Are low interest rates firing back?
Interest rate risk in the banking book and bank
lending in a rising interest rate
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Introduction

— Yes.

— Lending of banks with higher duration tightens more

—



My personal view

Yes



rate (%)

Just in case you had better things to do
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Governing Council Monetary Policy Decision Meeting Dates

—&— Expectations (January 2022)
- ©- Expectations (June 2022)
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A brief reminder of duration

14 UR. Y
DurationGap = - (fl ZL )



A brief visual on duration
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B Duration of on-balance sheet items/TA
Duration of off-balance sheet items/TA
= Duration gap/TA



R1 Duration affects lending responses to MP

(]
Table 3: Effects on the intensive margin
Dependent variable: A Log (loans) new loan
(1) (2) (3) (4) (1) (2)
Duration gap/TA (lag) 0.000144 0.000193* 0.000144 0.000194* 0.0003697*~ 0.000380**

Duration gap/TA (lag) x Apolicy rate -0.0292** -0.0300*** -0.0294** -0.0302***  -0.0503**

_12 EQ
ncome gap/ LA (lag -0.000460 -U.00U4 -0.000657
(-1.61) (-1.60) (-1.09)
Income gap/TA (lag) x Apolicy rate 0.0390* 0.0395* _
0.0459
(1.75) (1.73) 0.05
(2.08) (2.11) 0.00336
-0.413** Log TA (lag) x Apolicy rate -0.422%* (0.90)
(-2.07) (-2.16) -1.025%%
0.00151*=*= Cash/TA (lag) 0.00150%** (-3.21)
(3.22) e (3:19) 0.00312°*
(3.52)
(]



R1.1 Effect is not homogeneous



R1.2 Effect affects firms’ borrowing



Comment 1 — What is driving the results?

Table 2: Regression of the duration gap on the set of control variables using bank-level data
from the pre-tightening period.

Dependent variable: Duration gap/TA

(1) (2) (3) (4) (5) (6) (7 (8)
Income gap/TA -0.610 -0.309
(-1.32) (-0.63)

Log TA -2.588 -1.350
(-1.07) (-0.63)
Cash/TA -0.401 -0.0601
(-0.76) (-0.14)
ROA 4.80 4.32
(0.72) (0.68)
Debt securities/TA 0.254 0.198
(0.64) (0.73)
NPL ratio -1.33 -0.794
(-0.62) (-0.43)
Distance to MDA -0.607 -0.0549
(-0.83) (-0.11)
Observations 403 418 418 418 418 406 412 418

Note: **%: 0,01,%*: 0.05,%: 0.1. Bank-level clustered standard errors are reported in parenthesis. For



Comment 1 — What is driving the results?



Comment 1 — What is driving the results?



Comment 1.1 — Positive and negative gap



Comment 2 — Overnight deposit duration



Comment 3 — Overnight deposit duration



Conclusion
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