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Outline

ESG implications of bank lending:

1 Borrower ESG ratings — a factor determining the establishment of new lending
relationship?
⇒ a matching test: whether lenders are more likely to grant loans to borrowers with
similar ESG profiles

2 How corporate ESG policies propagate through lending relationships?
⇒ examine the direct impact of banks on the evolution of the borrowers’ ESG
performance
(Causality: exploiting quasi-exogenous variation in the lender’s ESG standard to alleviate
endogeneity concerns: MA among lenders)

3 Heterogeneity in this relationship:
⇒ Bank-side: asymmetric bank influence (i.e. effective only if bank ESG ¿ borrower ESG)
⇒ Borrower-side: bank dependency and liability risk (more profound if more
bank-dependent or with poor ex-ante ESG ratings)
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Data

RepRisk: negative new coverage & ESG ratings of both borrowers and lender

including private borrowers,
outcome-driven (Event-based)
more objective (more difficult for firms to endogeneously manipulate media attention /
negative news detection)
RRI: postiively skewed, evolution is path dependent (change is correlated with the level)

LPC DealScan: 2007-2017

loans granted to U.S. incorporated firms
unit: package level, i.e. relationship between a borrower and a lead lender that finances the
package
When multiple lead lender: calculate the equally weighted average of ESG ratings of
lead-lenders in the syndicate

SDC M&A: acquisition such that ownership exceeds 50% only after M&A event

Compustat: borrower financials; S&P credit ratings, CRSP to determine if the firm is

public or private

Lishu Zhang Joel & Shan (2022) January 25, 2024 4 / 20



Introduction Data Analysis

ESG ratings and the matching of borrowers and lenders

focus on lenders and borrowers without prior lending relationships (determinant of the
establishment of new relationship)
remove firm-level ts mean from both lender and borrower’s ESG ratings
for each year: equal-weight & value-weight the ESG ratings of borrowers who initiated loans from
the same lender
scatter plot these aggregate borrower ratings against lender ratings for each lender-year
⇒ significant and positive cross-sectional correlation

(a) (b)
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Possible channels

Banks tend to match with borrowers with similar ESG levels.

Two possible (but not mutually exclusive) channels:

1 Financial motivation: “poor ESG performance may ultimately translate into greater credit
risk” = affect the likelihood of debt repayment =⇒ bankers incorporate these factors into
the structure and pricing of loan agreements?

Related results: low ESG banks offter slightly lower loan spreads but no significant link
between the borrower ESG rating and loan pricing

2 Reputational motivation: concerns extend beyond a simple consideration of credit and
liability risk; nonprice factors play a role in the matching
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Evolution of borrowers’ ESG performance

Examine the direct impact of banks on the evolution of the borrowers’ ESG performance using
package-level data (effectively compare the ESG evolution among borrowers with similar ex
ante ESG ratings to alleviate concerns of path dependency):

measured one year before the package initiation date.

For comparability: adjust both the lender and the borrower’s RRI by the sector-month mean.
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mechanic/spurious correlation instead of identifying the economic

relationship?

Two additional tests:

placebo test: generate 10,000 randomized borrower-lender pairs, assuming an

equal chance of initiating the loan ⇒ not significant with this sample

construct the group of “potential borrowers” under a more restrictive assumption

(having the same features on: private or public, industry, location⇒ not significant
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Asymmetric bank influence: (a) ESG rating (b) sector-month-adjusted RRI

(c) (d)

“lenders significantly influence the evolution of their borrowers’ ESG profile”
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Cross-sectional variation in bank dependency and liability risk

Hypo: Bank-dependent borrowers have stronger incentives to preserve the existing lending
relationship, and are thus more likely to discipline themselves when lenders hold a high ESG
lending standard.

Proxy for bank dependency: Rated vs unrated (Unrated = less access to public financing),
investment grade vs non-investment grade, Secured package (secured by collateral = less
liability risks when shocked)
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Propagation of bank influence along E, S, and G

construct a proxy of the borrower’s evolution along the specific issues:
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Banks are more likely to discipline borrowers along (1) climate change, (2) human rights abuse, and
(3) social discrimination.
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Negative reputational news events and changes in banking relationship

What drives the mechanism of this evolution? Three possible mechanisms:
an “association” effect, in which borrowers tend to gradually incorporate the viewpoints and
policies of the parties they contract with (including their bankers)

take active steps to encourage their borrowers to improve their ESG ratings over time

borrowers take steps to improve their ESG because they want to ensure that the bank renews
their loan and/or provides them with additional financing over time.

Possible to examine the 3rd: by examining the relationship between the damages to the
borrower’s reputation, and the likelihood of initiating new loan(s) with the same lead lender
within a 2-year period centered on the original package’s end date:

restrict the regression sample to borrowers who received at least one package financing within
the 2-year period centered on the original package’s end date;
all news reports (if any) covered within the same month as one negative reputational shock
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Examine the ESG profile of the new lead lender(s)

Examine the ESG profile of the new lead lender(s) as a function of the number of

borrowers’ reputational incidents during the original package period:

Lender Diff is defined as the ESG rating of the lender(s) of the new package minus the

ESG rating of the lender(s) of the original package.

positive and statistically significant in all of the columns

= borrowers who are exposed in greater number of reputational events obtain loan

financing from lenders with much worse ESG ratings at the expiration date of the

original loan package.
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DID with bank mergers: quasi-exogenous shocks to the bank’s ESG

standard

measure the quasi-exogenous variation to the lender’s ESG standard with:

Pair each treated loan one-to-one with a control unit (initiated in the same year-month,
different borrower and lender, borrower with closest ex ante RRI)
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Robustness checks

main explanatory variable: use the raw instead of sector-month-adjusted RRIs

an alternative method of defining lead lender(s)

alternative sampling criteria

alternative specifications:

level variables instead of changes
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