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Summary

® Question
» Do deposit rates forecast economic downturns?

® Approach
» Estimate relationship between deposit rates and local economy
> Use natural experiments to validate this link
» Compare to other indicators and at aggregation

® Key Results
> Deposit rates highly predictive of downturns (AUC = 0.73)
» Deposit rates rise in response to outflows
> Results aggregate to larger geographic levels

e Comments
» Forecasting
> Deposit Supply
» Competition and Risk
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Focus of paper goes beyond recession forecasting

Validate response of rates using off-the-shelf shocks

Result: Deposit rates respond to changes in current economic conditions
=- Serve as a useful predictor of future conditions

® Question: Is it a better predictor than current economic conditions?

> Deposit rates respond to natural disasters, shale shock, and import competition
» However, so does employment, income, and GDP itself
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Forecasting GDP

® Goal of the paper: Forecast local economic conditions using deposit rates
® Focus of paper goes beyond recession forecasting

Validate response of rates using off-the-shelf shocks

Result: Deposit rates respond to changes in current economic conditions
= Serve as a useful predictor of future conditions

® Question: Is it a better predictor than current economic conditions?

log(GDP})
(1) (2 (3) (4)

log(GDPy_y) ~ 0.8311%** 0.8709%**

(0.0166) (0.0077)
log(GDP;_5) 0.0615%** 0.7606***
(0.0144) (0.0127)
log(GDP;_3) -0.0349*** 0.6474***
(0.0099) (0.0170)
County Yes Yes Yes Yes
Obs 57,069 63,419 60,244 57,069

R2 0.99773 0.99769 0.99614 0.99479




Forecasting GDP

Goal of the paper: Forecast local economic conditions using deposit rates
Focus of paper goes beyond recession forecasting

Validate response of rates using off-the-shelf shocks

Result: Deposit rates respond to changes in current economic conditions
= Serve as a useful predictor of future conditions

Question: Is it a better predictor than current economic conditions?

e Suggestion: Demonstrate improvement over using local economic conditions
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» Shift-share style research design (Greenstone, Mas, and Nguyen, 2020)
> Separately estimate county-time and bank-time FE

lit=0ct+a&pt+E€jt

> ¢t measures granular household supply of deposits
= Avoids measuring cross-regional bank-network

> ap; Measures macroeconomic bank demand for deposits
= A more natural measure of macroeconomic forecasting

® Problem: Doesn’t capture bank liqudity constraints at the local level
e Solution: Perhaps local supply is more salient for forecasting
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> Deposit Rate = FFR - Spread
> FFR is set at the macro-level
> Spread is a function of local monopoly power

© Drechsler, Savov, Schnabl (2017)

Deposit spreads increase more as rates rise
Deposits flow out in concentrated markets

© Banks contract lending

e Do investors price deposit rates risk?

> Firms with headquarters in high-deposit rate localities
> Municipalities with high-deposit rates
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Conclusion

® Timely research question relates rate changes to economic conditions
® Robust performance of a granular and parsimonious factor
e Exploring additional avenues could prove fruitful
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