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Unintended consequences: this paper
« Zoom on German “credit-saturated” market
+ Real-estate credit and prices
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Consequences for financial stability
+ Treated banks’ HY exposure increases 1.5pp
« Treated banks’ portfolio concentration increases 3%



BRIEF BACKGROUND ON ECB CORPORATE BOND PURCHASES
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CSPP ANNOUNCEMENT EFFECT ON CREDIT SPREADS (GSS 2019)
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Identification Strategy: DiD comparing banks highly exposed to
CSPP-eligible firms with those less exposed

Result: Relative to control, treated banks reduce credit to CSPP firms by
1.6pp and increase credit to REAMs by similar amount

Treatment vs. control: share of CSPP firms in 2015 portfolio < median

+ =2 120 treated vs. 120 control German banks

« Identical on many dimensions, except...
- total loans (EUR 3bn for treatment, EUR 1.8bn for control)
« capital ratio (171% for treatment, 16.1% for control)
«+ share REAM (17% for treatment, 23% for control)
« — possible threats to identification, alternative stories for why
treated banks re-allocate to REAMs (relative to control)

« Solution:
- control for bank size, capital ratio in regression;
« matched sample based on size and profitability; suggestion: maybe
include initial REAM share? capital ratio?



NON-FINANCIAL CORPORATE BORROWERS

Panel B: Deseriptive Sratistics on the Industry Lovel

# of Avg, Loan Portfolioc  Date of Total Assets (€m Empl./ Debt

Industry Firms Amount (€m)  Share (%)  Incorp.  Mean  p25  ps0 iE] Toas Toas
“Eligibles 563 09.29 TAN 1001 18531 171 1440 19454 131 050
RE - Asset Management 21,387 TN 20,25 PN 29 5 10 s ] 027 0,83
RE - Development 15.210 048 13.92 2005 35 5 11 21 0.24 0.86
RE - Construction G307 S 104 19498 18 i T 15 1.56 0.85
Transport 5,974 1234 3.8 M2 10 5 1] M 243 .81
Electricity 810 5,20 HE a8 i 7 17 .40 .82
Manuifact uring 5.00 10.99 1989 T4 G 12 30 7.01 0.67
Professional Activities 16.65 11.61 01 7 T 21 95 LG4 068
Administrative Activities 1,375 538 205 Ml 76 5 (1] . 1} 1.94 0.76
Wholesale and Retadl Trade 12,460 1.51 =24 1991 Is i -] 17 586 0.76
Health 3415 535 4.3 1997 od 7 17 55 1150 0.60
Wites 72 802 1,30 1005 14 7 4 33 2.86 0.70
Accomrlation 1,316 175 120 2003 12 4 [ 11 552 .54
Other Industries 1.232 1.91 242 1904 39 | 8 16 3.56 0.69

Other threats to identification

+ CSPP firms are very large multi-nationals; who are their lenders?

- Give a list of the largest treated and control banks? Split further
between (a) landesbanks, (b) sparkasse, (c) multi-national banks?
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+ Post CSPP, treated banks end up “under-invested” and
“over-capitalized”;

« With bank equity capital issuance costly, treated banks do not return
capital to shareholders, but rather look for re-investment alternatives;

« Industries best able to rapidly take advantage of attractive bank
funding conditions?

+ REAMSs? Yes. They are “financial intermediaries” — they own apartments
(financed mostly with debt) and rent them out

« Traditional industrial and service firms? Not really. Upon sudden supply
of funding, takes time to deploy towards investing activities.

Explanation that leads to other questions

» Why did treated banks not invest temporarily into corporate bonds?
(quick way to deploy excess capital)
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Response of rents and the mechanism:

« REAMs use new debt funding to purchase and rent out apartments
- either these apartments were previously rented out, in which case rental
apartment supply is unchanged;
+ or these apartments were previously owner occupied, in which case
rental apartment supply increases
« If apartment rental demand unchanged, why did rents increase?
« Price-rent ratio 1 not necessarily sign of “over-valuation”



