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Discussion overview

State-dependent effect of monetary policy through banks

Summary of paper

empirical facts
competitive banking model with endogenous deposit spreads
quantitative GE model

Comment

The model matches the data, but source of state dependence
(whether from deposit-wealth MPC or alternative) could be
further clarified
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Empirical facts
State-dependent effect of monetary policy transmission through banks

Local projections macro- and banking aggregates 1985:Q1-2019:Q4

Effects from tighter monetary policy differ by FFR level

Low FFR Level (< 4%)
↓

Banks’ NIM (RL − RD) ↑

Shift to higher RD accounts
Pronounced decline in GDP

No effect on prices

High FFR Level (> 4%)
↓

Banks’ NIM (RL − RD) ↓

Smaller shift to high RD

Small change in GDP
No effect on prices

Robustness:
preGFC period
alternative MP shocks
different FFR threshold rates etc...
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Model: positive spreads with competitive banks
Rationalizes state-dependent effect of monetary policy transmission

Policy rate Rt
Loans to firms
Rl

t = Rt + εℓ

Banks: Loans = Deposits

Attentive depositors (at, Rat) Inattentive depositors (it = 1 − at, Rit)

Households’ heterogeneous attention to deposit rates: it + at = 1

Value of deposit j: Vj,t = (Rt − Rjt) +
1−δ
Rt

EtVj,t+1, j ∈ {a, i}

Banks and households matching:
mat = µ(δat)

ςv1−ς
at and mit = µ(δit)ςv1−ς

it

cost of attracting vjt deposits is τjvjt with τi > τa; all deposits match

Zero profit condition (free entry): τj = µ1/(1−ς) × Vj,t

Steady state equilibrium spread R − Rj =
τj

µ1/(1−ς)

(
1 − 1−δ

R
)

properties

1. spread is increasing in R
2. spread response to a rise in R is decreasing in R
3. since τi > τa: inattentive spread more sensitive to changes in R
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Adding social dynamics
Law of motions for it and at

Social dynamics: ω(Rt) = χ(4Rt − 4)2 for pronounced state-dependence

it+1 =it(1 − κi)− ω(Rt)atit(1 − κi) + κaat

at+1 =it(1 − κa) + ω(Rt)atit(1 − κi) + κiit

prob(it → at+1) > 0 higher spreadi > spreadi without dynamics

prob(at → it+1) < 0 smaller spreada < spreada without dyanamics
Implications for NIM: = Rt + εℓ − (atRa,t + itRi,t)
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Adding social dynamics
Law of motions for it and at

Social dynamics: ω(Rt) = χ(4Rt − 4)2 for pronounced state-dependence

it+1 =it(1 − κi)− ω(Rt)atit(1 − κi) + κaat

at+1 =it(1 − κa) + ω(Rt)atit(1 − κi) + κiit

prob(it → at+1) > 0 higher spreadi > spreadi without dynamics

prob(at → it+1) < 0 smaller spreada < spreada without dyanamics
Implications for NIM: = Rt + εℓ − (atRa,t + itRi,t)

Effect on NIM from rise in Rt

1. (+) Reduction in value through
discounting requires offsetting rise in
NIM

2. (−) Increases attentive share →
reduces spread

3. (+) Higher Rt increases future
it+1 → at+2; reduces future spreads,
must be offset by higher NIMt

Effect on NIM from rise in at

1. (−) Higher share in attentive
reduces spread

2. (+) (If at < 0.5 & high Rt)
higher prob. of it → at+1
reduction in future spreads needs
offsetting rise in current NIM
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PE model matches NIM response to MP shockdepositors is substantially higher (about 55 percent). This fraction is consistent with survey

evidence from high-rate periods showing that roughly half of consumers are unaware of the interest

rate on their savings accounts (see Financial Conduct Authority [2023] and Blatt [2025]).

Figure 6: Dynamic response to monetary policy shock: NIM

0 5 10
Quarters

-0.4

-0.3

-0.2

-0.1

0

0.1

0.2

0.3

0.4
AP

R
, n

et

Net Interest Margin, Low Rate State

Data (Mean, 90% Bands)
Model

0 5 10
Quarters

-0.4

-0.3

-0.2

-0.1

0

0.1

0.2

0.3

0.4

AP
R

, n
et

Net Interest Margin, High Rate State

Data (Mean, 90% Bands)
Model

0 5 10
Quarters

-0.5

-0.4

-0.3

-0.2

-0.1

0

0.1

AP
R

, n
et

NIM Difference: High vs Low Rate State

Data (Mean, 90% Bands)
Model

Note: This figure compares the theoretical impulse response functions from the estimated partial equi-
librium banking model with their empirical counterparts discussed in Section 3. Solid lines represent
the model-generated IRFs, while solid lines with "x" markers indicate the corresponding empirical IRFs.
The shaded areas denote the 90 percent confidence intervals for the empirical IRFs.

Figure 6 shows the responses of nimt in the high- and low-interest-rate states, as well as the

di!erences between those responses, when the model is evaluated at the estimated posterior mode

parameters. The figure compares these model-based responses with their empirical counterparts,

obtained using the recursive monetary policy shock measure. The key finding is that the model

closely matches the empirical responses. In fact, once sampling uncertainty is taken into account,

the null hypothesis that the response functions are identical cannot be rejected.

Panel A of Figure 7 shows the responses of nimt in the high- and low-interest-rate states as

well as the di!erences between these responses when the model is evaluated at the posterior mode

of the estimated parameters, except for ⇀, which we set to zero. This counterfactual simulation

isolates the contribution of endogenous social dynamics to the response of nimt to a monetary

policy shock. Without endogenous social dynamics, the model fails to replicate the empirical

responses - particularly the decline in nimt after a monetary policy shock in the high-interest-rate

state.

Panel B of Figure 7 shows the responses of nimt for a version of the model where ⇀ = 0 is

imposed and all other parameters are re-estimated.10 The new parameter estimates dampen the
10The posterior mode of the estimated parameters is ϑa = 0.00595, ϑi = 0.06071, ϖ = 0.08782, ϱa/µ

1
1→ω = 0.02294,

26

Social dynamics ω(Rt) = χ(4Rt − 4)2 critical for state-dependence

Back-of-the-envelope: roughly $60b differential shift in agg demand (NIM
difference between low and high Rt is $150b ×0.4 MPC)

Contraction in aggregate demand is larger when tightening in low Rt state
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Quantitative GE model
Embed partial equilibrium mechanism into medium-scale DSGE based on
Christiano, Eichenbaum, and Evans (2005)
Permanent income HH always attentive, high MPC hand-to-mouth HH
transition b/w aH

t & iIt

policy shock along with the corresponding estimated counterparts from Section 4.18

Figure 8: Estimated general equilibrium model. Impulse responses to a monetary policy shock of
100 b.p. annualized. NIM and real GDP: data vs. model. Units in deviation from steady state or
data baseline, respectively.
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Note: This figure compares the theoretical impulse response functions (IRFs) generated from the es-
timated general equilibrium banking model with their empirical counterparts discussed in Section 3.
Solid lines represent the model-generated IRFs. Solid lines with “x” markers depict the corresponding
empirical IRFs. The shaded areas represent the 90 percent confidence bands for the empirical IRFs.

Two key results emerge from that figure. First, as in the partial equilibrium model, the response

of NIM is state dependent: a monetary policy shock raises NIM when interest rates are low but

lowers it when interest rates are high. The intuition for this results is the same as in the partial

equilibrium model. Second, the magnitude of the real responses to a monetary policy shock is

state dependent for all variables except wages (see the Appendix) and the policy rate. The peak

decline in aggregate output is approximately twice as large in the low-interest-rate regime relative

to the high-interest-rate regime. The underlying mechanism for this result is discussed in Section

4.4.

We conclude that our general equilibrium model is consistent with the view that state de-
18The Appendix reports the impulse response function for consumption, investment and the real wage.

41

Estimated model fits data well: state-dependent NIM response fully
explains state-dependent GDP
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Related state-dependent mechanism reversal interest rate
Abadi-Brunnermeier-Koby, AER 2023

At low interest rates, Rt < Rrev
t (reversal rate), tightening can be expansionary

Mechanism
When Rt < Rrev

t ⇒ banks’ NIM low ⇒ weak profits ⇒ low net worth ⇒
constrained credit supply

Rate increase (imperfect deposit rate pass-through) ⇒ NIM widens

Higher NIM ⇒ stronger profits & rise in net worth ⇒ lending expands

Yes. Both mechanisms imply higher NIM in a low-rate environment

But, tightening below the reversal rate is expansionary via the bank
net-worth channel, but contractionary through the depositor MPC
channel

Interesting that MPC out of deposit income channel can be quantitatively
so strong in light of usually potent bank net worth channel
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Possible alternatives channels through credit supply
To match: low rate regime & rate up, NIM up, GDP contraction

Data also shows that loan yield rises more in low Rt regime

Figure 2: Core NIM Components

Panel A: Time Deposit Rate minus Saving Deposit Rate

No State-Dependence

(a) Baseline

Allowing for State Dependence

(b) Low Rate State (c) High Rate State (d) High vs Low

Panel B: Time Deposit Volume over Saving Deposit Volume

(e) Baseline (f) Low Rate State (g) High Rate State (h) High vs Low

Panel C: Loan interest income rate

(i) Baseline (j) Low Rate State (k) High Rate State (l) High vs Low

Note: Note: Solid Lines in the first three columns depict point estimates of the response of a variable
to a 100 b.p. contractionary shock to monetary policy. The solid line in the fourth column depicts
the di!erence between the point estimates of a variable’s response in the low and high rate state. The
shaded areas in all figures depict the 68% (darker) and 95% (lighter) confidence intervals.

10

Contractionary monetary policy in low Rt state

Stronger rise in loan rate feeds into higher NIM to bank owners
(potentially differential MPC effects)
Also lowers NPV on firms’ projects & reduces investment, GDP
Would also differentially lower stock market valuation
Model currently does not (?) feature state-dependence in loan rates
Could add via reduced form adverse selection mechanisms: so banks
increase loan rates by less when rate levels are already high to
prevent lower quality borrowers from selecting into bank loans
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Miscellenous observations
1. Surprised by the no price level response to monetary policy

Figure 3: Aggregate Outcomes

Panel A: Real Log S&P500

No State-Dependence

(a) Baseline

Allowing for State Dependence

(b) Low Rate State (c) High Rate State (d) High vs Low

Panel B: Log Real Per Capita GDP

(e) Baseline (f) Low Rate State (g) High Rate State (h) High vs Low

Panel C: Log PCE Price Index

(i) Baseline (j) Low Rate State (k) High Rate State (l) High vs Low

Note: Solid Lines in the first three columns depict point estimates of the response of a variable to a 100
b.p. contractionary shock to monetary policy. The solid line in the fourth column depicts the di!erence
between the point estimates of a variable’s response in the low and high rate state. The shaded areas
in all figures depict the 68% (darker) and 95% (lighter) confidence intervals.
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2. Blickle, Li, Lu, and Ma (2025) have also time-varying
attentive/inattentive depositors (and state-dependence in MP) without
assuming social interactions
Depositors differ in rate sensitivity: “attentive” ones value returns more
than transaction services
QE draws rate-sensitive depositors into banks, making them vulnerable
when rates rise and they withdraw

3. Robustness of facts to pre-GFC vs. full sample is interesting. Secular
increase in non-bank intermediation & secular decline in deposit share of
savings accelerated post-GFC (e.g., Buchak, Matvos, Piskorski, and Seru,
2024) should have dampened any bank-based transmission mechanism.
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Conclusion

Impressive paper with interesting empirical facts, an elegant
mechanism, and interesting macro-implications

Strong model fit—but is the data fact driven by deposit‐wealth
MPC alone or additional other mechanisms (e.g., state‐dependent
loan rate adjustment)?
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