role. However, only in some isolated cases (lending banks from Greece and Turkey)
do both measures almost coincide for AE borrowers and generate weighted distance measures that slightly exceed simple distances for EMDE borrowers.
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What about other bilateral economic ties? In addition to cross-border bank lending, we consider three
types of other bilateral economic interactions between the lending parent banks' home and the borrower
country. First, we consider bilateral trade as the sum of exports and imports as reported by the lender with
respect to the borrower country (e.g., capturing imports by China and exports from China). Second, we use
outward FDI. To match the "by nationality" perspective of the BIS data, we follow Damgaard and Elkjaer
(2017), who adjusted FDI data to reflect the ultimate investor perspective. Third, portfolio investment enters
the analysis, featuring both debt securities and equities holdings as captured by the IMF Coordinated
Portfolio Investment Survey (CPIS)".

The market shares of the largest bank nationalities' in other types of international economic interaction
vary considerably. The low market share of Chinese banks' cross-border lending to AE borrowers is similar
to the Chinese low shares in FDI and portfolio investments. However, the country's large market share in
international trade stands out. As shown in Figure 2A, the U.S. holds the highest market share in FDI and
portfolio investment with business partners in other AEs, and similar shares in trade as the U.S., Japan,
Switzerland, U.K., and France have larger shares in cross-border banking than other bilateral economic ties.

The role of China is much larger with respect to EMDEs. China features among the dominant players in
all markets except for portfolio investment (Figure 2B). While China plays the most important role in FDI
and cross-border lending, the U.S. dominates portfolio investment in EMDEs. The market shares in
international trade are above cross-border banking in the case of China, France, US, and Japan. The market
share of China in terms of portfolio inflows is almost nil since China's portfolio investments are concentrated
on a few AEs.

III. EMPIRICAL APPROACH

This section presents our empirical approach. We start with a simple cross-sectional analysis to explore
the bilateral correlations between international banking on the one side, and gravity variables and other types
of international economic activities on the other. In a second step, we examine how lender-specific aspects
might impact these correlations. The figure below illustrates the setup of our dataset. To mitigate endogeneity
concerns, our regression analysis draws on lagged values for trade, total portfolio investment and FDI.

I'e nd e r l 1 Distance, Trade, FDI, Ptf Investment > Bo rrower b 1

Lender lz | Distance, Trade, FDI, Ptf Investment > Borrower bZ

A. Simple Cross-Sectional Analysis

Recent theoretical contributions have shown that bilateral financial asset holdings follow patterns that are
similar to those revealed by gravity models in the trade literature. In this context, we draw on Okawa and
van Wincoop (2012) and Lane and Milesi-Ferretti (2008), while adjusting their gravity framework to our
setup with bilateral cross-border claims:

ln(XBClb) =a+ ﬁd In DiStlb + ﬁbOtherGRAVITY“, + ﬁ’e ln(ECONlb) + FE(PCl + BCb)’ + Ep (1)

15 With respect to portfolio investment, we do not separate between equity and debt securities in order to maximize the number of bilateral observations. Many bilateral
observations are not available when downloading portfolio equity and securities investments from IMF CPIS dataset separately (e.g., due to confidentiality issues). Results
for smaller samples breaking down portfolio equity and securities investments do not significantly change our results with respect to portfolio investment.
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In our baseline specification (1), we let In XBCj;, denote the logged outstanding stock of bilateral cross-
border lending of the parent country [ on borrower country b. We borrow from the gravity literature to find
proxies for time-invariant information asymmetries that might hamper cross-border lending. First,
geographical distance between lender and borrower country can act as a catch-all proxy for all kinds of
informational frictions In Dist;,. Besides the standard distance measure that captures the bilateral distance
between the capitals of borrower and lender country, we use our weighted distance measure. This novel
distance measure fits the nationality point of view by taking into account that a cross-border loan can be
extended by an affiliate located in a third country that is different from the lender's home country itself. If
this location of the affiliate was geographically closer to the ultimate borrower, the weighted distance
measure would be smaller (see Section II.B). We challenge both distance measures by adding societal and
historical aspects. The vector OtherGRAVITY,, introduces two other indicators, one for colonial
relationships after 1945, Colonial(0/1);,, and the other signals if the borrower and lender countries share
the same language, Common Language(0/1);;,.

Apart from the time-invariant gravity variables, we consider three other types of bilateral economic
interaction between the lender and the borrower country. These bilateral economic ties might also foster
cross-border bank lending by reducing informational frictions and thereby act as complements. Following
the literature on the geographical distribution of portfolio holdings, vector In(ECON ;) captures the logged
volume of bilateral trade as the sum of imports and exports, In(Trade;,) , total portfolio investment
referring to debt plus equity investment, In(Invetment,;,) and In(FDI;;,). As a way to address potential
endogeneity concerns, we lag these economic relationship variables by at least one year.

To properly identify the impact of bilateral variables, we use two sets of fixed effects. In particular, we let
lender nationality fixed effects absorb general differences in the propensity to extend cross-border lending
(e.g., richer countries with better-developed financial systems, global financial centers, current-account
surplus countries that persistently export savings, etc.). Separate borrower country fixed effects soak up
country-specific aspects like average creditor quality, characteristics of the local banking system, economic
size, etc.

B. Lender-Specific Aspects Impact the Effect of Bilateral Variable

Our aim is to explore whether some parent banks are special by revealing patterns that deviate from the
common effect of informational frictions on cross-border bank lending. To identify these deviating patterns,
we interact the proxies of information asymmetries with a vector of parent country indicators €;(0/1)". For
general frictions, we let the interacted distance term (In Disty;, * €;(0/1)") captures this differential impact.
For economic ties that could potentially reduce information asymmetries, we interact past trade, FDI, and
portfolio holdings with a vector of bank nationality indicators €;(0/1). In particular, we flesh out countries
[ of parent banks that are headquartered in China, other EMDEs, the U.S., Japan and Europe against a
residual category that captures banks from other AEs like Australia and Canada, as well as offshore financial
centres like Hong Kong SAR and Singapore'®.

ln(XBClb) =a+ Bd In DiStlb + B’e ln(ECON”,) + (y;uCl(O/l) * In DiStlb)
3
+ Z (7 C1(0/1) * In ECONYS) + FE(PC, + BCy)' + €1, @
k=0

Overall, our analysis builds on bilateral relationships between up to 39 lender countries and up to 185
borrower countries. Table 2 provides some descriptive statistics. More detailed definitions and data sources
of our variables are presented by Annex Table 2. For cross-border bilateral claims denominated in all
currencies, the average outstanding stock reaches US$4 billion,, while the median is at US$20 million. Other
measures of bilateral economic interactions are also very skewed. The average volumes of bilateral trade and
portfolio investments amount to about US$5 billion and US$8 billion, respectively, while their median values
only reach US$243 million and US$12 million. As traditional gravity variables, our baseline analysis draws
on geographical distance and two other bilateral indicator variables capturing common colony and common
language. Finally, while 14 percent of our bilateral country pairs indicated that they speak a common
language, only 2 percent are linked by historical colonial ties.

16 Europe captures the main EU banking systems namely BIS reporting countries from the euro area and the U.K. Our main findings remain intact when using alternative
groupings of parent countries. In a series of robustness checks, we always keep China separate while changing the baseline category and isolating other bank nationalities.
Accordingly, we combine U.S. and Canadian, as well as Japanese and Australian banks. Further, we add other European banking systems (NO, SE, DK and CH) to the group
of European countries. By doing so, only offshore financial centers are left in the residual group. This robustness check turns out to be a re-scaling exercise in that our
findings on Chinese banks remain almost entirely unaffected and most other results remain intact, as well.
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IV. EMPIRICAL RESULTS

Our empirical analysis proceeds in several steps. We start by exploring how cross-border bank lending
broadly correlates with gravity variables and other types of bilateral economic interactions. Within the set of
gravity variables, we provide a novel comprehensive analysis on the role of distance (simple and weighted),
trade, FDI, and portfolio flows as proxies of information asymmetries. In the second step, we examine
whether the effect of distance and other types of economic activity on cross-border lending differs by bank
nationality. In the third step, we isolate cross-border claims in U.S. dollar to see whether our results are
driven by a particular currency denomination. Finally, we restrict the view to Chinese banks and examine
the impact of policy initiatives like the BRI or bilateral Swap arrangements with the PBOC on cross-border
lending patterns. A series of robustness checks shows that our main findings prevail even when controlling
for a potential bias that could arise in the context of zero outstanding amounts.

A. Simple Cross-Sectional Analysis

Among the traditional gravity variables, distance plays the most important role in the geographical
distribution of cross-border lending. As we are interested in bilateral borrower-lender relationships, we let
borrower and lender fixed effects absorb any unilateral aspects as described in the cross-sectional
specification in equation (1). The baseline gravity regression is restricted to simple distance, colonial ties
and common language, and reveals the familiar findings from the trade literature (Table 3, upper panel,
column 1). More precisely, higher bilateral distances go along with lower levels of outstanding bilateral
cross-border bank claims. By contrast, colonial relationships and common language are associated with
higher bilateral outstanding amounts between borrower and lender countries'’.

Going beyond the traditional gravity approach, our expanded framework suggests that other types of
bilateral economic ties seem to act as a complement when studying the geographical distribution of cross-
border lending. Columns 2 to 4 show the results when considering bilateral lagged trade, portfolio investment
and FDI, one at a time, while columns 5 to 9 take them jointly into account'®. Positive correlation coefficient
estimates suggest that higher bilateral trade, total portfolio investment and FDI are associated with higher
amounts of bilateral cross-border lending. The positive correlation signs with the international economic
variables indicate complementarities between international banking and other types of economic interaction.
These complementarities could be driven by different motivations. One such motivation might be a "follow
your customer considerations” (Buch 1999, Claessens and van Horen 2015). Another motivation might be
that the other economic ties reduce information asymmetries between borrower and lender, in the sense of
the information endowments presented by Andrade and Chhaochharia (2010).

The additional benefit from having traditional gravity variables other than distance in our specification
might be limited. Even though the literature suggests that traditional gravity variables, such as language and
historical colonial relationships, reduce information asymmetries, they do not contribute additional
information in our cross-sectional setup (beyond what is already captured by distance, trade, portfolio
investment and FDI). In fact, when dropping the commonality indicators, the adjusted R2 declines only
marginally. Only the distance measure continues to play a key role after controlling for past trade, FDI, and
portfolio investment as shown by the R2 differences between columns 5 and 6 (Table 3). Across all borrowers
and lenders, a 1 percent rise in bilateral borrower-lender distance is associated with a 0.62 percent decline in
cross-border lending. From here on, we drop the gravity indicators of common colony and language, from
our cross-sectional specification (column 6) in order to save presentational space. Yet the results are
comparable if included.

Borrowers in AEs and EMDEs imply different risk-return trade-offs for the lending banks that go along
with different levels of complementarity. For borrowers in AEs, a 1 percent rise in trade is associated with a
0.77 percent increase in cross-border lending (column 7). For borrowers in EMDEs, this rise is about 0.63
percent. The positive correlation of portfolio investment and FDI is weaker, but also more similar for AEs
and EMDEs. A 1 percent increase in total portfolio investment goes along with a 0.35 percent rise in lending
to AE borrowers, and a 0.31 percent for EMDE borrowers, respectively. The impact of FDI is weaker (0.05-
0.06 percent) and only marginally significant for EMDE borrowers. When distinguishing AE from EMDE
borrowers, distance seemingly only matters for EMDE borrowers. By contrast, the distance effect carries an

'7 We have also estimated the impact of other traditional gravitational variables like similarities in legal and economic systems, other geographical characteristics, political
relationships etc. To arrive at a parsimonious specification, we limit our focus to the most significant ones that revealed to be robust across a number of specifications. Results
on other variables are available on request.

18 To the best of our knowledge, our paper is the first one to test together the correlation of trade, FDI, and portfolio investment with cross-border bank lending.
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insignificant positive coefficient for borrowers in AEs'®. This finding suggests, that economic ties can reduce
information asymmetries relatively more for borrowers in AEs than for borrowers in EMDE:s.

Yet, is our measure of simple distance appropriately capturing international information asymmetries in
international banking? An appropriate measure should take the complex intermediation structures in global
banking into account. To address this issue, we use the new distance measure introduced in Section II that
explicitly captures the global network of affiliates located outside of the banks' home country.

Results based on the weighted distance measure see some significant changes when distinguishing
between different groups of borrower countries (Table 3, bottom panel). The complementarities with trade,
portfolio investment, and FDI remain unaffected when controlling for weighted instead of simple distance.
Yet, the coefficient estimate on weighted distance for AE borrowers turns negative and significant at the 10
percent level, which is more in line with the traditional interpretation of distance as a proxy of information
asymmetries. For lending to EMDEs, the distance coefficient raises in size and remains statistically
significant.

In sum, our results at this stage highlight that distance, especially when taking into account weighted
distance, is a general key factor underpinning the current geographical distribution of global cross-border
lending. Unlike other traditional gravity variables, it plays a role even after controlling for past trade, FDI,
and portfolio investment. The correlation of other economic ties with international banking are also
significant, and they imply interesting complementarities. These complementarities seem to play out stronger
for borrowers in AEs than for borrowers in EMDEs. For the rest of this paper, we will focus on the weighted
distance measure when describing the regressions and only report the simple version of distance for the sake
of comparison.

B. Differences Across Lenders

Do all bank nationalities that extend cross-border lending exhibit the same patterns? Is there anything
special about banks from EMDEs, and Chinese banks in particular? To answer these questions, we build on
the full sample regression from columns 7 and 8 in Table 3, but we now interact the distance and economic
relationship variables with an indicator of parent bank nationality as described by equation (2). At the level
of individual bank nationalities, our results reveal some more nuanced patterns.

While cross-border lending declines if bilateral weighted distance increases across all bank nationalities,
there are differences across borrowers and lenders. Table 4 shows that the impact of distance is more
pronounced for EMDE borrowers than for borrowers from AEs. On average, a 1 percent increase in distance
is associated with a 0.43 percent drop in outstanding cross-border claims on AE borrowers (Table 4, column
2). For EMDE borrowers, this drop reaches 0.67 percent (Table 4, column 4).

Chinese banks seem to perceive distance to their borrowing EMDE counterparties as less of a barrier than
other EMDE banks. The interaction effect of our weighted distance measure and the Chinese bank indicator
is insignificant, but the standalone coefficient persists (Table 4, column 4). This result also holds for claims
extended by U.S. and European banks. By contrast, larger distances deter banks from other EMDEs and
Japan relatively more. The sum of the standalone and the interaction coefficient indicates that a 1 percent
increase in weighted distance reduces outstanding amounts by more than 1 percent for both types of lenders.
In this context, Chinese banks' large expansion not only resembles the global reach of banks from the U.S.
and Europe, but also in their sensitivity to distance when their global network of affiliates is considered.

When turning to AE borrowers, bank nationalities also differ in their sensitivity to information
asymmetries. Chinese, European and banks from other EMDEs do not significantly deviate from the
standalone coefficient. However, a remarkable contrast emerges for Japanese banks, as larger distances
effectively increase cross-border lending to AE borrowers due to the country's remote geographical position
and the operations of its international affiliate network®. At the same time, the cross-border lending to AEs
by U.S. banks seems to be almost insensitive to changes in distance. The sum of standalone and interaction
terms suggest that distance has almost no effect: a 1 percent increase is associated with outstanding stocks
that are about 0.07 percent lower>'.

Stronger trade relationships go hand in hand with more cross-border lending. Table 4 confirms these
findings and it also underlines that trade plays a similar role for borrowers in EMDEs and AES, on average.

19 Relative results are similar when considering the distribution of the economic variables. A one standard deviation increase in trade is associated with an increase in cross-
border bank lending of about 1.8 standard deviations, 1.1 standard deviations in the case of portfolio investment, and 0.1 standard deviations in the case of FDI.

20 As suggested by Figure 1, the weighted distance measure clearly differs from the simple distance measure for Japanese lenders. This highlights the importance to take the
global affiliate network into account. The interaction coefficient for Japanese banks would lead to the opposite, conclusion when relying on the simple distance measure.

2! In the case of Japanese banks, the large differences in the estimated interaction effects of distance between using simple and weighted distance is driven by the large volume
of lending to AE borrowers that is booked from 29 different reporting locations.
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A 1 percent increase in bilateral trade is associated with a 0.57 percent rise in lending to AEs(Table 4, column
2), and a 0.52 percent raise in lending to EMDEs (Table 4, column 4), respectively.

Chinese banks' positive correlation between cross-border bank lending and trade with EMDE countries
stands out. When lending to EMDE borrowers, the complementary impact of trade turns out to be even
stronger for lending by both Chinese and U.S. banks. The sum of standalone and interaction coefficients for
these lenders suggests that a 1 percent increase of cross-border trade is almost matched with a 1 percent
increase in cross-border lending. The fact that the sensitivity of Chinese banks' cross-border lending to
EMDE:s is similar to U.S. banks also with regard to trade is particularly interesting taking into account that
most Chinese banks are state-owned unlike U.S. banks (Allen and others 2012). The complementarity is a
bit weaker for European and Japanese lenders, and the weakest for banks from other EMDEs. When lending
to AE borrowers the effects are less pronounced for Chinese, U.S. and Japanese banks. For Chinese banks,
a 1 percent rise in bilateral trade raises their outstanding claims by only 0.4 percent.

On average, portfolio investment also seems to complement bilateral cross-border bank lending
relationships --almost to an equal extent for borrowers in AEs and EMDEs. Bilateral country pairs that
exhibit a 1 percent higher level of portfolio investment also see 0.37-0.38 percent higher level of outstanding
cross-border claims, as revealed by the standalone coefficient estimate. Nonetheless, results are also nuanced
for some parent bank countries, especially in the case of China, which deviates from this pattern when
lending to EMDEs. For EMDE counterparties, bilateral claims extended by Chinese banks are 0.21 percent
lower. By contrast, for AE counterparties, if bilateral portfolio investment raises by 1 percent, Chinese banks
report a 0.76 percent higher level of outstanding bilateral amounts. Capital outflow controls in China are
most likely driving this sharp contrast. As shown in Figure 2 and Annex Table 1, the market share and the
geographical distribution of Chinese portfolio investment are much lower, and concentrated on AE countries.
One might also interpret this finding in the light of information asymmetries in that Chinese banks, unlike
other banking systems, do not benefit from reducing information asymmetries through portfolio investment.

As a function of the respective parent bank nationalities, FDI has a largely heterogeneous relationship
with cross-border bank lending. On average, a 1 percent increase in FDI is associated with a 0.11 percent
rise in cross-border bank lending, independent from whether the borrower resides in an AE or an EMDE
(Table 4). However, substantial differences emerge for some parent bank nationalities when turning to FDI
in EMDESs. The net effect of a 1 percent rise in bilateral FDI is associated with a 0.17 percent decline in
lending to EMDE borrowers originated by Japanese banks. For Chinese and U.S. banks, the decline is much
lower, about 0.05 percent and 0.03 percent, respectively. When turning to AE borrowers, the net effect of
bilateral FDI is marginally positive for Chinese, U.S. and other EMDE banks, but almost zero for European
and Japanese banks.

C. U.S. Dollar Denominated Cross-Border Bank Lending

When restricting the focus to U.S. dollar denominated claims, most relationships turn out to weaken
slightly, but for Chinese banks our core findings become even more pronounced. Tables 5 replicates Table 4,
while considering only the subset of cross-border claims that are denominated in U.S. dollars. Remarkably,
the effect of distance as a proxy of information asymmetries turns insignificant for cross-border lending to
AE borrowers, on average. For borrowers in EMDEs, it remains only marginally significant. By contrast,
bilateral economic ties still seem to complement international banking. Trade continues to play the most
important role in offsetting information asymmetries when lending in U.S. dollars to AEs, but for lending to
EMDE borrowers, the relationship between portfolio investment becomes more important. We interpret the
differences between AE and EMDE borrowers in light of the fact that most types of business from trade to
financial investments with EMDEs are still denominated in U.S. dollars. As opposed to that, cross-border
lending as well as other types of financial flows and trade among AEs is more likely to take place in other
currencies like the euro or the pound.

Chinese banks' sensitivity to information asymmetries as proxied by distance seem to be more pronounced
when restricting the focus on US-dollar denominated lending. The net effect of a 1 percent increase in
bilateral distance to an EMDE borrower is associated with a 0.94 percent decline in U.S. dollar claims, and
similar in magnitude to the net effect exhibited by banks from other EMDEs. Only for Japanese banks does
bilateral distance have an even more negative impact on their lending to EMDEs. Turning to borrowers in
AE, there is no effect of distance on U.S. dollar lending neither for Chinese, nor for European banks. For
Japanese banks, it seems that U.S. dollar-denominated claims contribute to the effect previously described
for lending to AEs in all currencies: the net effect of distance is positive which can be explained by the
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geographical structure of its affiliate network. In the context of U.S. dollar claims, U.S. banks' cross-border
lending to AEs is special as they act as key funding sources in their home currency.

In terms of bilateral economic relationships, differences with respect to trade stand out again. Chinese
banks display the strongest complementarity with respect to EMDE borrowers. A 1 percent increase in
bilateral cross-border trade is associated with an almost 1.2 percent increase in U.S. dollar claims of Chinese
banks on EMDE borrowers. This rise is only about 0.6 percent in the case of U.S. banks and Japanese banks.
This difference between Chinese and other EMDE banks is even larger for U.S. dollar claims than in the
case of total cross-border claims. Two aspects might help to explain this finding. First, it might be related to
the fact that a lot of bilateral trade is still invoiced in U.S. dollar (see Gopinath and others 2020). Second,
Chinese banks play an important part in trade finance vis-a-vis EMDE borrowers. When granting loans in
U.S. dollar to borrowers in AEs, the effect of trade becomes very small for Chinese banks.

In terms of portfolio inflows, the contrasting patterns that Chinese banks showed for lending to AE and
EMDE borrowers persists. Complementarities are again particularly strong for portfolio investment when
extending cross-border claims to borrowers in AEs, but not so for lending to EMDEs. Evidence on the
relationship between FDI and Chinese banks' lending is again weak and ambiguous.

D. Zooming in on Chinese Banks

This strong positive correlation between bilateral trade and cross-border lending prevails when
considering the China-specific policy initiatives. Up to now, we have highlighted the differences between
Chinese banks and banks from other parent countries. At this stage, we restrict the sample to Chinese banks
and their borrowers from EMDEs. We then analyse whether some China-specific international policy
initiatives impact Chinese banks' cross-border lending. More specifically, we use a dummy variable that
indicates whether a particular EMDE that participates either in the BRI initiative as of 2015 (Table 6,
columns 1 to 4) or whether it has a bilateral swap-line arrangement with the PBOC (columns 5 to 8). We add
these dummies to our baseline specification (1) and interact the policy indicator with distance, trade, portfolio
investment and FDI, respectively.

In this very narrow subset of observations, trade is the only economic relationship variable that displays
a positive and statistically significant relationship with cross-border bank lending. The negative coefficients
for portfolio investment are in line with our full sample regressions, but they are not statistically significant.
While the BRI indicator is not statistically significant itself, neither on a standalone, nor on an interacted
basis, the swap-line indicator is only marginally significant. The lack of significance of the BRI relationship
could be related to the fact that it is positively correlated with trade and trade already absorbs any potential
contribution from BRI.

E. Robustness Checks

Our main results are robust to a number of tests. For instance, we test whether there was a bias that could
arise from the fact that we have several bilateral lender-borrower links without positive cross-border lending.
Why does the issue arise in the first place? When creating our sample, many zeros emerge as we allocate
185 potential borrower countries to each reporting country, and ultimately to each of the 39 considered bank
nationalities. In the context of BIS data, each reporting country submits its claims on the universe of all
possible counterparty borrower countries worldwide, while distinguishing between domestic and foreign
banks with a split by foreign bank nationality. We have access to the full dataset. Even if data points are
flagged as confidential or restricted on the BIS website, they enter our analysis, but they are not available to
a broader audience. Hence, in our dataset a missing value indicates that no outstanding amounts exist, and
thus missing values essentially correspond to zeros.

The presence of zero outstanding cross-border amounts inflates our sample and could create a problem
for the use of log linear models in the context of gravity equations, since the zeros might not be randomly
distributed. To alleviate concerns that these zeros bias our results, we follow the steps taken in recent papers,
for instance by Caballero and others (2018) or Claessens and van Horen (2020). First, we estimate the
Poisson Pseudo-Maximum Likelihood (PPML) estimator (Table 7, columns 1 to 4) as presented in Santos
Silva and Tenryro (2006). Second, we replicate the Table 4 regression while adding a small positive dollar
amount to those relationships with zero reported outstanding amounts to avoid dropping these observations
when taking logs (Table 7, columns 5 to 8). In both cases, the stand-alone variables have the expected signs
when looking at the weighted distance measure and the results confirm our previous findings: negative
coefficients for distance and positive correlation coefficients for trade, portfolio investment, and FDI. These
results are mostly statistically significant, especially when considering EMDE borrowers. The specific
results for Chinese banks are also similar. Chinese banks, compared to other nationalities, lend relatively
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more to EMDE borrowers with higher bilateral trade. Similar to other EMDE banks, distance is also more
negatively correlated with Chinese bank lending to EMDE borrowers.

V. CONCLUSIONS

This paper studies the global footprint of Chinese banks and compares it with that of other major bank
nationalities. Global banks extend cross-border claims and operate networks of foreign affiliates that can
propagate shocks when crises occur in either borrower or lender countries. Chinese banks' cross-border
lending is sizeable, reaching 18 percent of the country's GDP. Chinese banks' business is also relatively
focused, as 43 percent of their total lending goes to EMDE borrowers. In terms of market share, Chinese
banks account for 24 percent of all cross-border lending to EMDE borrowers, more than double that of
Japanese banks, the second largest competitor (making up 11 percent of the EMDE total). Further, almost
half of all EMDE borrower countries rely on Chinese banks as their most important lender.

Our paper proceeds on the basis of bank nationality by exploring a unique dataset that captures the cross-
border operations of the banks' home offices and their global network of affiliates located abroad. Taking a
nationality perspective is important to understand financial and real economic links between different
economies as highlighted by Damgaard and Elkjaer (2017), or Coppola and others (2020). The multiple
dimensions of the BIS locational banking statistics allow us to distinguish between more than 5000 lender-
borrower pairs both from AEs and EMDEs. These data dimensions also allow us to create a new distance
measure as an alternative proxy of information asymmetries. Across all locations from where a given bank
nationality extends claims to a specific borrower country, it weights distances by the relative importance of
each location for the respective lender-borrower relationship. To examine how banking relates to other
economic ties, we have combined the BIS statistics with data on trade and international capital flows. We
explore the bilateral correlations between banking and other types of economic interaction as they might
complement each other by reducing bilateral information asymmetries.

Our analysis yields two main sets of findings. The first set pertains to all bank nationalities combined,
while the second explicitly focuses on Chinese banks. Accordingly, our first set of results shows that lenders
are much more sensitive to distance when extending claims to borrowers in EMDEs than to borrowers in
AEs. This finding highlights persistent information asymmetries and it still holds after considering that a
loan can be made by an affiliate located outside of a bank's home country. We also find that the negative
distance-lending relationship remains significant after controlling for other bilateral economic ties between
the borrower and the lender that could potentially reduce information asymmetries. In fact, our results show
that past trade in particular, but also portfolio investment and FDI frequently can act as complements to
cross-border lending, in the sense of revealing positive correlations.

The second set of results suggests that Chinese banks' global operations resemble the global operations
of banks from other major AEs when lending to EMDE borrowers. In terms of complementarities, bilateral
trade between China and its EMDE borrowers stands out. Our results show that the positive effect of trade
persists even when considering China-specific policies like the Belt-and-Road Initiative, or bilateral Swap
arrangements that China's central bank, the PBOC, initiated with other central banks. When lending to
borrowers in AEs, strong complementarities with portfolio investment emerge. There is also some evidence
that Chinese FDI can act as a complement to cross-border banking with AEs. This effect, however, disappears
when isolating cross-border claims that are denominated in U.S. dollars.

Our paper provides three main contributions. First, it supports the need to follow a nationality approach
in the analysis of global business operations as banks from EMDEs, and China in particular, grant a
substantial share of their cross-border lending from abroad. Second, it extends the literature on bilateral
financial ties and information asymmetries by presenting a new distance measure that takes the global
network of affiliates into account, and by highlight the role of other economic ties in reducing information
asymmetries. Third, it contributes to a better understanding of China's role as a lender in international capital
markets, and in particular for borrowers from EMDE:s.

Our findings provide some interesting policy implications. On the one hand, if trade tensions or the
aftermath of the COVID-19 crisis translate into a persistent decline in global trade, we could expect cross-
border bank lending to fall in parallel. In fact, the decline in global banking could be more pronounced for
Chinese banks as they display significantly higher correlations than some of their peers. On the other hand,
the ongoing and planned liberalization reforms in the Chinese bond market could foster further inward and
outward portfolio investment. If the liberalization of portfolio investment makes China more similar to other
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AE and EMDE countries, Chinese banks' investments abroad could surge in an attempt to further diversify.
This could lower information asymmetries for Chinese cross-border bank lending.

Future research might explore which China-specific factors might play significant roles. For instance,
although our analysis highlights broad resemblance with AE banks when lending to EMDE borrowers, the
government's considerable ownership shares in the largest Chinese banks could play an important role on
geopolitical and economic aspects (e.g., state-owned banks lent relatively more during the global financial
crisis as they pursued an objective of helping to stabilize the economy, as shown in Bosshardt and Cerutti,
2020). As of now, our results are constrained by the cross-sectional nature of our empirical approach. Future
research might benefit from a longer time series, as China only started to report to the BIS locational banking
statistics with positions from Q4:2015.

Figure 1. Simple and Weighted Distance Measures'
(By bank nationality; distance in km; cross-border lending in all currencies)
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Sources: BIS locational banking statistics (by nationality); CEPII database; authors’ calculations.

! For each depicted parent bank nationality, simple distance is the simple average across all pairs of distances from the respective
capital of the lending banks’ parent country (nationality) to the respective capital of borrowing countries. Weighted distance for each
depicted bank nationality is the simple average across all pairwise weighted distance measures. Each pairwise weighted distance
measure sums across all locations from where a given bank nationality extends claims to a specific borrower country, while weighting
distances by the relative importance of each location for the respective lender-borrower relationship. Formally, the weighted distance
measure is computed as Dist,, = ¥*_, Dist,, (XBCW/XBC,D) with [ denoting the parent country for each lending bank nationality, r the
residence(s) of lending banks outside of their home country, and b the borrowing country. Hence, Dist,,, stands for the distance in km
between location r from where the bank [ lends to borrowers in country b, and (XBC""/ XBC‘D) represents the portfolio weight as

relative share of bank ['s offices in location r in the global total of all cross-border lending extend by lending banks [ to borrower
country b. We drop backflows from the entire computation (ie lending to the home country that is extended by offices located abroad).
These lending flows capture aspects of the funding structure and do not reflect the global expansion and customer business of banks.
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Figure 2A. Market Shares in Different Types of International Economic Interactions with AEs’

20
15
10

FDI
e 1 0

20
15
10

PTI
IMP_ exp  FDI 5

. 1 0

XBC = Cross-border lending in all currencies, by bank nationality; IMP = Imports; EXP = Exports; FDI = Foreign direct investment, by
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Figure 2B. Market Shares in Different Types of International Economic Interactions with
EMDEs'
(As a share of total vis-a-vis all EMDE counterparties)
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Sources: BIS locational banking statistics (by nationality); IMF; World Bank; and authors’ calculations
XBC = Cross-border lending in all currencies, by bank nationality; IMP = Imports; EXP = Exports; FDI = Foreign direct investment, by
nationality; PTI = Portfolio investment.
1/ Annex Table 2 provides variable description
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Table 1. Measures of Global Relevance by Bank Nationality: Top Cross-Border Creditors and
Market Share

(Excluding claims of foreign affiliates on home country, as of Q2:2018)

CN banks JP banks US banks UK banks  CH banks FR banks?

Borrowers Worldwide(185)":

Number of borrower countries 176 136 156 175 179 175

Total credit (US$ billions) 2,101 4,540 3,318 2,808 1,875 3,341

Share in total outstanding (%) 71 154 11.3 95 6.4 1.3

Number of countries for which

banks are the top creditor 66 1 " 5 7 16
Borrowers in AEs(31)":

Number of borrower countries 30 30 30 3N 31 31

Total credit (US$ billions) 488 2,953 2,215 2,081 1,164 2,715

Share in total outstanding (%) 24 148 1.1 104 58 136

Number of countries for which

banks are the top creditor 0 3 ! 0 ! 6
Borrowers in EMDEs(143)":

Number of borrower countries 135 98 115 133 137 133

Total credit (US$ billions) 919 434 277 303 120 312

Share in total outstanding (%) 237 1.2 71 7.8 31 8.1

Number of countries for which 63 6 9 5 4 10

banks are the top creditor

Sources: BIS locational banking statistics (by nationality); authors’ calculations.

1 The number of borrower countries in our estimation sample is 185, while the total number of borrower countries that
potentially exists in the BIS data is 216. As some of these countries have missing observations in the other datasets, we lose 31
mainly very small jurisdictions.

2 Shares and numbers of French(FR) banks are the highest among euro area reporting nationalities. The 12 other euro area
bank nationalities that report to the BIS are Austria, Belgium, Cyprus, Finland, Germany, Greece, Ireland, Italy, Luxembourg,
Netherlands, Portugal and Spain.
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Table 2. Descriptive Statistics
Variables’ N mean pS0 sd min max
All counterparties B B S
Total lending, In(X) 5,090 2.69 297 432 -6.91 14.00
USD lending, In(X) 3,712 3.01 3.40 392 -6.91 13.93
Colony (0/1) 5,090 0.02 0.00 0.15 0.00 1.00
Common Language (0/1) 5.090 0.14 0.00 035 0.00 1.00
Trade, In(X+1) 5,090 5.48 5.50 2.70 0.00 13.30
Investment, In(X+1) 5.090 3.39 253 3.56 0.00 14.30
FDI, In(X+1) 5,090 1.84 0.00 3.14 0.00 14.00
Simple distance, In(X) ? 5,090 8.59 884 0.85 4.09 9.89
Weighted distance, all, In(X)** 5,090 8.52 8.74 0.85 0.00 9.89
Weighted distance, USD, In(X)** 5,090 8.54 8.75 083 4.10 9.89
Total lending, all, (X)? 5,090 4,022.64 19.51 29,432.10 0.00 1,202,826.00
Lending, USD, (X)* 3,712 2,464.54 29.85 25,249.75 0.00 1,124,981.00
Trade (X) 5,090 4,939.20 243.09 25,450.35 0.00 597,118.10
Investment(X) 5,090 8,125.61 11.54 56,072.84 0.00 1,620,968.00
FDI (X) 5,090 2,853.85 0.00 27,367.18 0.00 1,196,809.00
_Advanced counterparties B B B B B
Total lending, In(X) 1,071 5.67 6.13 3.89 -6.91 14.00
USD lending, In(X) 942 4.50 5.04 3.86 -6.91 1393
Colony (0/1) 1,071 0.02 0.00 0.13 0.00 1.00
Common Language (0/1) 1,071 0.10 0.00 030 0.00 1.00
Trade, In(X+1) 1,071 7.24 732 237 0.00 13.22
Investment, In(X+1) 1,071 6.43 6.75 383 0.00 14.30
FDI, In(X+1) 1,071 4.80 5.53 4.01 0.00 13.51
Simple distance, In(X) * 1,071 8.21 8.58 1.10 4.09 9.88
Weighted distance, all, In(X)>? 1,071 8.05 795 1.06 4.12 9.86
Weighted distance, USD, In(X)** 1,071 8.13 8.09 1.02 410 9.86
Total lending, all, (X)? 1,071 15,009.26 458.88 60,998.79 0.00 1,202,826.00
Lending, USD, (X)* 942 7,030.48 153.71 48,996.32 0.00 1,124,981.00
Trade (X) 1,071 12,191.95 1,505.36 40,059.43 0.00 549,720.30
Investment(X) 1,071 33,328.48 851.94 117,219.20 0.00 1,620,968.00
FDI (X) 1,071 10,952.94 252.34 45,752.88 0.00 735,798.20
EMDE counterparties B B . B B
Total lending, In(X) 3,700 1.72 1.94 4.03 -6.91 11.35
USD lending, In(X) 2,486 2.35 278 375 -6.91 10.33
Colony (0/1) 3,700 0.03 0.00 0.16 0.00 1.00
Common Language (0/1) 3,700 0.14 0.00 034 0.00 1.00
Trade, In(X+1) 3,700 5.02 5.03 2.58 0.00 13.30
Investment, In(X+1) 3,700 2.48 0.89 296 0.00 1271
FDI, In(X+1) 3,700 0.94 0.00 2.15 0.00 11.80
Simple distance, In(X) 2 3,700 8.68 8.86 073 493 9.89
Weighted distance, all, In(X)*? 3,700 8.63 8.78 0.73 0.00 9.89
Weighted distance, USD, In(X)** 3,700 8.65 8.79 0.71 5.38 9.89
Total lending, all, (X)* 3,700 707.81 6.99 3,219.59 0.00 84,938.02
Lending, USD, (X)* 2,486 580.74 16.16 2,212.85 0.00 30,624.81
Trade (X) 3,700 2,973.91 151.34 19,431.18 0.00 597,118.10
Investment(X) 3,700 1,268.85 144 9,982.75 0.00 332,224.50
FDI (X) 3,700 309.79 0.00 3,037.25 0.00 133,079.90
1 Xin USD millions; borrower countries relate to customers of BIS reporting banks; Annex Table 2 gives their precise definitions and
Table A3 lists the countries grouped into EMDEs and AEs, respectively.
2 Distance in KM.
3 Lending in all currencies to all sectors.
4 Lending denominated in U.S. dollar to all sectors.
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Table 3. Cross-Border Lending, Distance and Other Types of Economic Interaction
(Dependent Variable: Total lending in all currencies to all sectors (In))
All borrower countries AEs EMDEs OFFs
(1) (2) 3) (4) (S) (6) (7 (8) (9
Simple Distance ~1673***  -0.854***  -1306***  -1593*** -0634*** -0619** 0031 -0774**  -1328***
(0.134) (0.130) 0.131) (0.134) (0.123) (0.129) (0.140) (0.168) (0.254)
Colony (0/1) 1.697***  0.885*** 1498+ 1659** 0815
(0359) (0.245) (0306) (0.346) (0.234)
Language (0/1) 0.650*** 0.408* 0.463** 0588** 0268
(0231) (0.208) 0227) (0.231) (0.207)
Trade 0.731%* 0.638*** 0.670*** | 0772***  0630*** 0.390***
(0.055) (0.058) (0.060) (0.111) (0.071) (0.131)
Investment 0365*** 0.298*** 0.304*** | 0352**  0314* 0.254***
(0.044) (0.043) (0.043) (0.072) (0.044) (0.091)
FDI 0.079*** 0.024 0.031 0.053* 0.058* 0053
(0.029) (0.024) (0.025) (0.024) (0.032) (0.066)
Adjusted R-square 0.708 0732 0726 0.709 0.744 0.743 0830 0681 0.749
R2_all-FF 00713 0.0942 0.0882 00724 0.105 0.104 0.192 0.0475 0.141
Weighted Distance -1609***  -0.870*** -1270*** -1510*** -0712**  -0.702*** -0233*  -0.808***  -1.007***
0.137) (0.121) 0.112) 0.134) (0.101) (0.102) (0.132) (0.144) (0.247)
Colony (0/1) 1568**  0.792*** 1389*** 1526** 0774+
(0399) (0.241) 0318) (0374) (0231)
Language (0/1) 0.922*** 0.476* 0626***  0.807*** 0300
(0239) (0.199) (0215) (0.230) (0.197)
Trade 0777 0651™*  0682™* | 0676  0660™ 0479%*
(0.061) (0.064) (0.064) (0.094) (0.072) (0.141)
Investment 0.403*** 0302***  0307*** | 0346**  0318** 0.336***
(0.043) (0.042) (0.042) (0072) (0.043) (0.091)
FDI 0.115%* 0.026 0.033 0.048** 0.062* 0.110*
(0.032) (0.024) (0.025) (0.023) (0.033) (0.064)
Adjusted R-square 0.702 0.734 0.724 0.704 0.746 0.745 0831 0683 0.750
R2_all-FF 0.0654 0.0958 0.0870 0.0679 0.108 0.107 0.193 0.0492 0.142
Observations 5,090 5,090 5,090 5,090 5,090 5,090 107 3,700 319
Fixed Effects LC+BC LC+BC LC+BC LC+BC LC+BC LC+BC LC+BC LC+BC LC+BC
LCs 39 39 39 39 39 39 39 39 39
BCs 185 185 185 185 185 185 31 143 "
Note: This table shows the estimation results presented in specification (1) for the 2018 cross-section with 39 lending parent countries (LCs) and up
to 185 borrower countries (BCs). The dependent variable is the ithm of outstanding cross-border bilateral lending. Only positive outstanding
amounts enter the analysis, zero values are dropped. Except for gravity indicators (0/1), all explanatory bilateral variables enter the analysis in
logs. Simple Distance captures the respective bilateral distance between capitals of the lending parent and the borrower countries. Weighted
Distance captures the sum across all locations through which le: is extended by a parent country to a specific borrower country. Shares in total
Gescribed i Saction 1 and Craph 1. Conmmng 156 show e esits for sl porrower Countries. Column 7 Graws on 8 subssrapie of iencing on sdvance.
o Include separate lending parent sncbortower country hied lfects, R2 il T shows the difference betwaen the adjusted RS based o the
full specification as shown, and a regression with only LC amc fixed effects. Table 2 shows some descriptive statistics, Ar{nex Table 2 gives their
ise definitions and Table A3 lists the countries grou into EMDEs and AEs, respectively. S(andarg errors in parentheses are clustered by
mrg parent country with *** p<0.01, ** p<0.05, * pg<0.fed
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Table 4. Do Results Differ by Nationality of the Lending Bank?
(Dependent Variable: Total lending in all currencies to all sectors (In))
Borrower countries: Advanced Borrower countries: EMDEs
Simple Weighted Simple Weighted
(1) (2) (3) 4)
Standalone Variables
Distance -0.203 -0431** -0.440* -0.666***
(0.246) (0.183) (0.250) (0.192)
Trade 0.597** 0.567*** 0.504*** 0.521***
(0.123) (0.108) (0.081) (0.084)
Investment 0.379*** 0.371%** 0.366*** 0.381***
(0.113) (0.107) (0.045) (0.047)
FDI 0.120%* 0.112* 0.115** 0.108**
(0.058) (0.056) (0.046) (0.043)
Interaction Effects
Dist*CN(0/1) 1.221%%+ -0.083 -0.207 -0.065
(0.285) (0.204) (0.255) (0.200)
Dist*US(0/1) 0.641* 0.361* -0.126 -0.041
(0.249) (0.170) (0.345) (0.163)
Dist*JP(0/1) -3.274%+ 3.109*** -0.099 -0.801***
(0.956) (0.327) (0.254) (0.165)
Dist*EU(0/1) 0.156 0.272 -0.205 0.076
(0.251) (0.209) (0.252) (0.208)
Dist*EMDEexCN(0/1) -0.041 -0.111 -1.076** -0.699*
(0.307) (0.246) (0.417) (0.358)
Trade*CN(0/1) -0.097 -0.163* 0.452%** 0.453***
(0.078) (0.084) (0.083) (0.083)
Trade*US(0/1) -0.195** -0.299*** 0.398*** 0.408***
(0.084) (0.092) (0.066) (0.073)
Trade*JP(0/1) -0.475%+ 0419+ 0.228** 0.176*
(0.078) (0.087) (0.087) (0.090)
Trade*EU(0/1) 0.041 0.031 0.189** 0.226**
(0.100) (0.104) (0.093) (0.091)
Trade*EMDEexCN(0/1) 0.195 0.177 0.061 0.091
(0.157) (0.158) (0.108) (0.107)
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Table 4. Do Results Differ by Nationality of the Lending Bank? (Concluded)

(Dependent Variable: Total lending in all currencies to all sectors (In))

Borrower countries: Advanced Borrower countries: EMDEs
Simple Weighted Simple Weighted
(1) () (3) (4)
Investment*CN (0/1) 0.312%** 0.389*** -0.6071*** -0.590***
(0.099) (0.096) (0.062) (0.062)
Investment*US(0/1) -0.018 -0.025 -0.040 -0.060
(0.089) (0.089) (0.047) (0.049)
Investment*JP(0/1) 0.370*** 0.250** 0.025 0.046
(0.095) (0.093) (0.048) (0.050)
Investment*EU(0/1) -0.018 -0.013 -0.123** -0.129**
(0.101) (0.098) (0.057) (0.059)
Investment* -0.093 -0.080 -0.088 -0.080
EMDEexCN(0/1)
(0.151) (0.148) (0.092) (0.100)
FDI*CN(0/1) 0.121 0.102 -0.170%** -0.162***
(0.085) (0.081) (0.053) (0.053)
FDI*US(0/1) -0.034 0.004 -0.181*** -0.137***
(0.068) (0.065) (0.045) (0.048)
FDI*JP(0/1) -0.054 -0.110* -0.185*** -0.273***
(0.057) (0.056) (0.049) (0.045)
FDI*EU(0/1) -0.141* -0.137** -0.056 -0.054
(0.063) (0.060) (0.066) (0.063)
FDI*EMDEexCN(0/1) 0.056 0.056 -0.064 -0.034
(0.110) (0.108) (0.067) (0.066)
Observations 1,071 1,07 3,700 3,700
Adjusted R-squared 0.840 0.844 0.688 0.688
Fixed Effects LC+BC LC+BC LC+BC LC+BC
R2_all-FF 0.0813 0.0844 0.119 0.119
LCs 39 39 39 39
BCs 31 31 143 143

Note: This table shows the estimation results presented in specification (2) for the 2018 cross-section with 39 lending parent countries (LCs). Columns
1-2 feature borrowers in up to 31 advanced economies as borrower countries (BCs), while columns 3-4 restrict the sample to borrowers in up to
143 EMDEs. The dependent variable is the logarithm of outstanding cross-border bilateral lending. Zero values are dropped. Except for the lending
parent bank indicators (eg CN(0/1) for China as a parent country), all explanatory bilateral variables enter the analysis in logs. Columns alternate
between using the simple distance (col 1 and 2) and weighted distance measure (col 2 and 4). Simple Distance and Weighted Distance are described
in Section Il and Graph 1. All columns include separate lending parent and borrower country fixed effects. EU captures the major EU banking systems
like BIS reporting countries from the euro area and the UK. R2_all-FF shows the difference between the adjusted R2 based on the full specification
as shown, and a regression with only CP and BC fixed effects. Table 2 shows some descriptive statistics, Annex Table 2 gives their precise definitions
and Table A3 lists the countries grouped into EMDEs and AEs, respectively. Standard errors in parentheses are clustered by lending parent country
with *** p<0.01, ** p<0.05, * p<0.1.
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Table 5. Do Results Differ by Nationality of the Lending Bank? U.S. Dollar Lending
(Dependent Variable: Lending denominated in USD to all sectors (In))
Borrower countries: Advanced Borrower countries: EMDEs
Simple Weighted Simple Weighted
(1) (2) (3) (4)
Standalone Variables
Distance -0.345 -0.144 -0.258 -0.418*
(0.302) (0.209) (0.273) (0.207)
Trade 0.416** 0.427*** 0.293*** 0.297***
(0.159) (0.149) (0.089) (0.086)
Investment 0.312** 0.298*** 0.390*** 0.384***
(0.106) (0.101) (0.067) (0.067)
FDI 0.104 0.115 0.153** 0.147***
(0.087) (0.086) (0.047) (0.054)
Interaction Effects
Dist*CN(0/1) 1.019** -0.081 -0.755** -0.522**
(0.358) (0.251) (0.332) (0.198)
Dist*US(0/1) 0.956*** 0.576*** -0.757* -0.251
(0.295) (0.194) (0.349) (0.170)
Dist*JP(0/1) -7.247** 1.884*** -0.150 -0.831***
(1.173) (0.278) (0.342) (0.210)
Dist*EU(0/1) 0.539** 0.191 0.079 -0.067
(0.236) (0.194) (0.320) (0.233)
Dist*EMDEexCN(0/1) -0.389 -0.607** -0.597* -0.448*
(0.393) (0.256) (0.315) (0.248)
Trade*CN(0/1) -0.251* -0.312** 0.876*** 0.895***
(0.114) (0.120) (0.117) (0.101)
Trade*US(0/1) 0.063 0.016 0.275*** 0.328***
(0.136) (0.126) (0.092) (0.094)
Trade*JP(0/1) -0471** -0.372*+ 0.458*** 0.339***
(0.108) (0.105) (0.108) (0.104)
Trade*EU(0/1) -0.049 -0.115 0.178* 0.153
(0.127) (0.131) (0.095) (0.093)
Trade*EMDEexCN(0/1) 0.255 0.229 0.152 0.155
(0.166) (0.167) (0.139) (0.137)
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Table 5. Do Results Differ by Nationality of the Lending Bank? U.S. Dollar Lending
(Concluded)
(Dependent Variable: Lending denominated in USD to all sectors (In))
Borrower countries: Advanced Borrower countries: EMDEs
Simple Weighted Simple Weighted
(1) () 3) (4)
Investment*CN (0/1) 0.432*** 0.488*** -0.490*** -0.509***
(0.101) (0.101) (0.090) (0.091)
Investment*US(0/1) -0.131 -0.227* -0.128* -0.144*
(0.129) (0.134) (0.075) (0.074)
Investment*JP(0/1) 0.313%** 0.3171*** -0.037 -0.003
(0.104) (0.105) (0.068) (0.071)
Investment*EU(0/1) 0.152 0.182 -0.098 -0.082
(0.151) (0.150) (0.089) (0.091)
Investment* 0.113 0.126 -0.091 -0.085
EMDEexCN(0/1)
(0.1417) (0.134) (0.097) (0.100)
FDI*CN(0/1) 0.161 0.131 -0.248*** -0.237%**
(0.113) (0.113) (0.053) (0.060)
FDI*US(0/1) -0.016 0.009 -0.039 -0.034
(0.125) (0.120) (0.060) (0.061)
FDI*JP(0/1) 0.065 -0.082 -0.230*** -0.300***
(0.086) (0.083) (0.064) (0.070)
FDI*EU(0/1) -0.173* -0.190** -0.027 -0.026
(0.087) (0.086) (0.061) (0.067)
FDI*EMDEexCN(0/1) -0.109 -0.121 -0.058 -0.044
(0.094) (0.094) (0.067) (0.073)
Observations 942 942 2,481 2,481
Adjusted R-squared 0.713 0.713 0.583 0.583
Fixed Effects LC+BC LC+BC LC+BC LC+BC
R2_all-FF 0.0650 0.0648 0.0997 0.100
LCs 39 39 39 39
BCs 31 31 136 136
Note: This table shows the estimation results presented in specification (2) for the 2018 cross-section with 39 lending parent countries (LCs). Columns
1-2 feature borrowers in up to 31 advanced economies as borrower countries (BCs), while columns 3-4 restrict the sample to borrowers in up to 143
EMDEs. The dependent variable is the logarithm of outstanding cross-border bilateral lending. Zero values are dropped. Columns alternate between
using the simple distance (col 1 and 3) and weighted distance measure (col 2 and 4). Except for the lending parent bank indicators (eg CN(0/1) for
China as a parent country), all explanatory bilateral variables enter the analysis in logs. Simple Distance and Weighted Distance are described in
Section Il and Graph 1. All columns include separate lending parent and borrower country fixed effects. EU captures the major EU banking systems
like BIS reporting countries from the euro area and the UK. R2_all-FF shows the difference between the adjusted R2 based on the full specification
as shown, and a regression with only CP and BC fixed effects. Table 2 shows some descriptive statistics, Annex Table 2 gives their precise definitions
and Table A3 lists the countries grouped into EMDEs and AEs, res pectively. Standard errors in parentheses are dustered by lending parent country
with *** p<0.01, ** p<0.05, * p<0.1.
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Table 6. Zooming in on Chinese Banks
(Dependent Variable: Total lending in all currencies (In), all control variables)
X=BRI 2015 X=Swap line
Variables
Simple distance Weighted distance Simple distance Weighted distance
(1 ) 3) 4 (5) (6) @) @)
Standalone Variables
Distance -0.524 -0.337 -0.600 -0.432 -0.200 -0.210 -0.280 -0.345
(0.472) (0.665) (0.498) (0.755) (0.381) (0.593) (0.382) (0.547)
X -0.302 3.590 -0.363 2.585 1.359* 0437 1.360* -0.942
(0.649) (10.688) (0.674) (10.532) (0.720) (7.583) (0.715) (7.419)
Trade 0.935*** 0.922*** 0.936*** 0.920*** 0.932*** 0.952*** 0.928*** 0.946***
(0.190) (0.248) (0.189) (0.248) (0.190) (0.208) (0.189) (0.207)
Investment -0.038 -0.037 -0.042 -0.034 -0.150 -0.217 -0.149 -0.213
(0.185) (0.338) (0.184) (0.336) (0.206) (0.237) (0.203) (0.231)
FDI 0.032 0.047 0.031 0.043 0.042 0.027 0.037 0.016
(0.133) (0.223) (0.131) (0.219) (0.134) (0.157) (0.132) (0.154)
Interaction Effects
X*Distance -0.460 -0.357 0.103 0.249
(1.060) (1.057) (0.693) (0.680)
X*Trade 0.032 0.043 -0.163 -0.156
(0.441) (0.433) (0.556) (0.556)
X*FDI -0.018 -0.021 0.002 0.015
(0.293) (0.287) (0.322) (0.320)
X*Investment -0.011 -0.025 0.370 0.365
(0.391) (0.388) (0.434) (0.437)
Constant 3.233 1.554 3.929 2442 0.208 0.290 0.960 1.562
(4.848) (6.794) (5.019) (7.549) (3.995) (6.042) (3.968) (5.578)
Observations 137 137 137 137 137 137 137 137
R-squared 0.354 0.355 0.355 0.356 0.368 0372 0.368 0.373
Note: This table restricts the estimation sample to the 2018 cross-section of Chinese lending parent banks and all EMDE borrower countries (BCs).
To evaluate the effects of bilateral initiatives like the BRI ("X" in col 1-4) and swap-lines ("X" in col 5-8), it interacts the covariates with indicators of
whether the borrower countries take part in the respective initiate. The dependent variable is the logarithm of outstanding bilateral cross-border
lending. Except for the indicators X, all explanatory variables enter our analysis in log. Annex Table 2 gives their precise definitions and Table A3 lists
the countries grouped into EMDEs and AEs, respectively. Standard errors in parentheses are robust. *** p<0.01, ** p<0.05, * p<0.1.
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Table 7. Alternative Estimation Methods: PPML and Keeping Zeros
(Dependent Variable: Total lending in all currencies (In) to all sectors)
PPML Keep Zeros with In(Y+1)
Nariables AEs EMDEs AEs EMDEs
Simple ~ Weighted  Simple  \eighted | Simple  weighted  Simple  Weighted
distance distance distance distance distance distance distance distance
(1) (2) (3) (4) (5) (6) (7) (8)
Standalone Variables
Distance 0.130 -0.017 -0.087  -0.352** -0.365 -0.212 -0.152 -0.205*
(0.159) (0.215) (0.207) (0.170) (0.242) (0.181) (0.134) (0.115)
Trade 0.574***  0468***  0304***  0.275*** 0298**  0312***  0273**  0271***
(0.125) (0.118) (0.101) (0.103) 0.112) (0.115) (0.047) (0.046)
Investment 0.343***  0340***  0367***  0367*** | 0341***  (0331*** 0325+  (0329***
(0.083) (0.087) (0.054) (0.058) (0.084) (0.080) (0.050) (0.051)
FDI 0.034 0036  0.109**  0.104* 0.167**  0.174**  0.171**  0.167***
(0.039) (0.041) (0.053) (0.049) (0.070) (0.068) (0.052) (0.053)
Interaction Effects
Dist*CN(0/1) -0.089 0347 -0.216 0005 | 0993***  0.178*  -0322**  -0.303**
(0.255) (0.286) (0.218) (0.175) (0274) (0.085) (0.133) (0.116)
Dist*US(0/1) 0.157 -0.002 0.163 0.151 | 0714+ -0.060 -0063  -0.203***
(0.164) (0.184) (0.335) (0.193) (0261) (0.073) (0.173) (0.055)
Dist*JP(0/1) 1.003* -0332 0.210 0.267* | -2359***  1.908*** 0055 -0.678***
(0.565) (0.455) (0.208) (0.150) (0.728) (0.183) (0.139) (0.068)
Dist*EU(0/1) 0.080 0.146 -0.175 -0.149 0.193 0.031 -0.113 -0.064
(0.151) (0219) (0.233) (0.196) (0.249) (0.196) (0.178) (0.19)
Dist*EMDEexCN(0/1) 0.234 0344 -0.345 -0.050 0005  -0390**  -0.575***  -0.486***
(0.239) (0.240) (0.320) (0.261) (0.281) (0.145) (0.188) (0.176)
Trade*CN(0/1) -0.125 -0.131 0.166* 0.169* 0.017 0.009 0.557*** 0.553***
(0.088) (0.089) (0.096) (0.099) (0.075) (0.079) (0.045) (0.044)
Trade*US(0/1) -0.337** 0437 0.050 0.052 -0.094 -0.212** 0.263*** 0.245***
(0.135) (0.146) (0.087) (0.098) (0.077) (0.091) (0.040) (0.039)
Trade*JP(0/1) -0.291***  -0.306*** 0.080 0.047 | -0.279*** <0109 0.378***  0.311***
(0.076) (0.086) (0.094) (0.095) (0.080) (0.081) (0.048) (0.046)
Trade*EU(0/1) 0.051 0.050 0.071 0.060 0.122 0.109 0.178** 0.185*
(0.071) (0.076) (0.104) (0.104) (0.098) (0.101) (0.078) (0.072)
Trade*EMDEexCN(0/1) -0.282***  -0.269** 0.089 0.114 0.110 0.098 -0.060 -0.054
(0.106) (0.107) (0.137) (0.143) (0.101) (0.102) (0.058) (0.058)
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Table 7. Alternative Estimation Method: PPML (Concluded)
(Dependent Variable: Total lending in all currencies (In) to all sectors)
PPML Keep Zeros with In(Y+1)
Variables AEs EMDEs AEs EMDEs
Simple  weighted ~ Simple  weighted | Simple  weighted ~ Simple  weighted
distance distance distance distance distance distance distance distance

(1) (2 (3) (4) (5) (6) 7 (8)
Investment*CN(0/1) 0.109 0.021 -0.135%**  -0.143*** 0.209*** 0.240***  -0.340***  -0.342***

(0.073) (0.062) (0.044) (0.053) (0.076) (0.071) (0.051) (0.051)
Investment*US(0/1) -0.080 -0.045 -0.050 -0.035 0.306*** 0.359*+* 0.008 0.003

(0.165) (0.210) (0.062) (0.071) (0.072) (0.068) (0.052) (0.053)
Investment*JP(0/1) 0.295*** 0.398*** 0.212*** 0.224*** 0.531*** 0.422*** 0.172%* 0.199***

(0.088) (0.103) (0.061) (0.068) (0.072) (0.074) (0.046) (0.049)
Investment*EU(0/1) 0.060 0.079 0.065 0.060 0.104 0.115 -0.056 -0.058

(0.055) (0.050) (0.051) (0.057) (0.080) (0.079) (0.092) (0.093)
Investment* -0.112* -0.109* -0.116 -0.115 -0.072 -0.058 0.111 0.112
EMDEexCN(0/1)

(0.065) (0.063) (0.099) (0.105) (0.105) (0.105) (0.072) (0.074)
FDI*CN(0/1) -0.053 -0.001 -0.222***  -0.215*** 0.026 -0.006 -0.166***  -0.161***

(0.079) (0.065) (0.064) (0.061) (0.077) (0.073) (0.047) (0.049)
FDI*US(0/1) 0.380** 0.454** -0.038 -0.038 -0.143* -0.144** -0.027 -0.003

(0.174) (0.213) (0.057) (0.056) (0.071) (0.068) (0.051) (0.054)
FDI*JP(0/1) -0.023 -0.021 -0.131**  -0.160*** -0.160**  -0.237***  -0.161***  -0.244***

(0.052) (0.058) (0.061) (0.062) (0.067) (0.067) (0.051) (0.058)
FDI*EU(0/1) -0.038 -0.041 -0.048 -0.048 -0.168** -0.175** 0.000 0.005

(0.042) (0.044) (0.056) (0.053) (0.070) (0.069) (0.068) (0.069)
FDI*EMDEexCN(0/1) 0.287** 0.285** -0.047 -0.041 -0.030 -0.044 -0.065 -0.056

(0.126) (0.120) (0.075) (0.076) (0.083) (0.080) (0.071) (0.074)
Observations 1,187 1,187 5,565 5,565 1,187 1,187 5,565 5,565
R-squared 0.958 0.956 0.819 0.832
Fixed Effects LC+BC LC+BC LC+BC LC+BC LC+BC LC+BC LC+BC LC+BC
R2_all-FF 0.0719 0.0729 0.152 0.152
LCs 39 39 39 39 39 39 39 39
BCs 31 31 143 143 31 31 143 143

Note: This table shows the estimation results presented in specification (2). The sample is based on the 2018 cross-section with 39 parent countries
(LCs). Columns 1+3 feature borrowers in up to 31 advanced economies, while columns 2+4 restrict the sample to borrowers in up to 143 EMDEs.
Columns 1-4 apply the PPML estimator and use outstanding values including zeros as dependent variable. Columns 5-8 replicate Table 3 but keep
zeros by using as the dependent variable In(Y+1). Except for the parent bank indicators (eg CN(0/1) for China as a parent country), all explanatory
bilateral variables enter the analysis in logs. Columns alternate between using the simple distance (col 1+2, 5+6) and weighted distance measure (col
3+4, 7+8). Simple Distance and Weighted Distance are described in Section Il and Graph 1. All columns include separate lending parent and borrower
country fixed effects. Table 2 shows some descriptive statistics, Annex Table 2 gives their precise definitions and Table A3 lists the countries grouped
into EMDEs and AEs, respectively. Standard errors in parentheses are clustered by lender parent country with *** p<0.01, ** p<0.05, * p<0.1.
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Chinese Banks Top Global Peers as Main Lenders to the Gulf

By KARI SOO LINDBERG, MIRETTE MAGDY

The Gulf is fast emerging as part of China’s next big financial play, with years of diplomatic overtures
now translating into hard cash.

Chinese banks’ lending to the region jumped nearly three-fold to a record $15.7 billion in 2025, excluding
bilateral loans, with the bulk going into Saudi Arabia and United Arab Emirates, according to Bloomberg-
compiled data. In contrast, banks from the US, UK and eurozone together provided only about $4.6 billion
to the Gulf last year, the data showed.

China’s appetite extends beyond loans. Already this year, Saudi Arabia raised $11.5 billion through a
dollar bond sale, with major Chinese banks among bookrunners for the deal.

In another measure of the deepening ties, the chairman of a major Chinese bank made a rare visit to Riyadh,
Dubai and Abu Dhabi last year, while another senior executive traveled to the Gulf three times in 2025 —a
first in their career, according to people familiar with those trips. Both had one goal in mind: to capture
financing opportunities fueled by deepening ties and rising capital flows between China and the Middle East.

Chinese Banks Lent Record Amounts to the Gulf in
2025

The Asian nation's financial firms participated in 12 deals last
year

M Total Volume

2016 17 18 19 ‘20 21 ‘22 ‘23 ‘24 2025

Source: Bloomberg

This strengthening of relations reflect both geopolitics and economics. As competition with the US
intensifies, Chinese banks are diversifying away from American markets, while supporting domestic
companies expanding into the Gulf — a region rich in oil and wealth.

For Saudi Arabia, this liquidity will help fund its $2 trillion economic transformation plan at a time when
low oil prices have pushed the kingdom’s budget into deficit. The UAE, meanwhile, is channeling funds into
infrastructure as it positions itself as a global hub for artificial intelligence.

“It’s an incredible marriage of convenience,” said Vasuki Shastry, a Dubai-based senior adviser at
geopolitical risk firm Gatehouse Advisory Partners. “The Gulf countries are eager to learn from China and
at the same time, they want access to capital.”

Still, Saudi Arabia and the UAE are likely to remain cautious about opening sensitive sectors —
particularly artificial intelligence and defense — to Chinese banks, wary of straining ties with Washington
that have enabled them to make progress on both fronts. Last year, the US approved the sale of advanced Al
semiconductor chips to both countries, bolstering their high-tech ambitions, while also authorizing an
estimated $3.5 billion weapons deal for Saudi Arabia.

The UAE and Saudi Arabia are also among countries that have made hundreds of billions of dollars in
investment pledges to the US, though questions have been raised about those commitments.

38






Call for Papers

International Monetary Review

International Monetary Review is an internal academic magazine sponsored by
International Monetary Institute. Following the principle of including both Chinese and
western merits with precise and practical academic spirit, International Monetary Review
focuses on the cutting-edge theoretical researches in internationalization of RMB, reform
of international monetary system, regional monetary and financial cooperation, China’s
international financial strategies, and other macro-financial theories and policies.

We welcome submissions by scholars, experts and practitioners in financial industry.
Papers and articles should center on key financial issues and follow academic standard
and scientific methodology. We welcome quality articles based on data analysis and
theoretical model and other insightful articles with standard writing.

Prepare your article

General rule: Submitted manuscripts should be double-spaced texts in 10.5 point font,
and formatted for paper of standard size with margins of at least 20mm on all sides. Pages
should be numbered, and an abstract (of no more than 200 words), as well as keywords
and complete author affiliations, should be included in the paper in the title page. A
regular article should not exceed 50 pages.

Mathematics: Equations must be identified by consecutive Arabic numbers in
parentheses on the right. Expressions should be aligned and compound subscripts and
superscripts clearly marked if there is any potential for confusion.

Figures: Figures must be of professional quality and ready for reproduction. They should
be numbered consecutively. Black-and-white versions of figures are required for printing
purposes, but color figures can also be supplied for online dissemination.

Tables: Tables should be numbered consecutively throughout the article. Each table must
include a descriptive title and headings to columns. Gather general footnotes to tables

as “Note:” or “Notes:”, and use a, b, ¢, etc., for specific footnotes. Asterisks * and/or **
indicate significance at the 5 percent and 1 percent levels, respectively, if used.

Reference style
Please follow the EPS Style Guide when preparing your article.
http://eps.ruc.edu.cn/UserFiles/File/EPS%20Style%20Guide.pdf

Further considerations

» Manuscript has been spell-checked and grammar-checked

* References are in the correct format for this journal

« All references mentioned in the reference list are cited in the text, and vice versa
* Permission has been obtained for use of copyrighted material from other sources

Submit your article
Manuscripts can be submitted via e-mail to imi@ruc.edu.cn






