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                                  What we do

What fric�ons prevent an efficient capital alloca�on in financial markets?

We focus on fric�ons in the interbank market and show that:

1.  new financial technologies reduce financial fric�ons

2.  increasing interbank liquidity fosters credit supply

Research Ques�ons

● Do financial technologies alleviate fric�ons in interbank markets?

● Do deeper interbank markets promote credit supply?

Theore�cal mechanism

Mechanism à la Coase (1960):

● technologies lower transac�on costs in interbank transac�ons

● more outside liquidity lead to less inside liquidity hoarding

● liquidity risk goes down and credit supply increases

Connec�on to high-speed internet

1. Increases the probability of adop�on of  RTGSs
    
     ● at the country level
     ● at the bank level

2. Increases the amount of transac�ons in the interbank market

3. Reduces interbank maturi�es

4. Reduces the hoarding of liquid assets

5. Fosters credit supply to the private sector

6. Benefits weak pre-users of the interbank market

7. Promotes firms’ financial assets and long-term investments

Takeaways:

● investments in financial infrastructures promote capital markets integra�on

● capital markets integra�on can be a driver of economic growth 

● new financial technologies help in the catch-up of developing countries
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Technology Natural Experiment Methodologies

Data

● Bankscope (BvD): financial and finance reports for 489 banks in 37 coastal countries in Africa

● TeleGeography: maps of submarine fiber-op�c cables

● Central Banks Official Reports: data on RTGS adop�on

● Word Bank Enterprise Surveys: characteris�cs, business ac�vity and funding for 28171 firms

● Word Bank Global Financial Development Database: dataset of financial system characteris�cs 

● Word Bank Worldwide Governance Indicators: aggregate and individual governance indicators

The African financial landscape:

● banks experience high liquidity risk

● limited func�oning of local liquidity markets 

● local interbank markets small or non-existent

Results
 

● Major shock to African banks (before satellites)

● Cables to connect America, Europe and Asia

● To accomodate general telecommunica�on needs

Isolate the supply channel:

● exploit the staggered arrival of submarine cables

● banks connected through their group partners

● use Group-year  and Country-year fixed effects

●  Machine learning to predict (bank) RTGS adop�on

●  Event study

●  Staggered difference-in-differences (DID)

●  Staggered DID with heterogeneity

●  Group-year and Country-year fixed effects to isolate the supply channel

●  Real effects on firms  

 = ( , , )  

    

= + + ≤ −5 + ∑ = + ≥ 5 +  

 = + + γ +  
Oceanic fiber-op�c cables Reduc�on in communica�on costs

Log of Real GDP p.c.
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