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Motivation and research question 

• French and Italian banks are highly connected to foreign banking 
systems 

• Research question: To what extent do French and Italian banks 
adjust domestic lending in response to US, JP and UK monetary policy 
changes? 

• Exploration of the existence of an international version of the bank 
lending and portfolio rebalancing channel 

• Concentration on differential effects stemming from the currency 
denomination of loans 
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Methodology 

• Basic regression: 

 

 

 

 

 

• Identification of a bank-specific supply shock: 



Bank-specific supply shocks 

• Bank-lending channel (Bernanke and Blinder (1988), Kashyap and 
Stein, 1994) in its international version: 

– US monetary policy tightening 

– Reduction of cross-border loans to France/Italy 

– Banks resident in France/Italy decrease lending 

– Channel variable: Liabilities (deposits) from the US to capture dependence on 
funding from US 

– Measure of monetary policy: Shadow rate 

 

• Portfolio rebalancing channel: 

– US engages in QE → French/Italian banks sell securities to Fed 

– Shortage of securities results in higher prices 

– French/Italian banks expand lending as relative price is lower 

– Channel variable: Assets vis-à-vis US / securities holdings 

– Measure of monetary policy: Central bank balance sheet size 



Data 

• Bank-level data collected by the Banque de France and the Autorité 
de Contrôle Prudentiel et de Résolution and the Bank of Italy in its 
Supervisory and Statistical Reports 

• Data on assets and liabilities disaggregated by residence of 
counterparty and currency denomination are collected for the 
construction of the Locational banking sattistics (BIS) 

• Monetary policy data: IBRN 

• Country-level measures of economic and financial activity: BIS 

• Time period: 2000Q1 – 2015Q4 



Stylized facts – France 

• Highly concentrated banking system 

– 2015: six largest banking groups made up 83% of banks’ assets and 91% of 
lending (ACPR, 2017) 

– All six major banking groups are 

– Four out of six major banking groups are categorized as G-SIBs 

• Saturated domestic market and expansion into international  markets 
since 2000s 

• French retail banking market is dominated by universal banks 

• GFC: French banks performed rather well due to the stability of the 
domestic market 



Sample – France 

• Restriction to banks with cross-border claims or liabilities >=1% of 
total assets and loans of >= 10% to the non-financial sector 

• Number of banks: 184 

• Observations: about 5,600 



Stylized facts – France (1) 



Stylized facts – France (2) 





Results – France: Basic regression 

• Bank lending channel (MP variable: shadow rate): 

– Positive and significant coefficient for US MP 

– Insignificant coefficients for JP and UK MP 

 

• Portfolio rebalancing channel (MP variable: CB balance sheet size): 

– Insignificant coefficients for US, JP and UK MP 



Results – France: Bank lending channel 
(MP: shadow rate) 

 



Results – France: Bank lending channel 
(MP: shadow rate) 



Results – France: Portfolio channel 
(MP: central bank balance sheet assets) 

 



Results – France: Portfolio channel 
(MP: central bank balance sheet assets) 



France – Recap and next steps 

• Results on bank lending channel (France) only for USD lending 

– Tensions in currency swap markets can lead to a contraction in foreign currency lending in 

response to foreign monetary policy shocks (Bräuning and Ivashina, 2017; Avdjiev et al., 

2016) 

– Positions in JP are not very large 

– Positions  in UK are large, but small when only taking GBP denominated funding 

 

• Better identification of portfolio rebalancing channel: 

– Securities holdings vis-à-vis US, JP and UK 

• Use of data on hedging to investigate results on currency 
disaggregation further 

 

• Investigation of reaction of loans to non-residents 

• Counterparty disaggregation of loans and types of loans 



Stylized facts – Italy (1) 

• The Italian banking system is less concentrated than the French one  

– 14 significant banks (3/4 of total assets) under SSM, 1 GSIB, 3 OSII 

• Italian banks tend to have a traditional business model  (loans = 64% 
total assets) 

– Mainly towards the private non-financial sector 70% of the total loans 

• The share of loans to non-residents is less than 1/4 

– Main counterparties: EA, other Eastern European, UK and North America.  

 



Stylized facts – Italy (2) 

• EUR-denominated loans most relevant component of lending 

• Share of foreign currencies denominated loans 8% (US 4%) 



Sample – Italy 

• We restrict the analysis to: banks with foreign affiliates or with cross-
border claims greater than 2% of total assets 

• Number of banks: 177 

• Observations: about 5.000 

• Share of total assets: 90% 



Results – Italy: Basic regression 

• A tightening in US monetary policy implies a reduction in the rate of 
growth of lending to domestic counterparties 

• No effect for variation in monetary policies in Jap and UK 

• Results hold across different specifications of the MP measures 

• Results are driven by lending in Euro, for lending in other currencies (US 
dollar, Japanese Yen, Pound Sterling) foreign MP is not significant 

 



Results – Italy: Portfolio channel  
(MP: shadow rate) 

• Variables of banks asset side exposure: 

1. total claims towards the country  

2. subset of claims towards the public sector in the country. 

• The impact of monetary policy disappears (col 1-2) 

• Break down by type of counterparty and by currency (col 3-10): a 
tightening in the foreign MP implies a stronger reduction in loans to 
NFC in FC supplied by banks more exposed towards that country 

 



Results – Italy: Portfolio channel  
(MP: central bank balance sheet assets) 



Italy – Next steps 

• Better identification of bank lending channel 

• Robustness 

– Weighted regression (particular relevant in Italy due to the presence of only 1 
GSIB and very few banks with a significant share of international exposures) 

• Split the sample between domestic banks and affiliates of foreign 
banks operating in Italy 

– Break down the foreign lenders by head quarters countries  

– Break down the domestic banks across different degree of international 
exposure → Are the ITA banks with more international exposure acting like the 

FR banks? 

• Lessons from different behaviors of FR and ITA banks 

 

 


