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Abstract: I examine to what extent the banking system produces a special bank lending chan-
nel mechanism by embedding a model of risk averse banking in the financial accelerator model of
Bernanke, Gertler, and Gilchrist (1999). I find that the banking system does produce a lending
channel that amplifies the effects of shocks on impact and attenuates their effects in subsequent pe-
riods. I also offer a partial explanation for the recent build-up of excess reserves in the U.S. banking
system by showing that risk averse banks accumulate excess reserves in response to an unanticipated
rise in loan defaults.
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