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Matteo & others’s paper

What they do

» Disentangle demand vs. supply credit mkt shocks

» Survey data: loan demand changes, changes in lending stds
due to i) variations in agents' net worth, ii) balance sheet
capacity

» Stick this info in recursive VARs, different specifications
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Matteo & others’s paper

Main findings

» Credit channel is operational

» Credit channel amplifies macroeconomic responses to a
mp shock

» The crisis triggered real effects — ECB’s actions dampened
the business cycle
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My reaction

» ldentification of credit demand vs. supply shocks — relevant
for policy purposes (optimal policy) also in "normal times"
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My reaction
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My reaction

» ldentification of credit demand vs. supply shocks — relevant
for policy purposes (optimal policy) also in "normal times"

» "Trusting the bankers" - clever way to go

» Comments on

1. identification of the mp shock

2. IRFs comparisons
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My reaction

» ldentification of credit demand vs. supply shocks — relevant
for policy purposes (optimal policy) also in "normal times"

» "Trusting the bankers" - clever way to go

» Comments on

1. identification of the mp shock
IRFs comparisons
"parsimonious" VAR
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Identification of the mp shock

» CVAR, [Y{; rt, Y3,]' Nx1 as in CEE (1999), Yj, empty set
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Identification of the mp shock

» CVAR, [Y{; rt, Y3,]' Nx1 as in CEE (1999), Yj, empty set

» Recursive economy: Warranted? Delayed effects: no clear
microfoundations, credit variables’s reaction?
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Identification of the mp shock

» CVAR, [Y{; rt, Y3,]' Nx1 as in CEE (1999), Yj, empty set

» Recursive economy: Warranted? Delayed effects: no clear
microfoundations, credit variables’s reaction?

» DGP: contemporaneous effects? [most DSGE models have
them .. ]
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Identification of the mp shock

» CVAR, [Y{; rt, Y3,]' Nx1 as in CEE (1999), Yj, empty set

» Recursive economy: Warranted? Delayed effects: no clear
microfoundations, credit variables’s reaction?

» DGP: contemporaneous effects? [most DSGE models have
them .. ]

> Issue: ¢f = a1 (&)ut +ax(8)uf + ... + an(E)ul [CFP(09)]
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Identification of the mp shock

» CVAR, [Y{; rt, Y3,]' Nx1 as in CEE (1999), Yj, empty set

» Recursive economy: Warranted? Delayed effects: no clear
microfoundations, credit variables’s reaction?

» DGP: contemporaneous effects? [most DSGE models have
them .. ]

> Issue: ¢f = a1 (&)ut +ax(8)uf + ... + an(E)ul [CFP(09)]
» Empirical relevance? An experiment with U.S. data
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A DSGE model for the U.S. economy

INFLATION OUTPUT GAP NOMINAL RATE
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DSGE vs. Cholesky-VAR, MonteCarlo

INFLATION OUTPUT GAP NOMINAL RATE
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|dentification issue, mp shock (and not only ...)

> Cholesky-VAR IRFs: reliable?
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> Cholesky-VAR IRFs: reliable?
» Double check with alternative identification strategies,
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|dentification issue, mp shock (and not only ...)

> Cholesky-VAR IRFs: reliable?
» Double check with alternative identification strategies,
e.g.
» short & long run restrictions (BL 2008);

> sign restrictions (Faust 1998, Uhlig 2005, Canova &
coauthors,...)
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Role of credit channel - claim

» "The impacts on the variables of interest [...] in a system
where the loan supply has been closed down [...] are
significantly different in magnitude and timing from the
responses obtained in a full system, particularly in the Euro

area." (page 24)
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Role of credit channel - claim

» "The impacts on the variables of interest [...] in a system
where the loan supply has been closed down [...] are
significantly different in magnitude and timing from the
responses obtained in a full system, particularly in the Euro
area." (page 24)

> ?
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Role of credit channel - U.S.
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Role of credit channel - Euro area
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IRFs comparison

» Uncertainty over counterfactuals: Formal tests
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IRFs comparison

» Uncertainty over counterfactuals: Formal tests
» D, CD tests (Olivei and Teynero, 2010)
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VAR specification

> All VAR specifications: 1 lag
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VAR specification

> All VAR specifications: 1 lag

» U.S. data, sample 1992Q3-2008Q2, VAR: inflation, output
gap, ffr
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VAR specification

> All VAR specifications: 1 lag

» U.S. data, sample 1992Q3-2008Q2, VAR: inflation, output
gap, ffr

» LLik: VAR(1)=31.03770; VAR(3)=79.76083
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VAR specification

>

All VAR specifications: 1 lag

U.S. data, sample 1992Q3-2008Q2, VAR: inflation, output
gap, ffr

LLik: VAR(1)=31.03770; VAR(3)=79.76083
VAR(1) — serial correlation; VAR(3) white noise errors
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VAR specification

>

All VAR specifications: 1 lag

U.S. data, sample 1992Q3-2008Q2, VAR: inflation, output
gap, ffr

LLik: VAR(1)=31.03770; VAR(3)=79.76083
VAR(1) — serial correlation; VAR(3) white noise errors
IRFs to a mp shock?
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VAR -1 lag

Role of VAR lags - infl reaction to a mp shock
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» Optimal lag selection needed

-0.06
15

15

Milan, 5th PIERO MONCASCA workshop



Wrapping up
.

Wrapping up

Wrap up

» Disentangle credit demand vs. supply shocks - relevant for
policymakers

» | would like to see ...

1. Alternative (non-recursive) identification strategies
2. Formal tests to compare IRFs

3. Optimal choice of the VAR lags

. in a revised version which | look forward to reading!
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