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I.  BEN BERNANKE, “NONMONETARY EFFECTS OF THE

FINANCIAL CRISIS IN THE PROPAGATION OF THE GREAT

DEPRESSION”



Conceptual Framework

• Cost of Credit Intermediation (CCI)

• How do banking crises increase CCI?

• How do bankruptcies increase CCI?



Macroeconomic Consequences of Increased CCI

• Aggregate supply effects

• Aggregate demand effects



Bernanke’s Empirical Strategy

• Regress the growth rate of industrial production on 
unanticipated changes in the money supply.

• Unanticipated changes in the money supply 
calculated as residuals of a regression of money on 
four monthly lags of IP, M and prices.





Bernanke’s Empirical Strategy (continued)

• Then adds two measures of financial crises:  

• Change in deposits in suspended banks (DBANKS) 

• Change in business failures (DFAILS)

• Looks for significance of coefficients on crisis 
variables.

• Also does dynamic simulations:

• How much of movement in IP do the equations 
explain?







Evaluation of Bernanke’s Empirical Strategy

• Can it distinguish between money and credit stories?

• Omitted variable bias

• Importance of outliers
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Growth of Industrial Production and 
Change in Bank Suspensions, 1922-1941



II.  REINHART AND ROGOFF, “THE AFTERMATH OF

FINANCIAL CRISES,” CHAPTER 14 OF THIS TIME IS

DIFFERENT:  EIGHT CENTURIES OF FINANCIAL FOLLY



Reinhart and Rogoff’s Definition

“We mark a banking crisis by two types of events:  (1) 
[systemic, severe] bank runs that lead to the 
closure, merging, or takeover by the public sector of 
one or more financial institutions and (2) [financial 
distress, milder] if there are no runs, the 
closure, merging, takeover, or large-scale government 
assistance of an important financial institution (or 
group of institutions) that marks the start of a string of 
similar outcomes for other financial institutions.”

Reinhart and Rogoff, This Time is Different, p. 11.



Reinhart and Rogoff’s
Application of Their Definition

• Secondary sources

• No discussion of why they classified things as 
they did



Japan

From:  Reinhart and Rogoff, This Time Is Different, p. 371.



United States

From:  Reinhart and Rogoff, This Time Is Different, p. 371.



From:  Reinhart and Rogoff, “Is the 2007 US Sub-Prime Financial Crisis so Different?”

Definition of the “Big Five” Crises



Empirical Methodology

• Old NBER graphical approach

• Casual approach to samples 

• No comparison group



From:  Reinhart and Rogoff, “Is the 2007 US Sub-Prime Financial Crisis so Different?”



From:  Reinhart and Rogoff, “Is the 2007 US Sub-Prime Financial Crisis so Different?”

1.  What happens after postwar banking crises in 
advanced economies?



2.  What happens after banking crises in 
another sample of countries?

• 21 major banking crises.

• 6 current; 13 other postwar (5 in advanced 
countries, 8 in developing); 2 others (Norway 
1899, U.S. 1929).



Falls in Real GDP per Capita



Issues

• What is driving the results?

• Quality of the empirical technique?

• Impact of dating crises at their start?

• What is the logic behind the sample?  Is there one?

• Lack of a control group



3.  How do postwar crises compare to the Great Depression?



Issues

• What counts in the Depression sample?

• Where did Mexico come from?

• Impact of dating crises at their start?



From Bordo, et al., “Is the Crisis Problem Growing More Severe?”

Bordo, et al. Sample



From Bordo, et. al, “Is the Crisis Problem Growing More Severe?”



Falls in Real GDP with and without Crises

From Bordo, et. al, “Is the Crisis Problem Growing More Severe?”



Falls in Real GDP with and without Crises

From Bordo, et. al, “Is the Crisis Problem Growing More Severe?”



From Bordo, et. al, “Is the Crisis Problem Growing More Severe?”



From Bordo, et. al, “Is the Crisis Problem Growing More Severe?”



III.  LÓPEZ-SALIDO AND NELSON, “POSTWAR FINANCIAL

CRISES AND ECONOMIC RECOVERIES IN THE UNITED

STATES”



From:  Reinhart and Rogoff, This Time Is Different, p. 371.



Lopez-Salido and Nelson’s Definition of a Banking Crisis

• Events involving “the closure, merging, takeover, or 
large-scale government assistance of an important 
financial institution (or group of institutions).”

• Apply in two ways:

• Try to use the definition directly.

• “Case law”:  How do events in U.S. compare with 
events in other countries that Reinhart & Rogoff 
classify as banking crises?



Example:  1973–1975

• Failure of Franklin National Bank (20th largest bank in 
U.S.), October 1974.

• Alan Greenspan (who was chair of the CEA) “raised 
the prospect that the thrift industry might require … 
a large-scale infusion of funds from the federal 
government.”

• Numerous other signs of financial stress.



1974

From Lopez-Salido and Nelson, “Postwar Financial Crises and Economic Recoveries”



Example:  1973–1975 (cont.)

• Comparison with the U.K.:  “The United Kingdom’s 
problems in the mid-1970s are less recognizable as a 
bank-centered financial crisis than are those of the 
United States.  …  The U.K. financial crisis of 1974–
1976 witnessed no closure of liquidation of 
commercial banks.”



From Lopez-Salido and Nelson, “Postwar Financial Crises and Economic Recoveries”





Are Recoveries Weaker after Crisis Recessions?



From Lopez-Salido and Nelson, “Postwar Financial Crises and Economic Recoveries”



V.  JALIL, “A NEW HISTORY OF BANKING PANICS IN THE

UNITED STATES, 1825-1929:  CONSTRUCTION AND

IMPLICATIONS”



Previous panic series

• Bordo-Wheelock

• Thorp

• Reinhart-Rogoff (2 versions)

• Gorton

• Sprague

• Wicker

• Kemmerer

• DeLong-Summers



From:  Jalil, “A New History of Banking Panics in the United States, 1825-1929”

Table 1  Eight Panic Series , 1825-1929 [Excerpts:  3 series, 1825-1889]



Jalil’s definition of a panic

• A banking panic occurs when there is a widespread 
rush by private agents to liquidate deposits out of 
fear that the deposits will suddenly decline in value 
or become illiquid.  (p. 15, paraphrased)

• “A banking panic occurs when there is an increase in 
the demand for currency relative to deposits that 
sparks bank runs and bank suspensions.”  (p. 15)

• “A banking panic occurs when there is a loss of 
depositor confidence that sparks runs on financial 
institutions and bank suspensions.”  (p. 18)



Implementing the definition

• Use articles in Niles Weekly Register, the Merchants’ 
Magazine and Commercial Review, and The Commercial 
and Financial Chronicle.

• A banking panic requires accounts of a cluster of bank 
suspensions and runs.  

• A cluster means 3 or more, and excludes ones mentioned 
in articles that do not reference other suspensions or 
runs or general panic.

• A panic ends if there are no references to panics or 
suspensions for a full calendar month.

• A panic is major if it is mentioned on the front page of 
the newspaper and if its geographic scope is greater than 
a single state and its immediately bordering states.



From:  Jalil, “A New History of Banking Panics in the United States, 1825-1929”

Table II  New Series on Banking Panics, 1825-1929



From:  Jalil, “A New History of Banking Panics in the United States, 1825-1929”



From:  Jalil, “A New History of Banking Panics in the United States, 1825-1929”

Figure I  Classification Algorithm



From:  Jalil, “A New History of Banking Panics in the United States, 1825-1929”



From:  Jalil, “A New History of Banking Panics in the United States, 1825-1929”



From:  Jalil, “A New History of Banking Panics in the United States, 1825-1929”

Jalil’s specification



From:  Jalil, “A New History of Banking Panics in the United States, 1825-1929”



From:  Jalil, “A New History of Banking Panics in the United States, 1825-1929”



From:  Jalil, “A New History of Banking Panics in the United States, 1825-1929”
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