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Presenter Notes
Presentation Notes
Paper based on an amazing dataset that authors have put together that covers 17 countries over the period from 1870 to essentially the present.
If haven’t done historical work, can’t image how difficult it is to do.
Had to pull together widely scattered materials from published balanced sheets to archives.
Had to figure out how to standardize what found, given that accounting standards and what was reported varied widely.
Authors decisions seem very sensible to me.
Salute them for all their had work.


Strong Argument (p. 40):

We show that large banks account for a rising share of the
aggregate financial cycle, take more risk during pre-crisis credit
booms and have higher losses during the crisis. We also show
that large banks grow their market shares over the boom-bust
cycle due to lower failure rates and by acquiring smaller banks.
Our results are consistent with theories of excessive risk taking of
large banks and implicit bailout guarantees and shows that large
banks have been at the epicenter of financial instability and risk
taking throughout history.
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Presentation Notes
Important question at the heart of the paper is why large banks are so dominant.


Why are large banks so dominant?

m The authors consider two alternative hypotheses:
1. Market forces, such as economies of scale or advantages in crises

2. Government policy, such as bailouts of large but not small banks

m Claim evidence supports the second. Find:

- “[LJarge banks typically take more, not less, risk than smaller banks in the run-
up to crises, and ... suffer bigger equity losses and contract their lending more
in the aftermath of crises” (2).

- Yet large banks’ market share tends to grow in crises, in part because they are
more resilient but also because of the way governments reorganize the
banking sector in the aftermath of crises.

m As a matter of logic, the authors’ findings can be true and the first
hypothesis can also be true.
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That is, it is possible that large banks have real advantages and that those advantages shape government policy in ways that further advantage large banks.
Very quickly look at a picture the authors provide for the US.
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Presentation Notes
See steep rise in top 5 that begins in the late 20th century.
There’s a crisis at the beginning of this rise (will say something more about it in a little while).
But much of this growth arguably is the result of the removal of barriers to interstate banking, after which large banks outcompeted small.
I want to ask a deeper question about the authors’ methodology and whether their findings are as convincing as they seemed to me to be on first reading.
Starting point is basic question.  What is a banking crisis?


What is a banking crisis?

m The authors define banking crises as “country-year observations that
are the first years of aggregate credit crunches”—that is, “the past
three-year change in the ratio of bank credit-to-GDP is less than -1 s.d.
relative to that country’s history” (11).

m They reject previous chronologies of bank crises to avoid bias because
the chronologies “are more likely to call an episode a banking crisis if

it involves distress of one or several of the largest banks in a country”
(11).

m But worry that their definition is also biased. Given the extent of
concentration in the banking sector, it’s difficult to conceive of a credit
crunch of that magnitude without massive involvement of the largest
banks.



Presenter Notes
Presentation Notes
To flesh out my worry, turn to US history.
On one level, hate to do it, because the great contribution of the study is it’s international comprehensiveness.
But if look at one country, can see more clearly what the definition is sacrificing.
Compare the author’s chronology with that developed by Andy Jalil for part of their period (1870-1929).
Very different method.  Built up from careful reading of broad set of newspapers.
Not saying this method is better.  But the comparison is interest.


TABLE 2—NEW SERIES ON BANKING PANICS, 1825-1929

Major banking panic Nonmajor banking panic

Nov. 1833-Apr. 1834
Mar—May 1837
Oct. 1839

Jan.—April 1841 (Pennsylvania, Delaware, Maryland, North Carolina, Virginia, Illinois)
March 1842 (Pennsylvania)
May—June 1842 (New Orleans)
Oct. 1851 (New York, New Jersey, Maryland)
Sept. 1854—Feb. 1855 (Ohio, Indiana, Michigan, Wisconsin. lowa, Missouri. New York.
California)
Aug.—Oct. 1857
Nov. 1860 (suspension of specie payments by banks in the South)
Dec. 1861 (generalized suspension of specie payments)
Sep. 1873
May 1884 (New York City, Pennsylvania, New Jersey)
Nov. 1890 (New York City)
May-Aug. 1893 BSZ Year of Credit

Source: Andrew J. Jalil, “A New History of Banking Panics in the United
States, 1825-1929: Construction and Implications,” AEJ: Macroeconomics 7
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Authors’ chronology in lower right.
Jalil divided events he uncovered into major and minor (regional) crises (these can be important but the authors’ method cannot pick up).
On major crises, the only one they really agree on is 1893.
BSZ miss 1907
Jalil has crisis in 1873 (Jay Cooke), where BSZ have peak credit in 1875.
BSZ have peak in 1920, a year in which Jalil sees a couple of regional crises (including Boston). Of course, WWI.
Again, my point is not that Jalil is right and the authors are wrong.
It’s that the chronologies are really quite different.  And that should matter for their analysis, given that they are measuring everything relative to this peak year before the crunch.
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Figure 5. Large bank’s contribution to
credit booms preceding banking crises
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This is just example.
To highlight potential problems with dating of the chronology, want to think about the last three dates give for the US: 1930, 1989, and 2007.
2007 probably fits their story.
But less certain about 1930 and 1989.
Have 1930 as a peak, but already a lot of bank failures.
Late 1920s, about one a day on average.
Of course, the first banking crisis hits in late 1930.
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Failure of the Bank of United States in New York, December 11, 1930
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Also sparked contagion.
Ok, end of 1930.  Annual data.  Might not matter.
But let’s look at 1989.  That peak year comes at the end of the S&L Crisis.


Chronology of the Savings & Loan Crisis:

m More than 1000 S&Ls collapsed in late 1980s—cost the Federal government more than $100
billion—doesn’t include cost to states.

m Some highlights

1985 Home State Savings Bank collapsed in Ohio—led to runs that drained the state’s insurance fund and
the closure of many S&Ls in the state (failure of Old Court Savings and Loan in Maryland had similar effect)

1987 FSLIC deemed insolvent—Congress recapitalized it.
1988 Peak year for failures (spread outward from epicenter in Texas)
1988 Silverado Savings and Loan collapsed in Colorado—cost the federal government $1.3 billion

1989 Lincoln Savings and Loan collapsed in California—cost federal government $3.4 billion

m 1989 Congress passes the Financial Institutions Reform, Recovery and Enforcement Act

abolished FSLIC (moved the sector to FDIC)
abolished the Federal Home Bank Board and created the Office of Thrift Supervision

Set up Resolution Trust Corporation to handle troubled S&Ls
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Can’t help think that there were a lot of things going on in the run-up to the 1990 “crisis” that affected banks’ balance sheets that don’t quite fit the authors’ model.
Fast forward to the present.
Authors begin the paper with a reference to the collapse of Silicon Valley Bank and subsequent events.
Wouldn’t show up in data as crisis.  Caused by having to mark to market holding of US gov bonds, which were falling in price.  Big banks also had holdings, but didn’t have such negative consequences. (B of A had $132 billion in paper losses.)
Newspapers are full of stories of impending bank problems—worries about smaller banks overexposed to commercial real estate.  Intriguingly the focus is on New York Community Bank, which played the acquisition game and increased its exposure by taking on much of business of failed Signature Bank.
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