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Highlights

• Most bank loans feature floating rates mechanically tied to monetary pol-
icy rates.

• Monetary policy affects the balance sheet strength of firms that use un-
hedged floating rate loans.

• Constrained firms with more unhedged bank debt respond more to mon-
etary policy.

• This mechanism operates through outstanding bank loans instead of new
loans.

• The significant effects of this mechanism disappear at the zero lower
bound.
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