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Motivation
• Inflation surged in 2021, affected firms and banks differently.

• Firms differed in their ability to pass-through input price inflation to output 
prices:

o Lower pass-though firms suffered lower profitability, ability to service debt, access to 
bank credit.

• Banks differed in their exposures to inflation, depending on the distribution of 
their loan portfolios across low vs. high pass-through firms. 

oBanks with higher exposures to low pass-through borrowers may have suffered a 
deterioration in asset quality, and therefore cut lending.
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Motivation

• On average, the pass-through of input price inflation to output prices was 
incomplete, varied over time.  
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Input and output price inflation, yoy, average across industries



Motivation

• Pass-through of input price inflation to output prices varied over 3-digit NIACS 
industries.  
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Input and output price inflation, yoy, dispersion across industries



Research questions 

1. Was there a link between firms’ inflation pass-through and their 
profitability, credit worthiness, and access to bank credit?

2. Did banks’ exposure to inflation (i.e., through low pass-through borrowers) 
affect their lending post-2021? 

3. Were there real effects on borrowers that lost access to bank credit?
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Findings
1. Firms in low pass-through industries become financially weaker post-2021 

(i.e., lower profit margins, higher probability of default).

2. Banks more exposed to inflation cut lending and increased spreads by 
more post-2021, especially for firms in low-pass through industries.

3. There were real effects for firms in low pass-through industries that 
borrowed from banks exposed to inflation: 

oPost-2021, these firms had lower interest coverage ratios, weaker credit ratings, lower 
return on assets, and lower investment.

→ Overall, banks exposed to corporate inflation rebalanced their portfolios 
away from low pass-through firms.
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Literature
• Impact of inflation on bank intermediation.

Agarwal and Baron (JFE 2023): 
o During the unexpected rise in U.S. inflation in the 1970s, banks exposed to inflation reduced 

lending more, through lower bank net worth, loan misallocation, and deposit outflows.

Boyd, Levine, Smith (JME 2001): 
o At low-to-moderate rates of inflation, there is a strong negative association between inflation 

and lending by the financial sector to the private sector.

Jain and Converse (2023) 
o Bank stock prices outperform the broader stock market on higher-than-expected consumer 

price inflation prints. 
o Channel: higher-than-expected inflation causes interest rates to rise, and consequently, bank 

profits to rise due to incomplete passthrough of higher rates into bank deposit rates.
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https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3399553
https://www.sciencedirect.com/science/article/pii/S0304393201000496


Literature
• Impact of inflation on firms’ balance sheets.

Brunnermeier et al. (2023): 
o The German hyper-inflation of 1919-1923 reduced the real debt burdens 

and incidence of bankruptcy for levered firms, increased equity values 
and employment (the debt-inflation channel)

Coiboin, Gorodnichenko, Ropele (QJE 2020): 
o Firm with higher inflation expectations increase prices, increase demand 

for credit, reduce employment and capital.

→ We focus on the impact of inflation on bank credit while controlling 
for the monetary policy response; 
→ Exploit the heterogeneous impact of inflation across industries. 8

https://papers.ssrn.com/sol3/papers.cfm?abstract_id=4303537
https://academic.oup.com/qje/article/135/1/165/5570592


Measurement
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Data sources

10

• Bureau of Labor Statistics: Input Price and Producer Price Index (IPI, PPI) at 3-digit NAICS

o IPI captures the cost of domestic and imported inputs; excludes the cost of capital and labor. 
o We do not take a stance on why firms/industries suffer higher input price inflation (shortages, 

energy prices, wages)…
o … or why they differ in ability to pass input price inflation to output prices (competition, 

regulation, etc.)

• Y-14Q H1: bank loan level data from credit registry, 2018Q1-2023Q2

o Loan amount and loan spreads
o Borrower information: name, industry, firm characteristics, location 
o We match Y-14Q with the BLS data at the 3-digit NAICS level

• Y-9C: quarterly bank level data 



Firm and industry exposure to inflation 
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• Low inflation pass-through: PPI inflation – IPI inflation < 0
• High inflation pass-through: PPI inflation – IPI inflation > 0



List of industries by inflation pass-through 
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Bank exposure to inflation
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High values indicate that 
banks are exposed to 
inflation through their 
borrowers (i.e., they lend 
to low pass-through firms) 



Main Results
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Regression Specification # 1

• How lending and loan spreads relate to banks’ inflation exposure?
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Firm*time fixed effects 

Bank fixed effects  
Bank-firm fixed effects  

Firm-bank loan growth/ loan spread  



Regression Specification # 2
• How does bank exposure to inflation affect loan growth and spread for low 

inflation vs high inflation pass-through firms?
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Results 

• Impact: One st dev increase in bank inflation exposure (1.15%) translates into 4.1%  decrease in 
committed amounts post-2021 for low pass-through firms.



Mechanisms: 
Borrower credit quality and bank capital 
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Mechanism: the role of borrowers’ credit quality 

• Banks with high exposure to 
inflation are associated with 
weaker low pass-through 
firms post-2021.
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Mechanism: the role of bank capital

• Given credit quality concerns, banks with low capital restricted credit more.
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Competing explanation:
The role of monetary policy 
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Control for monetary policy tightening

• Exposure through security losses 

oBanks with larger fixed-rate security losses may cut lending more.
oResults may not hold if bank inflation exposure is correlated with security losses.

• Exposure through fixed-rate loans

oBanks more exposed to fixed-rate loans may cut lending more.
oProblem if bank inflation exposure is correlated with fixed-rate loans exposures.
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Competing explanations: control for monetary policy  
• Exposure to higher interest rates: security valuation losses & fixed rate loans 

23



Real Effects
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Real Effects: collapse Y-14Q data at the firm level
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Note: ICR (interest coverage ratio) = EBITDA/Interest expense; Rating = higher is worse; Capex = capital expenditure/assets. 



Conclusion

• Inflation impacted firms and industries differently.

oBanks with high exposure to inflation cut credit to low pass-through firms. 

• Low pass-through firms became financially weaker.

o Banks with lower capital cut lending more.

• Results are robust to controlling for monetary policy tightening.

• The reduction in credit had real effects.

o Firms with low pass-through experienced worse interest coverage ratios, credit ratings, 
ROA, and investment. 
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Thank you!
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Appendix
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Research questions 
Questions: 
1. Was there a link between low inflation pass-through and firms’ 

creditworthiness, access to bank credit?
2. Did banks’ exposure to inflation (i.e., through low pass-through borrowers) 

affect their lending post-2021? 
3. Were there real effects on borrowers that lost access to credit?

Hypotheses: 
1. Firms in low pass-through industries experienced a deterioration in credit 

quality.
2. Banks exposed to inflation through low pass-through firms cut lending and 

increased spreads by more post-2021.
3. Affected firms decreased investment. 
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Inflation channels

• Banks that are exposed to inflation cut lending relatively more than other 
banks (Agarwal and Baron, 2023) (supply effect) 

net wealth: reduction in equity values due to lower NIMs and long-term fixed rate loans 
leads to reduction in lending 
loan misallocation: shift away from long-term loans, toward inflation-protected assets. 
deposit outflows : regulatory ceilings on deposit rates, higher deposit outflows 

• Debt-inflation channel through firms

• large reduction in real debt burden for levered firms results in a large decline in 
bankruptcies  (Brunnermeier et al. 2023)

• But high inflation could erode borrowers’ profitability and ability to repay loans.
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Sample characteristics 
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 Pre/post-2021 firm characteristics
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• Low inflation pass-through firms’ quality deteriorates during the post-2021 
inflation period 



Firm loan growth and inflation pass-through
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• Firms in low inflation pass-through industries have weaker loan growth 
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Bank inflation exposure varies by bank-industry 
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Results 

• One st dev increase in 
bank inflation 
exposure (1.15%) 
translates into 4.1%  
decrease in 
committed amounts 
post-2021 for low 
pass-through firms.



Results 

• 1 st dev increase in bank inflation exposure (1.15%) translates into 4.4%  decrease in committed 
amounts in the post vs pre 2021 for low vs high pass-through firms 



Competing explanations  
• Exposure to higher interest rates: security losses & fixed rate loans 
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Mechanism: decline in credit quality 

• Banks with high exposure to inflation experience weaker credit quality in 
connection with low pass-through firms in the post 2021 period. 
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Real Effects
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