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		Abstract

		The effect of bank capital on lending is a critical determinant of the linkage between financial conditions and real activity, and has received especial attention in the recent financial crisis. We use panel-regression techniques - following Bernanke and Lown (1991) and Hancock and Wilcox (1993, 1994) - to study the lending of large bank holding companies (BHCs) and find small effects of capital on lending. We then consider the effect of capital ratios on lending using a variant of Lown and Morganâ€™s (2006) VAR model, and again find modest effects of bank capital ratio changes on lending. These results are in marked contrast to estimates obtained using simple empirical relations between aggregate commercial-bank assets and leverage growth, which have recently been very influential in shaping forecastersâ€™ and policymakersâ€™ views regarding the effects of bank capital on loan growth. Our estimated models are then used to understand recent developments in bank lending and, in particular, to consider the role of TARP-related capital injections in affecting these developments. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
	

	
    

    
	

	
	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Berrospide,  Jose M. and Edge,  Rochelle M., The Effects of Bank Capital on Lending: What Do We Know, and What Does It Mean? (August 17, 2010). CAMA Working Paper Series 26/2010,  Available at SSRN: https://ssrn.com/abstract=1670506 or http://dx.doi.org/10.2139/ssrn.1670506 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Jose M. Berrospide (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
						
						


						
					
					[image: Board of Governors of the Federal Reserve System]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Board of Governors of the Federal Reserve System  ( email )

			

			
			
				
				
				
					20th Street and Constitution Avenue NW
Washington, DC  20551
United States
(202) 452-3590 (Phone)

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Rochelle M. Edge

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
						
						


						
					
					[image: Board of Governors of the Federal Reserve System]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Board of Governors of the Federal Reserve System  ( email )

			

			
			
				
				
				
					20th Street and Constitution Avenue NW
Washington, DC  20551
United States
(202) 452 2339 (Phone)
(202) 736-5638 (Fax)

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				      593

			

		
		
		
			Abstract Views

			    4,286

		

		
		 
		
			Rank

			   35,673

		

		
	


	
		
            
            	       60 Citations
		

	

	
		
			
				       32 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    S&P Global Market Intelligence Research Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                S&P Global Market Intelligence Research Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            2,570

                                    

                                    
                                        PAPERS

                                           40,900

                                    

                                

                                
                            

                        

                    

                
	
                    Banking & Insurance eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Banking & Insurance eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,782

                                    

                                    
                                        PAPERS

                                           31,802

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        RenÃ© M. Stulz at Ohio State University (OSU) - Department of Finance

                                    

                                
                            

                        

                    

                


            

            
                
                

                	
                    Financial Crises eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Financial Crises eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,714

                                    

                                    
                                        PAPERS

                                            7,270

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        RenÃ© M. Stulz at Ohio State University (OSU) - Department of Finance

                                    

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Mitigating the Procyclicality of Basel II

                        
                            By
                                
                                
                                    
                                    Rafael Repullo, 
                                    
                                
                                    
                                    Jesus Saurina Salas, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Mitigating the Pro-Cyclicality of Basel II

                        
                            By
                                
                                
                                    
                                    Rafael Repullo, 
                                    
                                
                                    
                                    Jesus Saurina Salas, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Financial Sector Pro-Cyclicality: Lessons from the Crisis

                        
                            By
                                
                                
                                    
                                    Fabio Panetta, 
                                    
                                
                                    
                                    Paolo Angelini, ...
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            The Effects of Bank Capital on Lending: What Do We Know, and What Does it Mean?

                            
                                By
                                    
                                    
                                        
                                        Jose M. Berrospide
                                         and 
                                    
                                        
                                        Rochelle M. Edge
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Procyclical Effects of Bank Capital Regulation

                            
                                By
                                    
                                    
                                        
                                        Rafael Repullo
                                         and 
                                    
                                        
                                        Javier Suarez
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Procyclical Effects of Bank Capital Regulation

                            
                                By
                                    
                                    
                                        
                                        Rafael Repullo
                                         and 
                                    
                                        
                                        Javier Suarez
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Countercyclical Capital Buffer of Basel III: A Critical Assessment

                            
                                By
                                    
                                    
                                        
                                        Rafael Repullo
                                         and 
                                    
                                        
                                        Jesus Saurina Salas
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Earnings and Capital Management in Alternative Loan Loss Provision Regulatory Regimes

                            
                                By
                                    
                                    
                                        
                                        Jesus Saurina Salas, 
                                        
                                    
                                        
                                        Daniel Perez, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Does Macro-Pru Leak? Evidence from a UK Policy Experiment

                            
                                By
                                    
                                    
                                        
                                        Shekhar S. Aiyar, 
                                        
                                    
                                        
                                        Charles W. Calomiris, ...
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
			
				
			
			
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l200 in   0.101 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
