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KEY QUESTIONS 

Bank Lending Channel ? 

How do different banks responds 
to policy shocks?  

Is the impact stronger for banks 
with less liquid balance sheet? 

 

 



 

 

KEY FINDINGS 

  I.  Existence of Bank Lending Channel 

II. Stronger impact of monetary  

      policy on lending for bank with  

      less liquid B/S 

  >>Largely attributed to smaller banks  
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BANK LENDING CHANNEL 

 

 

But banks, esp small one,  might not be 
able to frictionlessly switch btw the two. 
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DATA & VARIABLES 
 

 

  A. BANK-LEVEL DATA 
Quarterly I/S and B/S data for all reporting 
banks from 1976Q1-1993Q2    

  Lit = LOAN AMOUNT   >> TOTAL LOAN 

    >> C&I LOAN 
                                                                       Bit = SECURITIES + FEDERAL FUND SOLD 

                             TOTAL   ASSET 
                                                                     



 

 

DATA & VARIABLES 
 

 

  A. BANK-LEVEL DATA 

     CATEGORIES  

>> SMALL       (< 95th  percentile) 

>> MEDIUM   (95th -99th percentile) 

>> LARGE        (>99th percentile) 



 

 

DATA & VARIABLES 
    B. MEASURES OF MONETARY POLICY (Mt) 

        >> Boschen-Mills (1995) 

         >> Federal Funds Rate (inverse) 

         >> Bernanke-Milhov (1998) 

 

 



 

 

MODEL  SPECIFICATION 
 

 

  THE TWO-STEP REGRESSION APPROACH 

  STEP 1  CROSS SECTIONAL REGRESSION 

Obtain betas, the measure of  
intensity of liquidity constraints   



 

 

MODEL  SPECIFICATION 
 

 

  THE TWO-STEP REGRESSION APPROACH 

  STEP 2  TIME-SERIES REGRESSION 
UNIVA 
RIATE 
BIVA 
RIATE 

For small banks,         should be negative     

 
 

 

An expansionary monetary policy should lead to  
reduction in small banks’ liquidity constraint, vice versa.   



 

 

BASELINE RESULTS 
 

 



 

 

BASELINE RESULTS: C&I LOAN 
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BASELINE RESULTS: C&I LOAN 
 

 

>> Bit  is endogenous 

         
  

WHY BIAS? 

Rational Buffer 
Stocking 

Positive Bias 



 

 

BASELINE RESULTS: TOTAL LOAN 
 

 

Similar to the C&I 
case but weaker 

- Rational buffer 
stocking 
 

- C&I loan is more 
readily adjustable  
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CONCLUSION 

  I.  Existence of Bank Lending Channel 

II. Stronger impact of monetary  

      policy on lending for bank with  

      less liquid B/S 

  >>Largely attributed to smaller banks  
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