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Research Question and Findings

How does the exposure to negative interest rates impact bank behavior?

Find
Swiss retail banks with higher SNB reserves
 Cut reserves relatively more
 Lend more at higher margins
 Higher fee income

Identification
 Exemption threshold worth 20 times a bank’s minimum reserve requirement
 Alternative treatment intensity

 Exposed reserves + net interbank position
 Deposit share
 Rate on sight deposits-ZLB
 LCR-exemption threshold
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My Overall Impression

How does the exposure to negative interest rates impact bank behavior?

Exciting research question +highly policy relevant.
Rare empirical evidence, here rich, comprehensive microdata! 

But
Do you actually analyze the effect of a funding subsidy on retail banks?

Concerns
1. Incomplete sample? Only retail banks? 

Representative of the Swiss banking sector?
Interbank +swap market are key, no counterparties? 

2. Adjustments? treatment is totally static => maybe split SR and LR period
3. No control variables, no interaction

Do  banks manage a balance sheet or one asset class in a isolation?
=> Study in a Vacuum
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Sequence of Events

4

18 Dec2014
July 2013

Pre 2013Q2-2014Q4

June 2016

Basel III

SNB Announcement:
Lower bound -75bps
Effective 22 Jan, 2015 

15 Jan2015

i)   Target range (-75 bps,+25 bps)
ii)  CHF shock

Pre 2015Q1-2016Q2

Feb 2014

CCyB to 2%



Background: Exemption Threshold
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⇒ Not static, has a dynamic component
⇒ Transitions/Switchers 

Aren’t those of interest?
⇒ Adjustments … how?
⇒ In new “steady state”: What has changed? Who?

http://www.snb.ch/en/mmr/reference/pre_20141218/source/pre_20141218.en.pdf



Data on Switzerland

FINMA Supervisory database

50 retail banks (later + 46 wealth management banks)
July 2013-Dec 2014 pre
Jan 2015-June 2016 post

 Balance sheets (monthly)
 Regulatory measures (quarterly)
 Income statements (semi-annual)
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Empirical setup

𝑌𝑌𝑖𝑖𝑖𝑖 = 𝛼𝛼 + 𝛽𝛽𝐸𝐸𝐸𝐸2014𝑚𝑚𝑚𝑚 + 𝛾𝛾𝛾𝛾𝛾𝛾𝛾𝛾𝛾𝛾2015𝑚𝑚𝑚 + 𝜹𝜹 𝑷𝑷𝑷𝑷𝑷𝑷𝑷𝑷𝟐𝟐𝟐𝟐𝟐𝟐𝟐𝟐𝟐𝟐𝟐𝟐𝑬𝑬𝑬𝑬𝟐𝟐𝟐𝟐𝟐𝟐𝟐𝟐𝟐𝟐𝟐𝟐𝟐𝟐 + 𝜀𝜀𝑖𝑖𝑖𝑖 (1)

𝑌𝑌𝑖𝑖𝑖𝑖 = 𝛼𝛼 + 𝜸𝜸 𝑷𝑷𝑷𝑷𝑷𝑷𝑷𝑷𝟐𝟐𝟐𝟐𝟐𝟐𝟐𝟐𝟐𝟐𝟐𝟐𝑬𝑬𝑬𝑬𝟐𝟐𝟐𝟐𝟐𝟐𝟐𝟐𝟐𝟐𝟐𝟐𝟐𝟐 + 𝐹𝐹𝐹𝐹𝑏𝑏′ + 𝐹𝐹𝐹𝐹𝑚𝑚′ + 𝜀𝜀𝑖𝑖𝑖𝑖 (2)

𝑌𝑌𝑖𝑖𝑖𝑖 balance sheet ratios or log changes
𝐸𝐸𝐸𝐸2014𝑚𝑚𝑚𝑚 excess reserves in % of TA

= �𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑖𝑖,2014𝑚𝑚𝑚𝑚−𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝑖𝑖,2014𝑚𝑚𝑚𝑚
𝑇𝑇𝑇𝑇𝑖𝑖,2014𝑚𝑚𝑚𝑚

time-INvariant
really 2014m12, why not 2014m11?

𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃2015𝑚𝑚𝑚 treatment period
𝐹𝐹𝐹𝐹𝑏𝑏′ FE bank, demeaning
𝐹𝐹𝐹𝐹𝑡𝑡′ FE time, demeaning
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I Incomplete Sample?

Does any bank in your sample really pay negative rates to the SNB? 

Banks in your sample actually rise their CB reserves and liquid assets.

=> “Do you analyze how a funding subsidy impacts retail banks.”

Banks with below median exposure

Banks with above median exposure

=> No control group, no counterfactual?
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I Incomplete Sample? Only retail banks?

Comprehensive analysis needs to incorporate all banking groups! Why?
a) Banks counterparties on interbank market

- Repo market
- Swap market

 Are your banks only benefitting from it, absorbing liquidity on repo market? 
But who pays?

b) Inherent heterogeneity
 Cantonal banks included? All? => some with government guarantee?
 Raiffeisen: legal structure, common clearing bank …
What is the market share of all banks you analyze?

Suggestion:
 Just control for fx exposure. 
 Big banks, Raiffeisen, Wealth Managers, Cantonal Banks

=> all key for financial stability and MP transmission.
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2 No Dynamic Adjustment
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Pre 2013/Q2-2014Q4 Pre 2015/Q1-2016Q2

Announcement 

i)   Implementation neg rates
ii)  CHF shock



2 No Dynamic Adjustment (Fig 9, your sample)

 In 2015q3 reserves 
have adjusted, 
=> interbank 
market mechanisms. 

 Do your regressions 
capture this?

 SR: How to banks adjust to the new environment? Transitions
=> interbank market

 LR: How did banks behave after changing their status? Switchers?
How do banks behave still paying for negative rates?
(Business models? Lending? Risk?) 
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3 No Control Variables
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 Aren’t balance sheet measures are interconnected? Interactions?
Do banks manage a balance sheet or one item in isolation?

 Control variables should absorb changes unrelated to your negative 
rates.

 Regulatory measures also have a more holistic view.

 Phase-in period of Basel III 
=> changes in regulatory standards?



Open issues: …sample, ..missing controls, dynamics, interactions
… or new puzzles?

“Banks’ profitability has thus suffered in the period after Jan 2015, but less so for 
banks with relatively higher levels of exposed reserves.”
Intuitive?

“banks have shortened balance sheet …. Through relatively larger reductions in 
wholesale funding than through reduction in deposit funding”
Does this contrasts with the traditional “bank-lending channel”?

13



Open issues: …missing controls, dynamics, interactions
… or new puzzles?

Concentration
“Banks focused on more concentrated mortgage markets have managed to 
increase their interest earned relatively more …
… Model 2 with fixed effects suggests just the opposite…”
How do you get the market shares for big banks, Raiffeisen etc? 
Based on different samples?

Market Power
“… the fact that the bank could not set lower deposit rates … may signal limited
market power in the deposit market”
But at the same time market power in the mortgage market?
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Open issues

FX Effect
“Partial substitution of liquid assets in CHF with those denominated in other 
currencies may have contributed to the SNB’s objective of weakening the Swiss 
Franc”
 Into which currencies?
 Why? Cash-in the fx jump?
 Carry trades, expecting further appreciation? … but why EUR
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Other (minor) issues

 Different Samples from risk-taking analysis, the interbank market study, 
market power

 You do not have any bank with zero exposure (constant and FE).

Additional Suggestions
 Compare to IOER in US!
 Include seasonal dummies to address window dressing
 Try some placebo dates
 Drop 2014m12 and 2015m1?
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Conclusions

How does the exposure to negative interest rates impact bank behavior?

Find: Swiss retail banks with higher SNB reserves
 Cut reserves relatively more
 Lend more at higher margins
 Higher fee income

Identification
 Exemption threshold worth 20 times a bank’s minimum reserve requirement and 

alternatives

But Do you actually analyze the effect of a funding subsidy on retail banks!
Concerns:
1. Only retail banks? Representative? 

Counterparties on the interbank +swap market key
2. No adjustments?
3. No control variables, no interaction. Don’t banks manage a balance sheet?
=> Analysis in a vacuum?
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Thank you


	Discussion:�“How banks respond to negative interest rates:�Evidence from the Swiss exemption threshold”���C Basten and M Mariathasan
	Research Question and Findings
	My Overall Impression�
	Sequence of Events
	Background: Exemption Threshold
	Data on Switzerland
	Empirical setup
	I	Incomplete Sample?
	I	Incomplete Sample? Only retail banks?
	2	No Dynamic Adjustment
	2	No Dynamic Adjustment (Fig 9, your sample)
	3	No Control Variables
	Open issues: …sample, ..missing controls, dynamics, interactions�… or new puzzles?
	Open issues: …missing controls, dynamics, interactions�… or new puzzles?
	Open issues
	Other (minor) issues
	Conclusions
	Slide Number 18


<<

  /ASCII85EncodePages false

  /AllowTransparency false

  /AutoPositionEPSFiles true

  /AutoRotatePages /PageByPage

  /Binding /Left

  /CalGrayProfile (Gray Gamma 2.2)

  /CalRGBProfile (sRGB IEC61966-2.1)

  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)

  /sRGBProfile (sRGB IEC61966-2.1)

  /CannotEmbedFontPolicy /Warning

  /CompatibilityLevel 1.6

  /CompressObjects /Tags

  /CompressPages true

  /ConvertImagesToIndexed true

  /PassThroughJPEGImages false

  /CreateJobTicket false

  /DefaultRenderingIntent /Default

  /DetectBlends true

  /DetectCurves 0.1000

  /ColorConversionStrategy /LeaveColorUnchanged

  /DoThumbnails false

  /EmbedAllFonts true

  /EmbedOpenType false

  /ParseICCProfilesInComments true

  /EmbedJobOptions true

  /DSCReportingLevel 0

  /EmitDSCWarnings false

  /EndPage -1

  /ImageMemory 1048576

  /LockDistillerParams true

  /MaxSubsetPct 100

  /Optimize true

  /OPM 1

  /ParseDSCComments true

  /ParseDSCCommentsForDocInfo false

  /PreserveCopyPage false

  /PreserveDICMYKValues true

  /PreserveEPSInfo false

  /PreserveFlatness true

  /PreserveHalftoneInfo false

  /PreserveOPIComments false

  /PreserveOverprintSettings true

  /StartPage 1

  /SubsetFonts true

  /TransferFunctionInfo /Apply

  /UCRandBGInfo /Remove

  /UsePrologue false

  /ColorSettingsFile ()

  /AlwaysEmbed [ true

    /SymbolMT

    /Wingdings-Regular

  ]

  /NeverEmbed [ true

  ]

  /AntiAliasColorImages false

  /CropColorImages true

  /ColorImageMinResolution 150

  /ColorImageMinResolutionPolicy /OK

  /DownsampleColorImages true

  /ColorImageDownsampleType /Bicubic

  /ColorImageResolution 150

  /ColorImageDepth -1

  /ColorImageMinDownsampleDepth 1

  /ColorImageDownsampleThreshold 1.00000

  /EncodeColorImages true

  /ColorImageFilter /DCTEncode

  /AutoFilterColorImages true

  /ColorImageAutoFilterStrategy /JPEG

  /ColorACSImageDict <<

    /QFactor 0.76

    /HSamples [2 1 1 2] /VSamples [2 1 1 2]

  >>

  /ColorImageDict <<

    /QFactor 0.76

    /HSamples [2 1 1 2] /VSamples [2 1 1 2]

  >>

  /JPEG2000ColorACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 15

  >>

  /JPEG2000ColorImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 15

  >>

  /AntiAliasGrayImages false

  /CropGrayImages true

  /GrayImageMinResolution 150

  /GrayImageMinResolutionPolicy /OK

  /DownsampleGrayImages true

  /GrayImageDownsampleType /Bicubic

  /GrayImageResolution 150

  /GrayImageDepth -1

  /GrayImageMinDownsampleDepth 2

  /GrayImageDownsampleThreshold 1.00000

  /EncodeGrayImages true

  /GrayImageFilter /DCTEncode

  /AutoFilterGrayImages true

  /GrayImageAutoFilterStrategy /JPEG

  /GrayACSImageDict <<

    /QFactor 0.76

    /HSamples [2 1 1 2] /VSamples [2 1 1 2]

  >>

  /GrayImageDict <<

    /QFactor 0.76

    /HSamples [2 1 1 2] /VSamples [2 1 1 2]

  >>

  /JPEG2000GrayACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 15

  >>

  /JPEG2000GrayImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 15

  >>

  /AntiAliasMonoImages false

  /CropMonoImages true

  /MonoImageMinResolution 1200

  /MonoImageMinResolutionPolicy /OK

  /DownsampleMonoImages true

  /MonoImageDownsampleType /Bicubic

  /MonoImageResolution 600

  /MonoImageDepth -1

  /MonoImageDownsampleThreshold 1.00000

  /EncodeMonoImages true

  /MonoImageFilter /CCITTFaxEncode

  /MonoImageDict <<

    /K -1

  >>

  /AllowPSXObjects false

  /CheckCompliance [

    /None

  ]

  /PDFX1aCheck false

  /PDFX3Check false

  /PDFXCompliantPDFOnly false

  /PDFXNoTrimBoxError true

  /PDFXTrimBoxToMediaBoxOffset [

    0.00000

    0.00000

    0.00000

    0.00000

  ]

  /PDFXSetBleedBoxToMediaBox true

  /PDFXBleedBoxToTrimBoxOffset [

    0.00000

    0.00000

    0.00000

    0.00000

  ]

  /PDFXOutputIntentProfile (None)

  /PDFXOutputConditionIdentifier ()

  /PDFXOutputCondition ()

  /PDFXRegistryName ()

  /PDFXTrapped /False



  /CreateJDFFile false

  /Description <<





    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e55464e1a65876863768467e5770b548c62535370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200036002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>

    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc666e901a554652d965874ef6768467e5770b548c52175370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200036002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>

    /CZE <>

    /DAN <>

    /DEU <>

    /ESP <>

    /ETI <>

    /FRA <>







    /HUN <>

    /ITA (Utilizzare queste impostazioni per creare documenti Adobe PDF adatti per visualizzare e stampare documenti aziendali in modo affidabile. I documenti PDF creati possono essere aperti con Acrobat e Adobe Reader 6.0 e versioni successive.)

    /JPN <>

    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020be44c988b2c8c2a40020bb38c11cb97c0020c548c815c801c73cb85c0020bcf4ace00020c778c1c4d558b2940020b3700020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200036002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>

    /LTH <>

    /LVI <>

    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken waarmee zakelijke documenten betrouwbaar kunnen worden weergegeven en afgedrukt. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 6.0 en hoger.)

    /NOR <>

    /POL <>

    /PTB <>





    /SKY <>



    /SUO <>

    /SVE <>

    /TUR <>



    /ENU (Use these settings to create Adobe PDF documents suitable for reliable viewing and printing of business documents.  Created PDF documents can be opened with Acrobat and Adobe Reader 6.0 and later.)

  >>

>> setdistillerparams

<<

  /HWResolution [600 600]

  /PageSize [595.276 841.890]

>> setpagedevice



