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Abstract

The possible presence of information effects of monetary policy raises the following questions: First, how do monetary
policy shocks stripped of information about economic funda-mentals affect bank lending? Second, does non-monetary
central bank information have autonomous effects on bank lending? We show that a conventional increase in the policy
rate results in a significant reduction in bank loans to non-financial corporations, with the effect being more
pronounced for smaller banks with less liquid balance sheets. Moreover, our analysis demonstrates that a policy rate
hike driven by an information shock leads to a significant rise in non-financial business loans, with the increase being
more substantial for smaller banks with more liquid balance sheets.

Disclaimer: This policy brief is based on the paper ,Monetary policy, central bank information, and bank lending: Evidence from German
banks‘, Deutsche Bundesbank Discussion Paper (No 06/2025). The views expressed are those of the authors and do not necessarily reflect
those of the Deutsche Bundesbank.
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Monetary policy, central bank information, and bank lending: Evidence from German banks

Monetary policy announcements may contain new information about the central
bank’s perception of economic conditions

Banks are crucial in transmitting monetary policy. There is long-standing evidence that monetary policy affects bank
loan supply and the real economy through a bank-lending channel. Yet, when central banks announce a policy rate
decision, they also reveal information about their assessment of economic conditions. Recent studies show that the
non-monetary information contained in monetary policy announcements has macroeconomic implications that are
distinct from the conventional effects of monetary policy. Evidence shows, for instance, that the announcement of a
rate hike may reflect good news about the economy, stimulating economic activity. Moreover, existing theoretical work
shows that such information effects occur particularly when the announcement contains good news about the state of
financial conditions. This raises the question, how bank lending reacts to both the monetary as well as the non-
monetary component of central banks’ announcements.

Micro-level data allows for an in-depth analysis of information effects on bank
lending

In our study (List and Metiu, 2025) we add to research on the bank-lending channel of monetary policy transmission
by considering the role of central bank information effects. We examine how bank lending to non-financial
corporations (NFCs) reacts to central bank information shocks (CBI shocks) and to “pure” monetary policy shocks, i.e.,
those stripped of information effects (PMP shocks) identified as in Jarocinski and Karadi (2020). Germany's bank-
dominated financial system makes it ideal for this analysis.

We use a confidential bank-level panel data set that contains quarterly information on German bank balance sheets for
the period between 2002 and 2018. The data are collected by the Deutsche Bundesbank and comprise all NFC loans
larger than 1.5 million euros extended by banks domiciled in Germany, along with additional balance sheet figures.
After adjustments, our sample comprises a balanced panel of over 900 commercial, savings, and cooperative banks
that account for nearly 70% of total banking system assets in 2018.

Figure 1. Composition of banks in the sample, 2018
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Notes: This figure depicts the composition of banks in the sample by total assets, loans to non-financial corporations, and the number of
banks in 2018 (940 in total). Banks are categorized into the commercial bank sector, the savings bank sector, the cooperative bank sector,
and other banks (including mortgage banks, building and loan associations, and banks with special tasks).

SUERF Policy Brief, No 1189 2



Monetary policy, central bank information, and bank lending: Evidence from German banks

Bank lending to non-financial firms decreases after a conventional monetary
policy shock, but increases following a central bank information shock

Using bank-level panel local projections (Jordd, 2005), we find that a positive PMP shock - i.e., an unexpected monetary
policy rate tightening that is independent of information about economic fundamentals - leads to a statistically
significant reduction in the volume of bank loans to NFCs. The effect is economically meaningful: On average across all
banks, the loan volume decreases by around three-quarters of a percentage point one year after a one-standard-
deviation positive PMP shock. The effects are relatively persistent, as firms receive nearly one and a half percentage
points less credit relative to the pre-shock level three years after the shock.

The negative effects of a restrictive monetary policy shock on bank loans can be attributed to several mechanisms.
Firstly, policy rate tightening reduces banks' cash flows and increases indirect costs, negatively impacting the supply
of new loans. Additionally, it lowers banks' net worth by affecting the market value of their assets more than their
liabilities due to maturity transformation, potentially further reducing loan supply (Boivin et al., 2010; Ciccarelli et al.,
2015). Higher policy rates may also decrease firms' loan demand by raising borrowing costs (Bernanke and Gertler,
1995; Ciccarelli et al., 2015).

At the same time, we find that a positive CBI shock - i.e., an unexpected policy rate tightening that reflects non-
monetary information about economic fundamentals - leads to a statistically significant increase in the volume of loans
extended to non-financial firms. On average across all banks, the loan volume rises by more than one percentage point
one year after a one-standard-deviation positive CBI shock.

Our results complement recent evidence that news about economic fundamentals are an important component of
monetary policy surprises (Jarocinski and Karaddi, 2020; Andrade and Ferroni, 2021; Miranda-Agrippino and Ricco,
2021). Existing studies adopt the idea of a “central bank information” effect, whereby investors’ beliefs about the state
of the economy adjust in response to the central bank’s announcement (Jarocinski and Karadi, 2020).

Figure 2. Impulse responses for all banks
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Notes: Responses of German banks’ non-financial corporate loans to a positive, one-standard-deviation pure monetary policy (PMP) shock
(left panel) and central bank information (CBI) shock (right panel), identified as in Jarocinski and Karadi (2020). Average effects for all
banks in the sample (N = 913). Loan growth is winsorized at the 1st and 99th percentile. Shaded areas represent the 68% (dark gray) and
90% (light gray) confidence intervals based on Driscoll and Kraay (1998) standard errors.
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The rise in corporate loans after a central bank information shock is stronger for
small banks with more liquid balance sheets

We examine separately banks that differ in balance sheet characteristics that mainly influence the supply of credit
(Kashyap and Stein, 1995, 2000). Specifically, we group banks by the size and liquidity position of their balance sheets.
The results show that the decline in loans after a PMP shock is stronger for relatively small banks with less liquid
balance sheets, Hence, relatively small banks that have worse access to external finance are more responsive to PMP
shocks than larger banks, consistent with a bank lending channel of monetary policy transmission.

Moreover, we find that the increase after a positive CBI shock is stronger for relatively small banks with more liquid
balance sheets. Thus, when a policy rate tightening conveys good news about economic fundamentals, smaller and
more liquid banks use their extra liquidity to expand business lending. This result adds a new dimension to the role of
banks in the transmission of central bank policy. There are at least two potential explanations for why relatively small
banks might be more affected by a CBI shock. First, smaller banks might face more information asymmetries because
they have fewer resources to monitor economic conditions than larger banks (Holod and Peek, 2007). The information
shock is thus likely to have a higher novelty value for relatively small banks. Second, smaller banks might be more
collateral-constrained than larger banks. The rise in collateral values after a positive CBI shock may thus primarily
improve financing conditions for relatively small banks, allowing them to extend more loans. Our results are robust to
how we measure exogenous variation in monetary policy and central bank information, as well as to various choices
of measurement, sample composition, statistical inference, and model specification.

Figure 3. Impulse responses for smaller vs. larger banks grouped by liquidity
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Notes: Responses of German banks’ non-financial corporate loans to a positive, one-standard deviation pure monetary policy (PMP) shock
(left) and a central bank information (CBI) shock (right), identified as in Jarocinski and Karadi (2020). Top panel: Effects for banks with
the 25% lowest asset volume and liquidity ratio (blue); effects for banks with the 25% lowest asset volume and the 25% highest liquidity
ratio (red). Bottom panel: Effects for banks with the 25% largest total asset volume and the 25% lowest liquidity ratio (blue); effects for
banks with the 25% largest total asset volume and the 25% highest liquidity ratio (red). Loan growth is winsorized at the 1st and 99th
percentile. Shaded areas represent the 68% (dark shaded) and 90% (light shaded) confidence intervals based on Driscoll and Kraay (1998)
standard errors.
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Conclusion

We obtain two main results: First, a conventional policy rate tightening significantly reduces bank loans to non-
financial corporations, especially for smaller banks with less liquid balance sheets that are likely to have more
difficulties with raising external funding. Second, a policy rate tightening due to an information shock significantly
increases lending to NFCs, particularly by smaller banks with more liquid balance sheets that can use the extra liquidity
for corporate loans. This supports theoretical work suggesting that central bank information shocks reflect news about
financial conditions.
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