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the CP-bills spread confirm Bernanke’s
(1990) findings that the information content
of the spread has fallen off noticeably in the
1980’s; indeed, the spread’s explanatory

power declines in the later subsample for’

every activity variable we study. In' most
cases, the spread still seems to have some
predictive power, but overall the results are
much less impressive.

In contrast, the forecasting performance
of the mix improves over the later subsam-
ple for seven of the nine activity variables.
Moreover, in the later sample period, the
mix actually outperforms the spread for five
of the nine activity measures in these fore-
casting contests. This is in sharp contrast to
the earlier sample period, where the spread
uniformly dominated the mix. On balance,
these results do suggest that the informa-
tion content in the mix has held up better
than that of the spread as the commercial
paper market has deepened. Still, even over
the 1980’s, it does not appear that the mix is
an unambiguously better leading indicator
than the spread.

V. Conclusions

There are two necessary conditions that
must be satisfied in order for monetary pol-
icy to affect the economy through a lending
channel. First, banks must view loans and
securities as imperfect substitutes on the
asset side of their balance sheets, so that
monetary tightening does indeed reduce the
supply of bank loans. Second, loans and
nonbank sources of finance must also be
imperfect substitutes for firms on the liabil-
ity side of their balance sheets, so that re-
duced loan supply has real effects. The data
we have examined suggest that both condi-
tions are satisfied: shifts in monetary policy
seem to alter the mix of loans and commer-
cial paper, and the induced shifts in this mix
seem to affect investment (even controlling
for interest rates).

In this paper, we have looked only at
aggregate data. However, the lending view
of monetary-policy transmission also has a
number of important cross-sectional impli-
cations. To take just one example, the lend-
ing view suggests that the inventory and
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investment declines that follow a monetary
contraction should be disproportionately
concentrated among ‘“bank-dependent”
firms (i.e., firms with scarce cash reserves
and without ready access to public bond
and commercial paper markets). In current
work (Kashyap et al., 1992) firm-level data
are being used to investigate this hypothe-
sis.

Dara ApPENDIX

The data used in the paper can be divided into four
categories. Except where otherwise noted, all data come
from the Federal Reserve data base.

Financing Measures.—The bank loan and commer-
cial paper series used in our investigation are taken
from the Federal Reserve Board’s (1980) flow-of-funds
publication. The bank loan series is the sum of two
series. The first series is “Bank Loans, NEC,” line 25,
in the “Nonfarm Non-Corporate Business” sector. The
second series is “Bank Loans, NEC,” line 34, in the
“Nonfinancial Corporate Business” sector, excluding
farms. The commercial paper series is taken from line
36 of the “Nonfinancial Corporate Business” sector,
excluding farms. Finally, the bond issuance series was
constructed by splicing a Moody’s series and one
tracked by the Federal Reserve. The nominal quantity
data were adjusted using the 1982-based GNP deflator.

Interest Rates.—We use a variety of interest rates in
this study: the federal funds rate, the six-month Trea-
sury bill rate, six-month high-quality commercial paper
rate, the prime rate, and the 10-year constant-maturity
government security. These are all standard series.

Inventory and Investment Data.—The variables
needed to run the inventory equations come from the
MPS quarterly-model data base and the National In-
come and Product Accounts. The MPS data are de-
scribed at length in Flint Brayton and Eileen Mauskopf
(1985) and are available upon reqa:gt.‘The data on Q
and investment were kindly provided by Glenn D.
Rudebusch and are described in Stephen D. Oliner
et al. (1992).

Business-Cycle Indicators.—The data for the indica-
tors of economic activity used in Section IV are all
available from a number of sources. We used the
Federal Reserve Board data base; Bernanke and Blin-
der (1992) use the same data (obtained from Data
Resources, Inc.) and provide the DRI mnemonics.
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