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Name of the Event: The Shadow Loan Effect
Organised by: The Commerce Society

Date of the Event: 20th November, 2024

Venue of the Event: Online, via Zoom

Name of Coordinator(s): Ms. Deepshika Yadav
Alumni Co-Convenor of the Society: Mr. Khem Chand
Name of Convener: Dr. R.C. Garg

Event Description:

The Department of Commerce and the Commerce Society of Hansraj College
organized a guest lecture on the topic “What Happens to Listed Firms After They
Obtain Costly Shadow Loans,” delivered by Dr. Sushanta Mallick, Professor of
International Finance at the Queen Mary University of London.

The event was to shed light on the emergence of shadow loan activities and the
growing reliance of listed firms on shadow loans. Dr. Mallick provided an in-depth
analysis of firms that rely on shadow loans compared to those that depend on formal
bank financing. He highlighted the significant consequences for firms with high
exposure to costly shadow loans, including rising interest expenses, increased default
risk, and notable declines in performance and productivity indicators.

A key focus of the lecture was on the increasing cost of capital for firms shifting from
traditional bank loans to expensive shadow loans. This shift, as Dr. Mallick
emphasized, leads to negative effects on performance, productivity, risk profiles, firm
investments, and employment.
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He also discussed the varying impact of shadow loan experience for state-owned
enterprises (SOEs) and privately owned enterprises (POEs). He pointed out that POEs
are more vulnerable to the adverse effects of taking shadow loans. However, an
interesting observation that was highlighted was that firms with high technology and
productivity could mitigate the risks associated with obtaining such loans.

The session concluded with a Q&A session with the students to enhance their
understanding of the concerned topic. The session was highly enriching, where the
students could acquire a wealth of knowledge on the intricacies of shadow loans and
their repercussions on firm performance.
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Data was collected from two sources within CSMAF
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Transactions data and firm financial statements

® Loan transactions dataset is used to identify firms with high
xposure to shadow loans

» This information is combined with firm financi

» Quarterly panel data from 2012-2020 with 110301
observations

» Data for 3845 listed firms from 31 industries and 14 regions in
China
> On average, firms take 9 (Median = 5) shadow loans after

f

their first shadow loan

We classify firms with more than 5 shadow loans as
shadow-bank firms
Other firms without shadow loans or with less than 5 shadow
loans are classified as formal-bank firms
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» There are 816 shadow-bank firms in our sample
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Motivation

Qur loan transactions dataset shows that shadow loans were 0
more expensive and required ¢ aiteral in a high percentage of o
pans compared to bank loans o
» 25 f firms in our sample still obtain shadow loans o
> We identify firms with high exposure to costly shadow loans o
using intensive and extensive margin variables
» We exploit a natur xperiment where firms switch from bank
to costly shadow loans
» This transition towards expensive shadow loans might increase =
firms f capita 2
High reliance on these loans might lead to poorer o
verformance, productivity, higher risk and harmful real effects s |
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