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First finding

BF predict macro factors - macroprudential advised

“ potentially a scope for active macroprudential policies
aimed at constraining changes in (BF)”



BF predict F Pre-Crises (1993-2007)...
| BamkFacton

Liquidity Leverage 1 Leverage 2
F1 “business cycle” yes yes yes
F2 “long-term R” yes yes yes

F3 “inflation” no yes yes
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BF predict F Pre-Crises (1993-2007)...

Liquidity Leverage 1 Leverage 2
F1 “business cycle” yes yes yes
F2 “long-term R” yes yes yes
F3 “inflation” no yes yes

. Less So Including Crisis (1993-2009)
“__

F2 “long-term R”

F3 “inflation” no no no
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Second Finding

Impact of monetary policy shock (“M”) on macro series (“Y”)
invariant to BF : 82Y/6MOBF = O

Impulse responses anticlimatic (one paragraph)

Given money and credit aggregates, little point in
monitoring bank liquidity & leverage in assessing
impact of monetary policy



Déja vu all over ...

Positive Innovation to Federal Funds Rate
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Cautions

» Data rich but degrees-of-freedom poor
e Don't include BF simultaneously in FAVAR

* Identification
e FAVAR doesn’t completely solve French price puzzle
e M shock partly mis-identified

* Bernanke critique of Ramey (1993): timing vs.
structure
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Suggestions

* Use bank loan rates and chargeoffs instead of/in
addition to liquidity and leverage

e bank loan spreads highly informative about bank risk
(Ashchraft and Morgan 2003)

® Other experiments:

e Examine impact of credit shocks (8Y/8BF) ala Gilchrist
et al.
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Look at first derivatives ala GYZ

Response of Selected Variables to Credit Market Shock
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- Aerial View

* In favor of FAVAR?

e Avoid “nebulous” concepts like GDP
« Replace with nebulous factors like “business cycle”

» Better identification of policy shocks by data-rich central banker
 Solves U.S. price puzzle (BBE) but not French puzzle (entirely)

* Macro prudential?
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Literature

* FAVAR: Stock and Watson, Boivin x 4, Gianonni, Eliasz,
Bernanke, Gilchrist, Yankov, Zakrajsek

e JM Contribution: first to integrate bank liquidity and leverage
factors

* Bank lending channel

e Dave et al. (2009); FAVAR of bank lending channel using U.S. data
- Big but fragile BLC
e Den Haan et al. (2009); disparate responses by loan type

* Peek, Rosengren, and Tootell (PRT)
e PRT: &8Y/6BF = O; SM/6BF = O
e JM: 8Y/SMSBF = O
e Tension?



