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Summary

• Question: do securities losses at banks transmit through interbank lending?

• Approach: empirical analysis using granular Eurozone bank data.

• Main Findings: banks facing losses do less collateralized interbank 
borrowing, also lend less to firms.

– “Collateral channel” of bank transmission of monetary policy

• This discussion: very interesting results, zoom in on a few areas

– Inspecting the mechanism: regulatory channel, lending vs. borrowing

– Controlling for fundamental differences in exposures

– Linkages between liquidity and interest rate risk management
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Regulatory capital

• Greenwald, Krainer, Paul (2024) argue that securities losses at US banks are 
primarily driven by a regulatory capital channel

• Comparison of firm lending to losses by security type

– Large responses to losses on AFS, which pass through to regulatory capital

– Small/insignificant responses to losses on HTM, which do not

• Comparison by bank type

– Very large responses to losses on AFS at “AC” banks that pass through losses

– Small/insignificant responses to losses on AFS at “NC” banks that do not

• Takeaway: losses mainly matter for bank lending to firms when they affect 
regulatory capital 3



Regulatory capital

• This paper finds the 
opposite

• Larger response of 
lending to losses on 
HTM (not marked to 
market by regulator) 

• Smaller response of 
lending to losses on 
AFS (which are).
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Regulatory capital

• Strangely, we find the 
opposite finding for 
interbank lending

• Losses on AFS are now 
more important

• How do we reconcile 
these results?
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Interbank lending vs. borrowing

• Collateral channel 
seems like it should 
mostly affect 
borrowing rather than 
lending

• Baseline results show 
that losses actually 
have a larger effect on 
lending
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Interbank lending vs. borrowing

• This goes away once 
you exclude 
transactions within the 
same banking group

• But the effect on 
lending is still ~2/3 the 
effect on borrowing

• Should the difference 
be the economically 
relevant number?
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Endogenous portfolio choice

• Estimates in the paper use cross-sectional variation in securities losses

– Stems from differential choices of securities holdings and exposure (duration) 
across banks

– Both of these are intentional choices of the banks, and could be correlated with 
other factors driving the results

• Example: variation by deposit market power

– Bank with high market power charges high deposit spreads when rates rise

– Deposits flow out, balance sheet shrinks → less interbank borrowing

– Holds a lot of securities to hedge valuable and volatile deposit franchise

• We want to eliminate these alternative channels as much as we can
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Controlling for fundamental exposures

• Example from 
Greenwald, Krainer, 
Paul (2024)

• AC banks (which count 
gains and losses 
toward regulatory 
capital) have larger 
impacts of security 
losses on lending

• But NC banks that 
don’t respond too
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Controlling for fundamental exposures

• However, these banks 
are by definition 
smaller

• Once we allow banks 
to have different 
exposures by size, 
effect shrinks for non-
affected banks

• Allowing different 
exposures by other 
controls turns it 
negative
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Controlling for fundamental exposures

• This paper does a great job using fixed effects to control for average 
differences in levels across banks and firms

– Firm-time (Khwaja-Mian), country-time, etc.

• But to my reading does not allow for much in terms of differential 
fundamental exposure to securities losses 

– I.e., banks might already be responding differently to the same rate shock

– Could be correlated with objects of interest like interbank lending

• I would recommend interacting controls with the change in rates (or, 
alternatively, security values)

– In my own work, this made a big difference in isolating differential exposure to 
the mechanism of interest 11



Links between liquidity and duration

• Before reading this paper, my mental model of bank security holdings is 
that liquidity and interest rate exposure are separate choices

– Liquidity: amount of securities that are held

– Interest rate exposure: duration of securities that are held

• Now I am starting to think these are interlinked

– If you are borrowing from the interbank market, then your liquidity next period 
depends on what your securities are worth

– Which depends in turn on the exposure of your securities to a change in the 
interest rate

• Very interesting joint risk management problem
12



Conclusion

• Great analysis of effect of securities losses on interbank and corporate bank 
lending in the Eurozone

– Focus on transmission through collateral values

• I like the mechanism but would like to understand a few results better

– Why does AFS matter more for interbank borrowing but less for corp. lending?

– Why are the effects on interbank lending (which does not use collateral) nearly 
the same size as interbank borrowing?

• Adding controls for securities losses × characteristics may help clarify some 
of the channels

• Collateralized interbank borrowing creates very interesting link between 
liquidity and interest rate risk management 13
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