Discussion

Bank specialisation and the Transmission of Euro Area Monetary Policy” by
Konrad Kuhmann (2025)

Discussant: Mary Everett, Advisor Monetary Policy, Central Bank of Ireland

Disclaimer: These views are my own and not the Central Bank of Ireland’s
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* Paper: 'Bank specialisation and the Transmission of Euro Area Monetary Policy' (Konrad
Kuhmann, 2025).

Title & Context

* Objective: Examine how banks concentrating their lending on specific industries or firm
sizes affect how ECB monetary policy is transmitted to the real economy.

* Data: Uses AnaCredit credit register, covering ~6 million corporate loans above
€25,000, spanning July 2020 - Sept 2024, across more than 2,000 euro area banks.

* Importance: Bank lending is a primary channel of monetary policy transmission. If
specialisation changes lending responses, the effectiveness of ECB policy is altered.
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Visual layout
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* Specialisation measure: Defined as the excess share of loans to a borrower category
relative to the system-wide average. Positive values show over-exposure.

Methodology

* Example: If 40% of Bank A’s loans go to real estate, but real estate loans are only 20%
system-wide, Bank A is specialised in real estate lending.

* Econometric approach: Local Projections - Instrumental Variables (LP-1V), identifying
causal effects of monetary shocks using high-frequency surprises (Altavilla et al., 2019).

* Sample refinements: Excludes loans < €25k, defaults, syndicated loans; ensures
comparability across borrower categories.

* QOutcomes studied: Lending interest rates, loan sizes, maturities, and collateral
requirements - for both new and outstanding loans.
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* Widespread specialisation: Almost all banks concentrate in 1-2 industries or
borrower-size categories. Smaller banks more concentrated than large banks.

Key Findings

* Loan terms for specialised borrowers are systematically more favorable: Interest
rates are 5-8 basis points lower, average loan size is ~15% larger, maturities ~3-
4 months longer, and collateral requirements somewhat higher.

* Monetary policy pass-through is weaker among specialised groups: When ECB
raises policy rates, interest rates for these groups rise less (+2-4bps), and credit
volumes decline much less (~50% smaller reduction).

* Implication: Specialised borrowers are partly insulated from the effects of

monetary tightening, changing both aggregate and distributional outcomes of
ECB policy.
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* Informational advantages: Specialised banks acquire deep expertise in specific
industries, enabling them to assess credit risk more accurately and monitor collateral
more effectively.

Benefits of specialisation

* Lower financing costs: Borrowers in specialised categories benefit from cheaper interest
rates, larger credit lines, and longer repayment horizons due to banks’ confidence in
their sectors.

* Credit stability: During tightening, specialised borrowers experience less credit
withdrawal, ensuring smoother financing conditions for their industries.

 Efficiency in capital allocation: Banking resources are directed to sectors where banks
have the most expertise, potentially fostering innovation, investment, and productivity
growth in those areas.
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* Weakened policy transmission: ECB interest rate hikes or tightening policies lose
effectiveness when banks shield their specialised borrowers, undermining
macroeconomic objectives.

Problems / Limitations

* Sectoral inequality: Firms outside favored industries or sizes face stricter loan conditions
and larger credit contractions, raising fairness and distributional concerns.

* Concentration risk: Banks overexposed to specific sectors (e.g., real estate, agriculture)
are more vulnerable to industry-specific downturns, potentially amplifying systemic risks.

* Data limitations: AnaCredit excludes loans < €25,000, defaults, and syndicated loans,
meaning the measured effects may underestimate the true scope of specialisation.

* Interpretation challenge: Insulation could reflect efficiency (due to information
advantages) but might also represent excessive risk-taking or favoritism toward certain
sectors.
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Other queries

* |s bank specialisation concentred in specific countries or euro erea?

* What happens when there is a syndicated borrower (not lender), eg Zara France,
Germany, Spain borrows from one bank

* During the period underreview is there politilcal pressue to specialise on certain
sectors?

* |s the measure of specialisation a one off effect 9eg 1/0) or are there dynmics in
the specilaisation?
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* Real economy effects: Investigate how specialisation-driven insulation impacts firm
investment decisions, employment creation, innovation, and long-term competitiveness.

Room for Further Research

* Cross-country heterogeneity: Explore whether specialisation’s effects differ between core
euro area economies (Germany, France) and periphery/CEE economies, where banking
systems differ structurally.

* Asymmetry across cycles: Test whether banks’ insulating behavior is stronger in tightening
episodes versus easing periods. Initial evidence shows little asymmetry, but more analysis
is needed.

* Policy implications: Assess whether macroprudential regulation (e.g., diversification
requirements, capital buffers) should account for specialisation.

» Systemic resilience: Evaluate if specialisation increases banking system resilience through
expertise or creates fragility through concentrated exposures to shocks.
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* Contribution: This paper demonstrates that bank specialisation is a key determinant of
monetary policy transmission in the euro area, beyond size, liquidity, or leverage.

Conclusion & Discussion

* Positive aspects: Specialized borrowers receive better loan terms, enjoy more stable credit
conditions, and benefit from efficient allocation of capital to informed lenders.

* Negative aspects: specialisation weakens the aggregate effectiveness of monetary policy,
creates uneven access to credit, and exposes the banking system to sector-specific risks.

* Policy implication: ECB must incorporate specialisation into its analysis of credit conditions
and transmission strength to ensure policies achieve intended macroeconomic outcomes.

* Discussion point: Should regulators encourage banks to diversify their lending portfolios to
improve policy effectiveness, or should specialisation be accepted as an efficiency-enhancing
feature of modern banking?

o " ***Overall a very nice and interesting draft and | look forward to reading the
next version*****
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