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Bank Capital Effect of exogenous shocks on lending and/or on the business cycle
Chen (2001) Market - - Amplified and more persistent*
Sunirand (2003) Market - Retained Earnings Amplified with the introduction of a double CSV approach

Meh and Moran (2007) Market - Retained Earnings More persistent*
Blum and Hellwig (1995) Regulatory Binding Fixed (no new equity issue) Amplified with the introduction of binding CR

↑ Risk-based CR � decrease in aggregate lending;
Expansionary MP when CR are binding may not increase lending

Repullo and Suarez (2000) Regulatory Binding Retained Earnings Contractionary MP � ↓ bank lending relative to market lending

Kopecky and VanHoose (2004) Regulatory Binding Issued Equity ↑ Risk-based CR reduces the effects of MP
Honda (2004) Regulatory Binding/Not Binding Fixed The more the banks are constrained by CR, the less effective MP is

Markovic (2006) Regulatory - Issued Equity Amplification of output response to a contractionary MP

Jorge (2007) Regulatory Binding Retained Earnings Due to CR, loans react with a delay to shifts in monetary policy
Van den Heuvel (2008) Regulatory Binding/Not Binding Issued Equity ↑ CR reduces welfare

*When compared to a situation where information frictions between banks and depositors are absent
MP = Monetary Policy; CR = Capital Requirements

Retained Earnings + 
Endowment

Amplified and more persistent with the introduction of an asym. inform. 
problem between depositors and banks and between banks and firms

↑ Risk-based CR or a negative shock to bank capital � decrease in loan 
growth

Furfine (2001) Regulatory Not Binding
Retained Earnings + Issued 
Equity

-

Bank capital accelerator effect : amplifies the impact of MP on the economy

Berka and Zimmermann (2005) Regulatory Negative aggregate shock � credit crunch; But negative ag. shock and 
procyclical CR (tighter during recession) soften the loan decrease

Chami and Cosimano (2001) Regulatory Binding/Not Binding
Issued Equity (but 
predetermined)

Retained Earnings Bank capital channel  (BCC): with CR, lending overreacts to a MP shock; 
the BCC amplifies the standard interest rate channel of MP
Negative shock � ↓asset prices � ↑firms default � ↑loan losses � ↓bank 
capital � ↓credit supply (if CR are binding) � ↓asset prices

Retained EarningsBinding/Not Binding

Bolton and Freixas (2006) Regulatory Binding Issued Equity

Capital Requirements (CR)

Van den Heuvel (2002a) Regulatory Binding/Buffer

Aikman and Paustian (2006) Market -

Thakor (1996) Regulatory Binding

Table 1: The Bank Capital Channel - Related Theoretical Models

Confirms Blum and Hellwig (1995)'s results + Optimal MP neutralizes the 
procyclical impact of binding CR

Cecchetti and Li (2005) Regulatory Binding/Not Binding
Moves with aggregate output 
(by assumption)

Introduction of CR amplifies monetary shocks through a liquidity premium 
effect on the external finance premium faced by firms

Aguiar and Drumond (2007)

Potential amplifying effect of MP: tightening in MP �↓ incentives to raise 
bank capital � further decline of lending

Regulatory Binding Issued Equity

von Peter (2004)
Resembles a 
Regulatory CR

Binding Issued Equity
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