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Are Foreign-invested Banks White Knights to Ease
Financing Constraints of Chinese Firms? Empirical
Study from the Perspective of Firm Heterogeneity

Yao Yaojun, Wu Wengian, Wang Lingli

(School of Finance s, Zhejiang Gongshang University s Hangzhou 310018, China)

Abstract: Would foreign-invested banks entry actually benefit China’s real economy
in the context of constantly speeding up financial openness? From the perspectives of firm
property right and scale heterogeneity, this paper employs cash-cash flow sensitivity model
and the data from A-share manufacturing listed companies to make an empirical study of
the effect of foreign-invested banks entry on easing financing constraints. It reaches the
main conclusions as follows: firstly, although foreign banks entry has little effect on state-
owned enterprises’ financing constraints, it significantly eases large private enterprises’ fi-
nancing constraints, and significantly aggravates small and medium-sized private enterpri-
ses’ financing constraints; secondly, because small and medium-sized enterprises are the
main body of private enterprises, as a whole, foreign banks entry has worsened the finan-
cing difficulties of private enterprises; thirdly, in view of market-skimming effect small
and medium-sized private enterprises suffer from foreign banks entry, it further points out
that governments should give foreign banks more national treatments to promote their lo-
calization as soon as possible, and adopt appropriate measures to induce foreign banks to
expand their business scope to the group of relatively low-end customers such as small and
medium-sized private enterprises.

Key words: foreign-invested bank; financing constraint; firm property right; firm
size; cash-cash flow sensitivity (R1EHEBE F 4
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