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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:

oHigh pass-though firms experienced relatively better profitability, an improvement in 
creditworthiness, and more 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 had concerns 
about asset quality of their portfolio and rebalances their lending.
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Motivation

• Pass-through of input price inflation to output prices was initially incomplete, 
varied over time.  
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Motivation

• Pass-through of input price inflation to output prices varied over 3-digit NIACS 
industries.  
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Motivation

• High pass-through firms become more profitable, more creditworthy, and 
experience more rapid loan growth.  
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Motivation

• High pass-through firms become more profitable, more creditworthy, and 
experience more rapid loan growth.  

6



Research questions 

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

2. What mechanism connects inflation to bank lending? 

3. Were there real effects on borrowers that lost access to bank credit?
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Findings
1. Banks more exposed to inflation cut lending and increased spreads post-

2021, especially for firms in low-pass through industries.

2. This effect is stronger for banks with lower capital ratios. 

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 profitability, lower interest coverage ratios, weaker 
credit ratings, and higher utilization rates.

→ Overall, banks exposed to corporate inflation cut lending to 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 supply while 
controlling for the monetary policy response; 
→ Exploit the heterogeneous impact of inflation across industries. 10

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


Literature
• Firms’ willingness/ability to pass through cost shocks to prices.

Brauning, Fillat, Joaquim (Boston Fed WP, 2023):
o Larger pass-through of cost shocks into prices in more concentrated industries, by industry leader firms (Compustat, BLS data 

for the U.S.).

Acharya, Crosignani, Eisert, Eufinger (NBER, 2023): 
o Localized pass-through of supply chain constraints to PPI and CPI; to inflation expectations more broadly (European data).
o In response, firms with higher market power raise markups by more (conditional on demand).

L’Huillier and Phelan (2024)
o Shock dependence in price adjustments explains flat Phillips Curve: prices adjust fully to supply shocks but not to demand 

shocks.

Boissay, Collard, Manea, Shapiro (BIS WP, 2024)
o After MP tightening, financial stress flares up if inflation is supply- rather than demand-driven.

 
Core, De Marco, Eisert, Schepens (2025)

o Rate hikes are associated with firm’s pricing decision, especially for borrowers with floating-rate loans
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https://www.bis.org/publ/work1155.htm
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=5006002


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

o PPI for 51 industries, 1975q1-present; IPI for 59 industries, 2018q4-present.
o IPI captures the cost of domestic and imported inputs; excludes the cost of capital and labor. 

• 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 



Data sources
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• U.S. Census Bureau:

o U.S. industry concentration at the 3-digit NAICS level, 2017

• U.S. Bureau of Economic Analysis, Fixed Assets Accounts Tables:

o IK ratio = net stock of private intellectual property products / private structures, by industry
o Higher IK ratio reflects lower tangibility

• Drechsler et al. (2017, 2021):

o Bank deposit and interest expense betas, 1984-2022 averages.



Firm and industry exposure to inflation 
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• Low pass-through: PPI inflation – IPI inflation < 0 (for at least 6 quarters post-2021)
• High pass-through: PPI inflation – IPI inflation > 0



Firm and industry exposure to inflation 
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• Pass-through not correlated with industry concentration, tangibility. 
(1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11)

Dependent variable: PPI inflation IPI inflation

PPI inflation 0.435***
(0.030)

IPI inflation -0.332***
(0.035)

IPI Goods Inflation -0.233***
(0.022)

IPI Services Inflation -0.501***
(0.078)

IPI Imports Inflation -0.117***
(0.026)

HHI (2017) 0.002 0.005* 0.004
(0.003) (0.003) (0.003)

Top 4 Rev Ratio (2017) -0.032
(0.031)

Top 8 Rev Ratio (2017) -0.016
(0.028)

IK Ratio (annual) -0.011
(0.009)

Constant -3.554*** 2.120*** 1.951*** 2.748*** 0.566 -0.137 0.511 0.284 0.002 5.246*** 6.881***
(0.507) (0.567) (0.543) (0.715) (0.572) (0.782) (0.878) (1.015) (0.626) (0.683) (0.839)

Observations 597 597 591 591 591 500 567 567 597 748 500
R-squared 0.26 0.13 0.16 0.07 0.03 0.00 0.00 0.00 0.00 0.01 0.00

PPI inflation - IPI Inflation



List of industries by 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 do lending and loan spreads relate to bank 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 do lending and spreads relate to (i) bank inflation exposure and (ii) 

borrower pass-through?
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Results 

• Bank controls: log(assets), uninsured deposits, L4.CET1/RWA, L4.ROA/Assets
• Impact: One st dev increase in bank inflation exposure (1.15%) translates into 2.5% decrease in 

committed amounts post-2021 to low pass-through firms: 1.15*(0.004-0.026)*100.



Results: Firm Size 

• Is the industry-level pass-through (PT) relevant for smaller firms within each industry?
• Results hold for all firm sizes, not driven by larger firms with pricing power.



Results: Industry Concentration 

• High concentration could boost (i) pass-through and (ii) access to bank loans.
• Results are similar for high and low concentration industries.



Results: Industry Tangibility 

• Low IK (tangible industries) could be (i) hit harder by IPI inflation and (ii) have more tangible capital to 
used as collateral for bank loans. 

• Results are similar for low and high IK industries, not driven by industry tangibility.



Results: Firm and Loan Types

• Exposed banks cut loans to low pass-through borrowers: 

• Especially to smaller firms, with shorter-term relation.
• Especially for credit lines and non-investment loans.

• Exposed banks increase loan spreads to low pass-through borrowers:

• Especially to firms that are smaller, have shorter-term relation.
• Especially for non-investment loans.

• See Appendix.
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Results: PPI or IPI Inflation

• Bank Inflation Exposure = 
negative(weighted 
average of PPI inflation)

• Bank Inflation Exposure = 
weighted average of IPI 
inflation 

• Higher BIE is worse in 
both cases.



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

• Banks with high exposure to inflation report that low pass-through firms become less credit 
worthy, in relative terms, post-2021.
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Mechanism: the role of bank capital

• Given credit quality concerns, banks with low capital cut lending more to small firms.
30



Competing explanation:
The role of monetary policy 
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Control for monetary policy tightening

• Fair value security losses:

o Banks with larger security losses may cut lending more.

• Fixed-rate loans:

o Banks with larger fixed-rate loan portfolio shares ex-ante may suffer lower profitability, 
cut lending more. 

• Deposit betas (not shown):

o Banks with lower betas may be more profitable, but lose more deposits.

32



Competing explanations: control for monetary policy  
• Exposure to monetary tightening: security valuation losses and fixed rate loans. 
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Real Effects
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Real Effects: collapse Y-14Q data at the firm level

35
Dependent variables: ICR = EBITDA/Interest expense; Rating = higher is worse; Capex = capital expenditure/assets.
Firm controls: log(assets), sales growth yoy, cash/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 relatively 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 lower profitability, interest coverage ratios, 
credit ratings, and increased utilization. 
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Thank you!
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Appendix
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Results: Firm and Loan Types (Loan Amounts)
• Exposed banks cut loans away to low pass-through borrowers: 

• Especially to smaller firms, with shorter-term relation with bank.
• Especially for credit lines and non-investment loans.
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Results: Firm and Loan Types (Loan Spreads)
• Exposed banks increase loan spreads to low pass-through borrowers: 

• Especially to firms that are smaller, have shorter-term relation.
• Especially for non-investment loans.
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Data sources (continued)
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• Y-14Q H1 filters

1. Drop borrowers with one single bank and multiple industries. 
2. Drop borrowers in financial industries (NAICS 52).
3. Drop borrowers assigned to >3 industries in any given quarter (by one or more banks).
4. For borrowers assigned to <=3 industries in any given quarter, keep the industry with the 

largest committed amount over the entire sample period.
5. Keep firms present for at least 15 quarters.
6. Keep firm-bank pairs present for at least 12 quarters.



Sample characteristics 
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 Pre/post-2021 firm characteristics

43

• Low inflation pass-through firms’ quality deteriorates during the post-2021 
inflation period 



Results 

• One st dev increase in 
bank inflation 
exposure (1.15%) 
translates into 2.5%  
decrease in 
committed amounts 
post-2021 for low 
pass-through firms.
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