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MONETARY POLICYS LONG AND VARIABLE LAGS: THE CASE OF THE US

Reserve will more than ever be data-dependent.

Changes in official interest rates influence economic growth and infla-
tion through a variety of channels whereby the effects tend to manifest
themselves with long and variable lags. In a recent Ecoweek, using
data from the ECB's quarterly bank lending survey, the relationship
has been analysed between, on the one hand, credit standards applied
by banks and expected loan demand, and on the other hand, growth
in the subsequent quarters in the volume of company investments,
household investments and household consumption®. Tighter credit
standards tend to be followed by slower growth of company invest-
ments and households’ housing investments but the relationship with
household consumption is very weak. When banks expect credit de-
mand to be weak (strong), subsequent growth of company investments
and households’ housing investments tends to be weak (strong). The
relationship with household consumption is again very weak.

We have conducted a similar analysis for the United States, based on
the Federal Reserve's Senior Loan Officer Opinion Survey (SLOOS) and
the results are shown in charts 1-6 as well as in table 1, which reports
the regression coefficient and R? for various time windows? There is a
clear negative relationship between the net number of banks reporting
tighter credit standards for commercial and industrial loans and the
average real growth of company investments over the next 6 quarters
(chart 1). When banks expect weak (strong) credit demand from com-
panies, the subsequent growth of company investments tends to be
weak (strong) too (chart 2). The vertical lines show that in the latest
survey (January 2023), compared to history, credit standards were
already tight and expected loan demand weak.

Turning to household investments, which mainly consist of the pur-
chase and renovation of dwellings, a negative relationship is also found
between banks’ credit standards and the average real growth of hou-
sing investments over the next 4 quarters (chart 3). Weak expected
credit demand is associated with a contraction in household invest-
ments in the following quarters as well (chart 4). In the latest SLOOS,
credit standards were, compared to the historical range, already rather
tight, whereas expected loan demand was very weak and close to the
historical lows?. Finally, with respect to household spending, like in the
Eurozone, the relationships with credit standards and expected de-
mand are very weak although they have the expected sign.

These results point towards a high likelihood of average negative
growth of the volume of company and household investments over
the next several quarters unless other factors would play a counterba-
lancing role*. One such factor could be an early end of the tightening
cycle by the Federal Reserve, which could boost confidence by reducing

The Federal Reserve’s Senior Loan Officer Opinion Survey sheds light on how changes in monetary policy influence banks’
credit standards and expected loan demand. Based on the historical relationships, the latest survey points towards a
high likelihood of average negative growth of the volume of company and household investments over the next several
quarters. Moreover, recent research shows that since 2009, the maximum impact of monetary policy on inflation may be
reached more quickly. Based on the relationship between credit standards, expected credit demand and investments by
companies and households, as well as on the possibility that transmission lags have shortened, decisions by the Federal

REGRESSION COEFFICIENT AND R? FOR VARIOUS TIME WINDOWS

Time Credit standards Credit demand
Commercial and industrial loans and company investments
beta R2 beta R2
4Q -0.0462 0.4815 0.0341 0.3236
6Q -0.0416 0.5017 0.03 0.3153
80 -0.0349 0.4346 0.0261 0.2954
Sample Q31991 - Q1 2023
Mortgage loans and household investments
beta R2 beta R2
4Q 0.0502 0.0926 0.0469 0.4134
6Q 0.0275 0.0484 0.0317 0.2846
8Q 0.0189 0.0461 0.0154 0.129
Sample Q1 2015 - Q1 2023
Consumer credit loans and household consumption
beta R2 beta R2
4Q -0.0009 0.0004 -0.0004 0
6Q 0.0032 0.0113 -0.0017 0.0021
8Q 0.0064 0.0632 -0.0012 0.0017
Sample Q12011 - Q1 2023

TABLE SOURCE: FEDERAL RESERVE, BNP PARIBAS
fears of a further hit to growth from higher rates. However, based on
recent data -labour market, inflation- as well as comments by Fede-
ral Reserve officials, additional rate hikes still are to be expected. The
further cumulative tightening will be data-dependent but it will also
be influenced by the expected transmission speed of monetary policy.

The latter point was addressed in a recent speech by Lael Brainard in
which she mentions research of 2004 and 2015 showing that “it takes
about 9 and 12 months ... for monetary policy actions to begin to affect
inflation and additional time for that effect to peak”. However, more re-
cent research finds that “inflation effects from monetary policy occur
much sooner and peak within the first 10 months.” Recent research by
the Federal Reserve of Kansas City also points towards an acceleration
of the effect of monetary tightening on inflation -with a maximum ef-
fect coming after 12 months- due to the use since 2009 of the central
bank’s balance sheet (quantitative easing, quantitative tightening) as
well as forward-guidance®.

1 Monetary policy’s long and variable La%sv the case of the Eurozone, Ecoweek, 27 February 2023, BNP Paribas.
or

2 The table reports three time windows

the growth of investments and spending. The tharts show the time windows with the highest R?

3 For credit standards and credit demand related to mortgage loans, Tthehe data in the charts start in 2015, which may bias the results1991
4 The R?s remind us that credit standards and expected demand only explain part of the fluctuations in the growth of investments. This is especially the case for household

investments.

5 Source; Staying the Course to Brm% Inflation Down, Remarks by Lael Brainard, Vice Chair Board of Governors of the Federal Reserve System, at the University of Chicago Booth
a

School of Business Chicago, Illinois, Jantary 19, 2023. Footnote

in this speech reports on the empirical estimates of transmission s

eed.
6 Source: Taeyoung Doh and Andrew T. Foerster, “"Have Lags in Monetary Policy Transmission Shortened?” Economic Bulletin, FederaPReserve Bank of Kansas City, December 2022.
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According to the authors, the use of a broader range of instruments
implies the risk of underestimating the effect of monetary tightening if
one would only focus on the federal funds rate. Such underestimation
would imply an overestimation of the lag between changes in moneta-

ry policy and its effect on inflation.

US: BANKS’ STANDARDS ON COMMERCIAL
AND INDUSTRIAL LOANS AND COMPANY INVESTMENTS

012023

Growth in company investments (6-quarter average)
1)

US: BANKS' STANDARDS ON MORTGAGE LOANS AND
HOUSEHOLD INVESTMENTS

Growth in households investments (4-quarter average)

Growth in households consumption (8-quarter

y =-0.0416x + 1.2516
R?=0.5017

sample: Q3 1991 - Q1 2023
-40 -20 0 20 40 60 80 100

Net Percentage of Domestic Banks Tightening Standards for Commercial and
Industrial Loans to Large and Middle-Market Firms

y = 0.0502x + 0.9415
0203 | R? = 00926

-6 sample: Q1 2015 - Q1 2023

-30 -20 -10 0 10 20 30 40 50 60

Net percentage of domestic banks tightening standards for GSE-eligible
mortgage loans

US: BANKS' STANDARDS ON HOUSEHOLD LOANS
AND HOUSEHOLD CONSUMPTION

3 y =00064x + 06137
Grao P R? = 0.0632
| T
2
1 . T I "
A : 0O .. foeet o
go Lo e %.,
[ “
3 - :
L] L]
0
-1
1 L]
-2 sample: Q1 2011 - Q1 2023

-60 -40 -20 0 20 40 60 80
Net percentage of domestic banks tightening standards for credit card loans

CHARTS 1-6

economic-research.bnpparibas.com

To conclude, based on the relationship between credit standards,

expected credit demand and

investments by companies and

households, as well as on the possibility that transmission lags may
have shortened, decisions by the central bank will more than ever be

data-dependent.

William De Vijlder
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