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Abstract:

In this paper we analyze the role of deposit insurance in providing the market
with liquidity in times of financial turmoil. To do so, we look at the variation in
insured and uninsured deposits between 2005Q3 and 2011Q3, controlling for
liquidity, solvency and capital adequacy indicators, and find evidence that
deposit insurance does provide some confidence in keeping funds in banks in
times of turmoil. Additionally we follow an event study methodology to assess
the impact of deposit insurance oriented policies on bank holding companies

stock market returns, and find a TBTF effect.
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"This temporary increase in deposit insurance coverage should go far to help consumers
maintain confidence in the banking system and the marketplace; and clearly the public's
confidence is key to a healthy and stable economy", Sheila C. Bair, former FDIC
Chairman

I- Introduction

The role of deposit insurance has been a topic of great debate since its inception.
Advocates believe that Deposit insurance protects individual financial institutions from
the instability in the financial intermediation process, removing the incentives to “run”
on banks and hence providing stability to the financial system as a whole.

Deposit insurance was created in response to the bank failures of the Great Depression,
when 9,000 banks in the US failed between 1930 and 1933. It was believed that with the
introduction of these measurements, the problem of bank runs had been resolved, until
the recent financial crisis, where banks saw themselves at the center of the financial
turmoil and the FDIC had to intervene in over 400 financial institutions between 2007
and 2011. Banks were exposed to great losses and suffered from the increase in
aggregate risk, affecting their ability to diversify shocks across businesses and
depositors. Fearing a loss of confidence in the banking system, in the context of
Diamond and Dybvig’s bank run scenario definition, as a period of “extreme crisis that
have played a prominent role in monetary history”, where depositors withdraw their
funds as they expect the bank to fail, which would lead to the “disruption of the
monetary system and a reduction in production”, the increase of the deposit insurance
limit was included in the policymaker’s agenda.

It is interesting to note how major pieces of financial legislation are enacted in

tumultuous periods. One main example was the New Deal policies that reshaped the



American Banking system. Similarly the severity of the current economic crisis has
provided the incentives for new, fast and dramatic lawmaking activity. One big example
is the Emergency Economic Stabilization Act (EESA), at the beginning of the 2008
financial crisis, and the Dodd-Frank in 2010, which brought about measures for tighter
discipline and monitoring of financial institutions. One measure that has been central to
both the Great Depression and the EESA, is that of deposit insurance. In spite of always
being a measure subject to great debate, evidenced through the initial rejection of the
bill both in 1933 and 2008, it was always brought to the discussion again and approved.
In 2008 the bill to increase the deposit insurance limit was rejected on September 29"
and then approved on October 3".

In this project we analyze the role of deposit insurance in providing confidence and
liquidity to the banking system. We want to look at how depositors react to changes in a
bank’s profitability through an indicator that is more easily observed by depositors,
such as net income. More specifically we want to look at the changes in the flows of
deposits for commercial banks, differentiating between insured and uninsured deposits,
to assess banks’ roles as a safe haven; additionally, we will analyze the impact of
deposit insurance oriented policy announcements on bank holding companies’ stock
market returns, following an event study method. In our analysis we could evidence a
1,26% increase in flows of deposits between July 2007 and the two weeks after the
failure of Lehman Brothers, given the increased perceived riskiness of money market
funds and the additional government-backed guarantees for deposits. We also evidence
that size matters as smaller banks were subject to greater withdrawals of insured and

uninsured deposits between 2008Q3 and 2009Q3.



Our paper is organized as follows: Section II looks at the research that has been done on
the effects of deposit insurance and its importance in times of market tightening;
Section III explains some of the major pieces of reform regarding deposit insurance;
Section IV explains the methodology and the analyses performed on the deposit
insurance flows; Section V presents the Event Study Methodology and Analysis,
Section VI concludes.

1I- Literature Review

Diamond and Dybvig (1983) were instrumental to our understanding of the rationale for
banks to exist, by offering deposits that are more liquid than the assets they hold, they
are providing liquidity to the market. However, the authors also explain that this
arrangement is subject to a bank run, if too many people withdraw their funds early, out
of fear of early withdrawals from other depositors, even when the bank is in fact,
solvent. Deposit insurance constitutes one of the measures explored in this paper to
prevent bank runs, explaining that government-backed deposit insurance works as the
Government has taxation authority that can provide a guarantee against large losses.
Another reason supporting the existence of deposit insurance is related to moral hazard
and adverse selection problems, resulting from the separation of ownership from
management and depositors’ inability to monitor banks. Given the lack of appropriate
information and incentives for depositors to control and monitor the bank’s activities,
these tasks should fall under the regulator’s role, as explained by Dewatripont and
Tirole (1984).

A paper by Pennacchi (2006) showed that during times of tight market liquidity deposit
insurance has played a major role in the inflow of deposits in the financial crisis.

Contrary to the recent financial crisis or the S&L crisis, the author analyses the flows of



deposits between 1920 and 1933 see no increases in bank deposits and observes that
liquidity shocks brought along declines in bank loans and investments. This suggests
that government guarantees play an important role on the liquidity insurance function
that deposit funding provides to banks.

Acharya and Mora (2008) study the role of bank’s dual liquidity provision role, where
banks constitute active seekers of deposits as opposed to the role of a passive recipient
of deposits. To understand this, the authors look at the flows of deposits for banks,
relative to solvency, liquidity and capital measures and evidence that those that have a
weaker balance sheet are more exposed to liquidity shocks. The authors conclude that
these banks were the ones offering higher rates for deposits.

In the Santos (2012) paper the author explores banks deposit taking activity with credit
line provision as a means to save on liquidity costs to meet its consumers and
corporations’ requirements, but exposes them to a risk of concurrent runs on both their
liabilities and assets. One main idea is that when subject to losses, clients will find it
advantageous to draw down on their credit lines. At the same time, as a reaction to bank
losses, measured by the bank’s net charge offs, depositors have incentives to withdraw
their deposits from banks. These results were analysed for the 1990/91, 2001 and
2007/2008 crisis, and were statistically significant for the 2008 crisis.

In an attempt to understand if deposit insurance affects bank stability, Lambert, Noth
and Schuwer (2013) tests if the increase in the deposit insurance limit from $100,000 to
$250,000 causes a bank to become more risky. The paper looks at the Emergency
Economic Stabilization Act (EESA) and assesses its impact on the increase in deposits,
dividing its results between a group of affected banks that saw their deposits increase

significantly versus those that did not see a great change. The paper concludes that there



is a change in the composition of their loans after the introduction of EESA, with a
greater exposure to Real Estate Loans, Consumer Loans, regarded as risky investments.
II1- The Emergency Economic Stabilization Act

Deposit inflows did not increase greatly in the first period of the crisis, in spite of the
low federal funds rate and 3-month t-bill rates. However, after the Lehman failure
deposit flows began to increase sharply, reinforcing banks’ role of save haven. At the
time of increased uncertainty by investors as can be evidenced by the VIX ratio below,

we expect an increase in the flow of deposits into banks, as can be visualized in the

graph below.
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Source: Acharya, Viral & Mora, Nada. 2012. “Are Banks Passive Liquidity Backstops? Deposit Rates
and Flows During the 2007-2009 Crisis

Congress and the Administration enacted the Emergency Economic Stabilization Act on
October 3™ 2008, in an attempt to provide liquidity to the US financial system and
increase confidence in markets. One major piece of reform was the increase in the
deposit insurance limit from $100,000 to $250,000. The boost in this form of deposit
guarantee, led to an increase of deposits, as shown on the graph above. Further on May
20™ 2009, the Helping Families Save their Homes Act, extended the deposit insurance

limit increase through the end of 2013. Finally, on July 21*, the signing of the Dodd-



Frank Act, made the deposit insurance limit of $250,000 a permanent measure. Given
its initial temporary character, the reporting of bank’s insured and uninsured deposits
under the new limit only became effective from 2009Q3 onwards. To add, the TARP
program was put in place in 2008 in the EESA framework for a number of institutions
that qualified to participate in this program that consisted in the purchase of troubled
companies’ assets and equity. Alongside other implicit guarantees in the market these
measures signaled that the economy would hold up, leading to an inflow of deposits

into banks.

1V - Data and Methodology:

1. Data:

To examine deposit flows, we use the quarterly data available on the FDIC’s website
including detailed balance sheet and income statement data for all FDIC-insured banks
in the United States. We have obtained data from Q3-2005 to Q3-2011, and identify
three moments in the recent financial crisis, following Acharya and Mora (2012) —
crisis] as the period between 2007Q3 and 2008Q2, crisis2 between 2008Q3 and
2009Q2 to which we added a third moment crisis3, going from 2009Q3 to 2011Q3.
This sub-division throughout the event sample has the objective of better analyzing the
changes in the flows of deposits, amongst the different stages of the 2007-2009 crisis.
The first part of the crisis was characterized by a freeze in the ABCP market that started
around the beginning of August 2007, as documented in Acharya, Schnabl and Suarez
(2009) and went on until the Lehman Brothers failure on September 15™ 2008. The
second part looks at the crisis centered in banks and encompasses measures taken to
restore confidence in financial market. Our third sub-period, accounts for the change in

the FFIEC 031 and FRY9C reports for the new deposit insurance limit.



Following Lambert, Noth and Schuwer (2013), we can understand that previous studies
that have also used FDIC data found that some of the data is erroneous or includes
banks that are not “viable”. In this context, we will apply the methodology adopted by
Berger and Bowman (2009) and exclude banks that: 1) have no commercial real estate
or commercial and industry loans; i1) have zero or negative capital; 1i1) hold assets
below $25m and i1v) hold consumer loans that are greater than 50% of gross total assets.
In order to exclude biases from newly founded banks, we eliminate banks that were
created after 2003Q3. In this context we can note that banks such as Goldman Sachs
and Morgan Stanley have been excluded from the sample as they only gained the
commercial bank status in 2008q3.

Whenever possible we aggregate banks by their top holder identifier, treated as a single
banking organization. Our panel set is composed of 5460 banks.

2. Methodology

Uninsured Deposits Runs and Bank Profitability

At times of uncertainty and increased risk, that characterize financial crisis, investors

react by moving their investments out of risky assets into safer assets. We would first

like to look at the effect of bank profitability on uninsured deposits and then analyze the

changes in insured deposits for the same measure and the financial crisis.

In an attempt to evaluate whether bank’s financial performance affects uninsured and

insured depositor’s incentives to withdraw the funds they have with the bank we will

use the following model:

UinsuredRun= ¢ + aNetlncome, y.; + BCrisis; + xNetIncome*Crisis; + yBankFixed
Effects; +mSize + ¢y,

where UninsuredRun is defined as the variation of uninsured deposits from one period



to the other.

We repeat the same analysis for the share of insured and uninsured deposits scaled by
the previous year assets, controlling for a set of bank variables, also scaling them at
previous year assets to isolate it from the changes that may have happened to the bank’s
assets throughout the year.

To measure bank profitability we use variation in net income from one period to the
other, scaled by the total assets from the previous year, in an attempt to come up with a
measure of bank loss/profit that is more easily observed by depositors. In this model we
also distinguish the crisis periods with a dummy variable for the three periods — Crisis;,
Crisisp and Crisiss;, as defined above. Further we add the interaction of these two
variables, Netlncome*Crisis;, and instigate whether bank losses lead to runs by
uninsured depositors by controlling for a set of bank-specific variables that we will use
throughout our analysis.

We have incorporated other variables that may also affect the bank’s ability to meet its
liquidity requirements, selecting a set of variables to analyze bank’s liquidity, solvency
and capital. Alongside the changes in net income, we also consider the bank’s net
charge offs, as an indicator of bank losses, to capture the bank’s role in credit provision.
We also consider banks’ sources of funding such as deposits, commercial paper - asset-
backed commercial paper, in particular - the repo market and other borrowed funds. We
expect banks with higher deposits to meet its liquidity requirements more easily, since
insured deposits are not expected to be subject to the same uncertainty as uninsured
deposits. Further, banks that fund themselves in the repo market, or the commercial
paper market, should also be able to meet their liquidity needs more quickly, as in spite

of the greater instability of their funding, they tend to benefit from additional
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confidence. We will also look at bank’s interest expense relative to total deposits, as
rates offered by banks sensitive to its liquidity and solvency risk, constituting a good
indicator of bank’s cost of deposit funding.

In order to proxy liquidity demand, we consider unused commitments, as the higher the
amount of commitments a bank has outstanding, the more exposed the bank will be to a
drawdown in times of financial distress. However, it can have the opposite side effect as
research suggests that more exposed banks are not in fact more fragile, but work as
liquidity backstops, seeing an inflow from its credit lines into deposit accounts, in times
of market tightening.

We have also accounted for liquidity as the bank’s holdings of cash and marketable
securities, such as federal funds sold and securities, given that banks with a greater
liquidity buffer are less vulnerable to runs and potential failure. Considering the sudden
illiquidity of Mortgage-Backed-Securities and other structured securities, such as Asset-
Backed Securities, these variables have been excluded from the Liquidity indicator and
will be analyzed separately in the context of the recent financial turmoil. Solvency and
capital adequacy measures can be captured by the bank’s capital-to-assets ratio or other
measures such as Basel-risk capital (Tierl and Tier2) and leverage ratios, such as the
core capital leverage ratio. Another variable to account for bank risk is the size of the
bank’s assets, such as the log of assets. Larger and well-capitalized banks may be better
diversified or have access to a broader pool of funding, and therefore we expect this
group to experience a smaller draw-downs on their credit lines and losses. Additionally
we have defined a variable for Larger Banks and Smaller Banks, where the first
includes the largest 25 banks by asset size from the previous period; to look at the

opposite effect, we have defined a group for Smaller Banks that accounts for the banks
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with an asset size between $25m and $100m, using the $100m cutoff from Acharya and
Mora (2012) bank sample exclusion criteria. We would like to see the impact of the
changes in flows of deposits for these banks, as the increase in deposit insurance limit
was intended to protect these smaller banks that were being subject to deposit
withdrawals that fled into larger banks, and “avoid having to close otherwise viable
banks because of deposit withdrawals”, but believe that when dealing with market
sentiment, the bank’s size will greatly matter.

We complement this set of controls, with a dummy variable for the Bank’s Federal
Reserve District, to ensure that the identified differences are bank specific and not
attributable to differences across banks. The 12 federal districts work as the operating
arms of the nation’s central banking system, accumulating tasks such as holding cash
reserves of depository institutions and making loans to them, participating in the setting
of the monetary policy, amongst others. We created 11 dummies, for the Boston, New
York, Philadelphia, Cleveland, Richmond, Atlanta, Chicago, St. Louis, Minneapolis,
Kansas City, Dallas Banks, leaving out San Francisco.

Further, we will repeat our analysis to investigate if the share of uninsured deposits in
the bank’s assets at the end of the previous year, declines as a result of bank losses. To
evidence the importance of deposit insurance in the stability of deposit funding and its
role in the provision of liquidity and confidence in the market, we will repeat our
analysis to see how bank losses affected insured deposit flows throughout the recent
financial crisis.

Aggregate Evidence from the 2007-2009 financial crisis

One particular characteristic of the financial crisis is that risks were more concentrated

in the banking system than in previous financial crisis. The banking system’s

12



profitability fell as the aggregate return on assets dropped throughout this period.
Secondly, commercial banks were greatly affected in this crisis as a result of their
holdings of real estate loans and mortgage related securities that saw a sharp decrease in
its value, making it difficult to sell these assets, as explained by Brunnemeier (2009).
We will account for these variables - Share of Real Estate loans and holdings of
Mortgage-Backed Securities (MBS) to see if bank’s with greater exposure to this
variable saw a variation in their deposits. We will also consider Asset-Backed
Commercial Paper (ABCP), as a proxy for commercial paper as in July 2007 it
accounted for over 50% of the $2.2 trillion market. We believe that in times of market
tightening investors will withdraw their funds from these markets and into the banking
system. We will include a respective interaction variable for the different crisis periods
defined in our analysis.

3. Uninsured Deposits

In this section we will examine the impact of bank losses and depositor’s reaction to
changes in bank’s profitability. We will focus firstly on uninsured deposits and then
assess the importance of deposit insurance in providing some stability in times of
uncertainty.

Table 3 reports the results of our model that aims to investigate the effect of the change
in the bank’s net income on uninsured deposits that leave the bank over the course of
the year and over each quarter, accounting for the different stages of the crisis. We have
divided our table in three models. Model 1 looks at the variation of uninsured deposits
triggered by changes in net income and bank size, without controlling for any other
factors. Model 2 repeats this investigation, accounting for a set of bank-specific

controls; and Model 3 extends the set of controls to the “2007-2008 Aggregate
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Evidence” variables such as the Real Estate Loan share and Mortgage Backed-
Securities exposure. Looking at the quarterly variation of uninsured deposits, we can
evidence that in the pre-crisis period an increase in net income from one quarter to the
other, yielded a positive effect on the change in uninsured deposits, across models,
however this value is not statistically significant. Further by analyzing the interaction
variable Netlnc*Crisis across all three periods, we can evidence a positive effect of an
increase in the variation of net income on uninsured deposits in Model3, for the second
crisis period which is as expected, but again, the values are not statistically significant.
Regarding bank size we can see that small banks see a statistically significant run on
their uninsured deposits for the Crisis2 period is in both the 2™ and 3™ models, whilst
larger banks lead to an increase in uninsured deposits for Model 3. Considering the
variation of uninsured deposits from one year to the other, we can see that variation in
net income is positive across the 3 crisis moments, however the values are not
statistically significant. Large banks see an increase in uninsured deposits from one year
to the other, but this value is only statistically significant for the first crisis period of the
third model, regarded as a safe haven.

Moving on to the bank controls that are statistically significant, our results show that net
charge offs lead to an outflow of uninsured deposits as has been studied in Santos
(2012). Additionally banks with higher interest expense, tend to see a decrease in their
uninsured deposits; Acharya and Mora (2012) have studied that banks in greater need of
liquidity tend to offer higher rates for bank deposits, however banks with tighter
liquidity needs tend to see a decrease in their uninsured deposits, as can be evidenced in
our annual analysis. Another aspect to consider is that banks with higher capital ratios

are less exposed to runs by uninsured depositors across our panel set.
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The run on uninsured deposits can be defined as the portion of uninsured deposits that
leave the bank over each quarter and year: Auninsureddepositsy/uninsuredeposits.;. We
will now turn our analysis to the share of uninsured deposits in the bank’s assets, as
Uninsureddepositsy/Assets;.;, in table 5. We can evidence, again, that the changes in net
income that lead to an increase in uninsured deposits are not statistically significant, and
that banks with greater net charge-offs, have statistically significant lower uninsured
deposits.

Additionally, as expected, banks with a greater asset size, measured through the log of
assets leads to a statistically higher amount of uninsured deposits. It is interesting to
note that uninsured deposits are significantly bigger for the annual analysis of larger
banks in the Crisis3 period. Banks with a greater Real Estate exposure tend to have a
smaller share of uninsured deposits relative to its assets. Contrary to expected, banks
with greater repo funding saw a decrease in their uninsured deposits, given the more
unstable character of its funding.

In sum, we can evidence that the variation in net income is not the best measure of bank
performance’s effect on uninsured deposits, as in spite of the increase in net income for
most of the sample, the values are not statistically significant. However, it is worth
noting that uninsured depositors do offer some market discipline as we could evidence
in our results that bank’s with an unstable source of funding or lower liquidity ratios

have a smaller share of uninsured deposits.

4. Insured Deposits

The FDIC insures deposits at the United States’ 8246 banks and savings associations,
and promotes the safety and soundness of these institutions by identifying, monitoring

and addressing the risks to which they are exposed. Deposit insurance eliminates the
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incentives for depositors to run on their bank, even in the presence of information
signaling the poor financial performance from the bank. In this context, we will repeat
the analysis performed for the uninsured deposits, to investigate the response of insured
deposits to changes in net income. Looking at table 4, we see that the changes in net
income and the net charge offs are not statistically significant. Differentiating between
larger and smaller banks, we can evidence the decrease in insured deposits for smaller
banks in the Crisis2 period are statistically significant. It is also interesting to note that
changes in insured deposits for the Crisisl period across all models at both the annual
and quarterly level, which could be explained by the guarantee given to all Money
Market Accounts, meaning that these funds did not move from these accounts into bank
deposits. For Crisis2 we see an increase in Insured Deposits, as expected, given an
increase in the deposit insurance limit and the increased risk perception. The statistically
significant and positive variable for interest expense is worth mentioning, reflecting
how banks offering higher rates, despite usually being associated to lower solvency and
liquidity, still led to an increase in insured deposits, independent of market sentiment.
As initially expected, banks with higher share of repo funding see an increase in insured
deposits in their balance sheet. Considering the variables for the 2008 crisis, we can see
that banks that are more exposed to real estate loans see a decrease in their insured
deposits, as these types of assets significantly lost value, leading to great losses for
banks.

Looking at the share of insured deposits in Table 5 relative to the previous years assets,
we see the effect of the crisis leading to an increase in deposits for the Crisis2 sub-
period. One interesting variable to look at is that of the net income variation with the

Crisis2 period, where we see that even an increase in net income leads to a decrease in
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insured deposits. Additionally the Crisis3 period starts marks the introduction of the
reporting of the new deposit insurance limit and we can observe a statistically
significant increase in insured deposits across models. Together with the fact that the
size of the bank’s assets (log of assets) has a statistically significant and negative impact
on the share of insured deposits can reflect either the decrease in households’ available
income or the idea that deposit inflows weakened, relatively to its assets, leading us to
consider a crisis of banks in aggregate and not just the weakest banks. Whilst expecting
that banks with higher shares of unused commitments would lead to an increase in
insured deposits, our results reflect the opposite, meaning that the funds are pulled out
of the bank. As expected banks with a greater capital to assets ratio see a positive
impact on insured deposits, to buffer bank losses.

Our results show that small banks had a statistically significant negative impact on
insured deposits throughout the three moments, going back to our idea that size does
matter.

Considering the overall domestic deposits run model in Table 4 we can evidence an
increase in total deposits given an increase in net income during Crisis2 in our quarterly
analysis as well as in the share of total deposits relative to assets. Furthermore banks
with greater liquidity see a statistically significant positive effect on the changes in
deposits. Large Banks saw an increase in their overall deposits from one year to the
other, showing the importance of bank size and performance in the decision to affect
funds.

We can understand that insured deposits do give the market some confidence as there

was an increase in insured and total deposits throughout the crisis, the increase in total
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deposits given the increase in interest expense, where depositors are safeguarded by a

government-backed guarantee on their deposits.

V- Event Study

We will follow an event study methodology in an attempt to demonstrate the influence
of changes in the FDIC deposit insurance limit on firm values. The effect of the policy
changes throughout the crisis and the groups of banks it affected the most. We will look
at daily returns around the following three events:

1) October 3™ 2008 - The Emergency Economic Stabilization Act — where the
deposit insurance limit was temporarily increased from $100,000 to $250,000,
until the 31* of December 2009.

1) May 20™ 2009 — Congress signed off on extending the new deposit insurance
limit of $250,000 through 2013, and on allowing the agency to borrow $100b
from the Treasury Department.

1i1) July 21st 2010 — The Dodd-Frank act was signed in Congress, making the
$250,000 insurance limit permanent.

1. Sample Selection Procedure:

We collected data from the Center for Research in Security Prices at the University of
Chicago (CRSP) for the bank holding companies for which daily stock price data were
publicly available between February 2008 and July 2010. This resulted in a sample of
434 banks, for which we will perform our analysis. For each security we have used a
150-day estimation period, and the following 8-day event window, leaving a 10-day
interval between the estimation and event windows, to reduce noise surrounding the
date of the event in the calculation of normal and abnormal returns.

2. Abnormal Returns

The measurement of the event’s impact requires a measure of abnormal return. This can
be calculated as the actual ex post return of the security over the event window minus

the normal return of the firm over the estimation window.
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AR = Rit — E(Rif|Xy)
The calculation of abnormal returns, requires the specification of a model of normal
returns to separate individual firm effects from overall market movements. Following
the standard event study approach, we calculated the residual returns for each individual
bank holding company for a 9-day (t=-4 to t=4) event window centered on the event
dates (t=0), following the OLS market model:

Rjt= 0 + BjRue + Ej,

Where o; and B; constitute the firm specific intercept and the covariance with the
market, respectively, estimated from returns for days -165 to -15. The error term Ej; is
assumed to have zero mean, be independent from R, and uncorrelated across firms.

3. Defining the test statistics under the null hypothesis:

Given the excess returns based on the market model, the statistical significance of the
event period excess return is assessed for each sample. Further, given that the
announcements occur on the same calendar date for all firms and firms that are in the
same industry, we cannot assume that the abnormal returns are cross-sectionally
independent. Therefore, we will use a test-statistic, following the parametrical approach,

to assess the statistical significance of our results.

t= ARo/ S(ARy) .
where ARy is the average residuals across firms for each day and S(ARy) is an estimate
of the standard deviation of these average abnormal returns.
To test the overall quality of the estimators, the null hypothesis to be tested is that the
cumulative abnormal returns, defined as the sum of abnormal returns per bank across

the event window is equal to zero.

Hp: CAR=0,
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Residual returns on the event days are, on average, statistically significant, at a 1% level
for the first and second moments, and statistically significant at a 10% level for the third
moment, reflecting market uncertainty around times of regulatory change.

4. Residual Returns:

Additionally, we will look at the residual returns for the event window, and analyze the
abnormal returns for the days in which these policies were voted.

Brown and Warner concluded from their simulation examination that “even if a
researcher is doing an event has a strong comparative advantage at improving existing
methods, a good use of his time is still in reading old issues of the “Wall Street Journal”
to more accurately determine event dates”, (1980, page. 249), and consider the
information provided in these articles. Whenever available, we will study the residual
returns for the days were news is available on the increases in the deposit insurance
limits.

October 3" 2008 — Moment 1

The Emergency Economic Stabilization Act, which became law on October 3 2008 did
not have a smooth enactment process. Four days earlier, at the start of our analysis, the
House of Representatives voted to reject a previous version of the bill, leading the stock
market to see one of the largest and most precipitous declines in the recent past, with the
S&P and the Dow Jones dropping around 8,8% and 7%, respectively, in one day or in a
couple of hours, as stock markets started reacting at around 1:50 pm, when it was clear
that the bill was not going to be approvedl.

In this analysis we are expecting to capture a TBTF policy sign, hence creating a group

1 http://money.cnn.com/2008/09/29 /markets/markets newyork/index.htm
http://online.wsj.com/news/articles/SB122277181408289865
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of 7 banks that were required to participate in the TARP program by the Treasury —
Goldman Sachs, Morgan Stanley, JP Morgan Chase & Co, Wells Fargo, Citigroup, the
Bank of New York Mellon, Bank of America and State Street Corporation. This group
would benefit disproportionately from the rest of the financial institutions, and we
therefore expect the events on Monday to have a greater toll on this group’s returns. For
the smaller banks, we expect a different reaction as in spite of their strong lobby for
increased deposit insurance, to avoid seeing a flight from their deposits into larger and
“perceived as” more stable banks, their opinion did not carry much weight in the
September bill, comparatively to big banks, hence suffering less than the TBTF. We
expect smaller banks to have a positive reaction when the Senate approved on October
1% (t=-2) a bill that included the deposit insurance provision, rather than on October 3™,
where the bill included many other regulatory changes that did not affect these banks as
much.

Table5 shows the stock market returns, abnormal returns for the entire sample and the
abnormal returns for the TBTF group, as well as for the entire sample excluding the
latter group. We can evidence that on t-4, the abnormal returns for larger banks was
negative at a value of -5,38%, whilst the rest of the sample yielded a positive return. For
the remainder of the sample, we would like to note that change in abnormal returns
from t=-3 and t=-2, went from (2,25%) to 2,1%, with the approval of the bill that raised
the deposit insurance limit.

May 20" 2009 — Moment 2

Moving on to the second event in our analysis on May 20" 2009, the Help Families
Save their Homes Act, which is intended to help prevent mortgage foreclosures, and

help homeowners to find alternative ways not to default on their mortgages.
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Additionally, the deposit insurance limit was extended, and Congress also signed off on
allowing the FDIC to borrow as much as $100b from the Treasury Department, given
the FDIC more space to act in the midst of several bank failures and the depletion of the
corporation’s funds. Another point worth mentioning is the uncertainty about the
FDIC’s plan to assess banks with a one-time fee to bulk up the deposit-insurance fund
announced by the FDIC chairman in February, when her plea for enhanced borrowing
authority was given little attention. Smaller banks began to lobby for the increase in the
FDIC’s borrowing power, as they feared to be hit the most by these assessments and
fees. For this reason we expect abnormal returns around the event day for both large and
smaller banks, given the uncertainty and debate about bank controls in anticipation of
the FDIC Chairman Sheila Bair’s announcement the following week. Looking at the
abnormal returns in Table 7 we can see that smaller banks’ abnormal returns on t=.1 of -

1,2% were bigger than that of large banks of -0,7%.

July 21* 2010 — Moment 3

Looking at the signing of the Dodd-Frank and Consumer Protection Act, coming after a
series of emergency measures that started to look like longer term fixtures, the Act
made the $250,000 deposit insurance limit permanent. This Act constituted one of the
most significant financial reforms in the United States, as it encompasses several
measures to provide more stability and discipline to markets. The Dodd Frank Act has
been designed to better monitor the performance of bigger firms to avoid the
widespread economic collapse it has the possibility of breaking up larger firms to
mitigate systemic risk. It also regulates bank’s trading activities through the Volcker
Rule; on the consumer side it intends to simplify credit agreements, to prevent predatory

lending. Given the broad scope of issues addressed in this Act, we believe that it would
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be erroneous to analyze the abnormal returns with respect to the changes in the deposit
insurance limit. However we have included the abnormal returns in Table 7 to evidence
the reaction to these measures by bigger banks and the remainder of the sample.

6. Residual Returns and Bank characteristics:

Additionally, we will attempt to explain the cross-sectional differences in abnormal
returns, based on bank’s total asset size and solvency ratio. We have defined 4 groups
based on asset size, where group 1 encompasses the smallest banks going up to group 4,
across the TBTF banks and the remainder of the sample.

We have also developed a solvency ratio, following Swary (1986):

Solvency ratio=(Nonperforming Assets + Real Estate Debt)/ Stockholder’s Equity,

This ratio attempts to measure the effects of both bad loans, namely from the real estate
loan share, and the bank’s capitalization. We use the value of 100 as a cutoff between
solvent and insolvent banks.

We will look at the bank characteristics for the date of the enactment of the Emergency
Economic Stabilization Act, as it constituted the first moment for the implementation of
these policies, and believe that these bank groups will behave similarly throughout the
three moments.

Looking at Tables 9, 10 and 11 we can evidence that the insolvent banks have a small
positive average return comparatively to the solvent banks that yield a small negative
return. Additionally solvent banks have a bigger asset size, and greater relative TARP
funds, given the depth of their activities, alongside the fact that many of the banks that
failed had not qualified to participate in the TARP program. Segmenting our sample in
4 groups by asset size, we see that the 4™ quarter of banks — the group of the largest

banks has positive abnormal returns, whilst the abnormal returns for the TBTF group
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yielded negative returns. This reinforces the power of the 8 banks included in the TBTF
group in influencing the market and policymakers.

VI — Conclusion

Much of the literature on deposit insurance has been related to the moral hazard of such
schemes. However, through our analysis we could evidence that deposit insurance does
bring some stability to the markets as in times of market distress such as the evidence of
an inflow of deposits in the midst of the banking crisis in 2008-2009. This role of
liquidity provision is at the core of the bank’s activity in the mismatch between liquid
demand deposits and the assets held by the bank. The role of government backed
deposit insurance comes in guaranteeing depositors about the safety of their funds.

One particular aspect of the recent financial crisis is the broad scope of instruments that
resemble demand deposits and that competed with banks in capturing funds, which also
had to be accounted for in the policymaking. According to Ben Bernanke, the three
basic tools used for restoring confidence in markets are the temporary public or private
guarantees — of bank debt, money market accounts; measures to strengthen financial
institutions’ balance sheets, such as public capital injection; and public disclosure of the
conditions of financial firms, such as the stress tests performed in 2009 in the US, and
more recently in Europe. These measures have been used internationally - Demirgiic-
Kunt, Karacaovali, and Laeven (2005) show that most countries provide either explicit
or implicit deposit insurance to demand accounts, however some countries decided to
introduce deposit insurance schemes for the first time in the 2008-2009 financial crisis,
such as New Zealand, Australia and China. Others increased their coverage such as the
UK that pledged 100% deposit guarantees in the context of the run on Northern Rock in

2007. Another characteristic is the possibility of geographic spread of panic between
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countries, given the strong link between economies. One example is that of Cyprus,
leading to panic by depositors in other European countries such as Portugal, who did
not trust the guarantees system, started moving their money out of deposit accounts into
their safes at the bank, leading bankers to push for tighter regulation at the EU level.
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Table 1: Weekly Variation using Federal H8 Release Data

Lehman 2 weeks
Nov 1973 - Jan 1980- Jul 1981- Jul 1990- Mar 2001 - Pre- Bros after 1st Post 2nd Post 3rd Post
Mar 1975 Post crisis Jul 1980  Post crisis Nov 1982  Post crisis Mar 1991  Post crisis Nov 2001 Post crisis Lehman failure Lehman increase increase increase increase increase increase
Total Deposits 0,13 0,12 0,10 0,19 0,10 0,10 0,06 0,05 0,07 0,09 0,06 -0,24 1,32 1,97 0,10 -0,06 0,04 -0,18 0,10
Average Time+ Other |0,04 0,02 0,04 0,07 0,04 0,01 -0,02 0,01 -0,01 0,02 0,02 0,02 0,39 0,37 -0,03 -0,06 0,90 -0,18 0,10
::t:‘l’::;ts 0,16 0,18 0,14 0,22 0,14 0,14 0,04 0,12 0,11 0,16 0,15 -0,25 1,38 4,28 0,08 0,01 -0,02 0,07 0,06
Liquid Assets 0,19 0,22 0,16 0,29 0,18 0,19 0,03 0,14 0,07 0,16 0,13 -0,21 1,52 4,12 0,09 0,31 0,32 0,38 0,12
Total Loans 0,10 0,11 0,02 0,12 0,09 0,10 0,02 0,08 0,02 0,10 0,09 -0,12 0,55 2,22 -0,04 0,15 -0,02 -0,17 0,02
C&I loans 0,05 0,03 0,02 0,05 0,05 0,02 -0,01 0,02 -0,02 0,01 0,03 -0,04 0,12 0,16 -0,03 -0,03 -0,03 -0,01 0,02
Table 2 — Summary Statistics
Variable Mean S_td', Median Min Max
Deviation

InsuredShare 0,7028 0,1981 0,7120 0,0002 28,4275

UninsuredShare 0,1646 0,1290 0,1404 -4,5456 9,8793

DomesticShare 0,8652 0,2195 0,8654 0,0017 38,2375

Ginsured 0,0181 0,0928 0,0097 -8,0837 7,5558

Guninsured -0,0070 0,4262 0,0105 -10,1198 11,0014

Gdep 0,0142 0,0688 0,0096 -4,5824 4,0097

NetincomeGrowth 0,0000 0,0057 0,0000 -1,1968 0,2506

Charge-offs 0,0008 0,0023 0,0001 -0,0706 0,1493

Lassets 12,1525 1,2128 11,9943 10,1278 21,4003

TopAssets 1635508 3,5300 161831 25030 1970000000

IntExpense 0,0052 0,0024 0,0051 -0,0195 0,1328

Repo 0,0133 0,0352 0,0000 0,0000 0,7883

UnusedComm 0,1241 0,0771 0,1144 0,0000 0,9745

Liquidity 0,2998 0,1545 0,2741 -0,3994 0,9562

Nonperforming 0,0031 0,0083 0,0004 0,0000 0,4926

Cap-to-Asset 0,1074 0,0350 0,0992 0,0010 0,8234

Tier 1 0,1627 0,1247 0,1371 -0,0676 33,4917

Tier 1 Leverage 11,9770 16,9237 9,7989 -4,7883 3483,0840

C&l Loan 0,0846 0,0693 0,0708 0,0000 0,9684

OtherBorrowing 0,0167 0,0450 0,0000 0,0000 0,5961

TimeDeposits 0,1596 0,0804 0,1468 0,0000 0,8125

NetLoans 0,0010 0,0265 0,0006 0,0000 7,2393

MBS 0,0722 0,0931 0,0380 0,0000 0,8104

RELoan 0,5069 0,2496 0,5083 0,0000 37,1614

ABCP 0,0004 0,0060 0,0000 0,0000 0,4377

MMF 0,1178 0,1005 0,0935 0,0000 0,9050

Brokered 0,0231 0,0598 0,0000 0,0000 0,8817

GovtSec 0,1561 0,1223 0,1286 0,0000 0,8963

ROA 0,0018 0,0041 0,0021 -0,3671 0,1204

CoreDeposits 0,5969 0,1121 0,5957 0,0110 1,7744

Insured Share is the share of insured deposits relative to the previous year assets; Uninsured Share is the share of uninsured deposits relative
to the previous year assets; Domestic Share is the share of domestic deposits relative to the previous year assets; Ginsured is the variation of
the log of insured deposits; Guinsured is the variation of the log of uninsured deposits; Gdep is the variation of the log of domestic deposits;
NetincomeGrowth is the variation in net income from one period to the other relative to the previous year’s assets; Charge-Offs is the bank’s
net charges-offs scaled by total assets; TopAssets constitutes the total assets per bank; IntExpense is the bank’s interest expense scaled by
assets; Repo is the bank’s amount of repo debt over assets; UnusedComm Ratio is the Bank’s unused commitments divided by total
commitments and loans; Liquidity is calculated as the sum of cash and securities over assets; Nonperforming is calculated as the Loans past
90 days relative to total loans; Cap-to-Asset is calculated as the bank’s capital divided by assets; Tier1 divided by the risk-weighted assets;
Tier1 Leverage is calculated by Tier 1 Core Capital divided by a firm’s total average consolidated assets; C&I Loan Commercial and
Industrial Loans scaled by Assets; OtherBorrowing constitutes banks other sources of funding, including mortgage indebtness and obligations
under capitalized leases, excluding deposits, federal funds purchased, securities sold under agreements to repurchase in domestic offices of the
bank and trading liabilities; Time Deposits scaled by assets; NetLoans is calculated as the Net Loans and Leases scaled by domestic deposits;
MBS scaled by total assets; RELoan , share of real estate loans divided by assets; ABCP - Asset Backed Commercial Paper divided by total
assets; MMF equals money market mutual fund accounts divided by total assets; Brokered defined as Insured Brokered Deposits divided by
total assets; GovtSec divided by total assets; ROA is the return on assets and the CoreDeposits are scaled by total assets for the previous year.
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Table 3 — Uninsured Deposit Run (*1%, ** 5% and ***10% significance)

Quarterly Annual
(1) () [€)] (€ ) [€)]
NetincomeGrowth  0,3597 0,4789 0,3111 -6,3928 -3,5967 -3,7747
0,6801 0,6442 0,6469 6,7211 4,2637 4,0075
Charge-offs -3,0877* -1,5341 -1,6155** -9,4930* -9,3212* -8,7971*
100055 0,9876 0,6852 2,1090 2,0157 2,0106
Netincomel -1,0829 -1,1837 -1,2992 16,5624 1,2504 1,1951
1,3712 1,3358 1,4599 10,7641 9,6150 4,4285
Netlncome2 -0,56336 -0,4392 0,6584 1,4053 -0,9695 3,114
0,7994 0,7460 1065364 6,7282 4,2922 4,1416
Netlincome3 -1,1532 -1,0678 -1,1970 5,9502 3,4701 3,7056
0,8760 0,8195 0,8381 6,8834 4,4519 4,2761
Crisisl 0,0007 0,0393* 0,0313* 0,0788** 0,1082* -0,0115
0,0026 0,0038 0,0041 0,0327 0,0277 0,0191
Crisis2 0,0072* 0,0105** 0,0098** 0,0097 0,0338 -0,0254
0,0025 0,0051 0,0048 0,0202 0,0230 0,0190
Crisis3 -0,0697* -0,0022 0,0179** -0,2792* 0,0270 -0,1201*
0,0027 0,0093 0,0079 0,0198 0,0358 0,0237
LargeBank -0,0042 0,1075* 0,1332* -0,56855 -0,0051 0,1333
0,0110 0,0347 0,0420 0,5968 0,2794 0,0915
LargeBank1 0,0130 0,0418** 0,0727* 1,1813 1,0443 0,1861**
0,0232 0,0239 0,0228 1,1639 0,8642 0,0962
LargeBank2 -0,0050 -0,0031 0,0253 0,6292 0,3909 0,1719
0,0176 0,0212 0,0219 0,6136 0,3121 0,1085
LargeBank3 0,062048* -0,0167 -0,0086 0,7751 0,2620 0,0565
0,0150 0,0213 0,0257 0,6076 0,3037 0,0734
Small -0,0111* 0,0245* 0,0279* -0,0892* 0,04489*** 0,0307
0,0036 0,0048 0,0051 0,0319 0,0254 0,0214
Smalll 0,0159* -0,0065 -0,0072 0,1325* 0,0635 0,0426**
0,0051 0,0052 0,0054 0,0537 0,0426 0,0250
Small2 0,0050 -0,0172* -0,0189* 0,0786** 0,0037 0,0003
0,0047 0,0051 0,0053 0,0345 0,0262 0,0237
Small3 -0,0235* 0,0136** 0,0152* -0,0740** 0,0335 -0,0073
0,0046 0,0054 0,0056 0,0341 0,0260 0,0235
OtherBorrowing 0,5495* 0,5720* 1,0612* 1,302643*
0,0468 0,0507 0,2475 0,2011
ABCP 1,6380* 2,7712* 4,3229* 4,0353*
0,3865 0,3652 0,9565 1,5463
Lassets -0,3362* -0,3867* -0,9041* -0,6562*
0,0266 0,0331 0,0707 0,0656
IntExpense -14,3028* -11,4889* -3,5009 -13,2808*
1,7919 1,0439 5,1920 2,9488
Repo 0,1500** 0,2428* -0,4164* -0,2299*
0,0801 0,0913 0,0547 0,0708
Lunused -0,0160* -0,0149* 0,8344* 0,3791**
0,0019 0,0021 0,2278 0,1822
Luninsured 0,2015* 0,2249* -0,0341* -0,0268*
0,0074 0,0092 0,0058 0,0050
Linsured 0,1435* 0,1637* 0,5776* 0,4360*
0,0209 0,0255 0,0222 0,0173
Liquidity -0,0443* -0,0052 0,3419* 0,2287*
0,0150 0,0230 0,0562 0,0521
Cap-to-Asset 0,1381 0,1058 -0,6661*** -0,1219
0,0910 0,0768 0,3720 0,3378
Nonperforming -0,0491 -0,0125 0,2445 0,5236
0,1602 0,1690 0,4930 0,4682
Tier 1 0,0543 0,0210 1,1538* 0,4146*
0,0436 0,0163 0,2122 0,1988
RELoan 0,0038 -0,0899***
0,0223 0,0475
MBS -0,0154 -0,0112
0,0364 0,1578
MBS1 0,0326 0,1657
0,0363 0,1723
MBS2 0,0287 0,1304
0,0340 0,1651
MBS3 -0,0197 0,1070
0,0350 0,1650
ABCP1 -0,4290 0,5033
0,6145 2,5588
ABCP2 -0,9185*** -0,3708
0,5516 1,7451
ABCP3 -1,2449* -1,1738
0,4675 1,6152
BHC 0,0044* -0,0647* -0,0289* 0,0309* -0,1727* -0,0427*
0,0015 0,0044 0,0048 0,0071 0,0155 0,0101
FED Dummy IN IN IN IN IN IN
_cons 0,0143* 0,5457* 0,6134* 0,0194 1,3559* 1,1460*
0,0036 0,0344 0,0384 0,0241 0,1002 0,0863
Observations 123610 123610 123610 27300 27300 24338
R-Squared 0,0095 0,1997 0,2106 0,0508 0,4506 0,3526




Table 4- Insured and Total Deposit Runs (*1%,

** 5% and ***10% significance)

INSURED DEPOSITS RUN TOTAL DOMESTIC DEPOSITS RUN
Quarterly Annual Quarterly Annual
(1) 0] 3) (1) (2) (3) 1) [0)] (3) (1) (2) (3)
NetincomeGrowth  0,1948 0,1859 0,0256 -1,1066 -1,3060 -1,2858 NetincomeGrowth 0,5714*** 0,5341*** 0,4659 -2,0918*** -2,2049** -2,2719**
0,3698 0,3682 0,4269 1,7015 1,5614 1,5816 0,2989 0,3092 0,3437 1,1404 1,1134 1,1263
Charge-offs 0,0710 -0,1696 -0,8577* 1,5606 0,6066 0,4007 Charge-offs -0,3511 -0,4134 -1,0109* -0,5051 -1,2123 -1,2253
0,5518 0,5627 0,2319 1,0613 1,0868 1,1534 0,5814 0,5898 0,2256 1,1033 1,1487 1,2480
Netincomel -2,9595 -2,9115 -3,0197 -0,3189 -0,1579 1,0679 Netlncomel -3,2320 -3,2414 -3,5000 1,1356 1,1394 1,7643
2,9717 2,9039 3,1521 2,2453 2,1500 1,7673 2,3855 2,3566 2,5796 1,4518 1,4292 1,3582
Netincome2 -0,1902 -0,2030 0,5825 -1,5321 -1,4216 -0,0577 Netincome2 -0,5763 -0,5415 0,2868 -0,9072 -0,8311 1,2317
0,4353 0,4345 0,7948 1,6998 1,5648 1,7751 0,3946 0,3994 0,7771 1,1750 1,1501 1,3201
Netincome3 0,3407 0,3159 0,4208 -0,2067 0,1092 -0,3585 Netincome3 -0,2533 -0,2358 -0,2462 1,0062 1,2478 0,9890
0,4060 0,4055 0,4654 1,9376 1,8183 1,8658 0,3299 0,3397 0,3748 1,4670 1,4440 1,4947
Crisis1 -0,0037* -0,0042* -0,0062* -0,0239* -0,0249* -0,0209** Crisis1 -0,0037* -0,0030* -0,0055* -0,0228* -0,0277* -0,0338
0,0010 0,0016 0,0020 0,0053 0,0081 0,0092 0,0008 0,0012 0,0011 0,0027 0,0047 0,0038
Crisis2 0,0030* 0,0047 0,0073* -0,0008 0,0263* 0,0343* Crisis2 0,0040* -0,0018 0,0016 -0,0108* -0,0017 0,0034
0,0010 0,0031 0,0019 0,0054 0,0096 0,0101 0,0008 0,0038 0,0011 0,0036 0,0079 0,0053
Crisis3 0,0065* 0,0045 0,0109* 0,0416* 0,0719* 0,1083* Crisis3 -0,0069* -0,0159*** -0,0056* -0,0192* 0,0118 0,0385
0,0012 0,0063 0,0018 0,0049 0,0142 0,0077 0,0010 0,0086 0,0014 0,0035 0,0190 0,0061
LargeBank -0,0125 -0,0073 -0,0201 0,0201 0,0139 -0,0619 LargeBank -0,0012 -0,0159*** -0,0335* 0,0035 -0,0465 -0,1080
0,0129 0,0151 0,0135 0,0765 0,0692 0,0711 0,0072 0,0092 0,0091 0,0331 0,0387 0,0403
LargeBank1 0,0957 0,0993 0,1160 -0,0319 0,0147 0,1104 LargeBank1 0,0379** 0,0331*** 0,0360*** 0,0804 0,0620 0,0513
0,0740 0,0773 0,0936 0,0979 0,0996 0,0960 0,0193 0,0196 0,0196 0,0752 0,0743 0,0737
LargeBank2 0,0223 0,0219 0,0373** 0,3340 0,3538 0,4845 LargeBank2 0,0018 -0,0056 -0,0047 0,1358*** 0,1214 0,1406***
0,0149 0,0151 0,0150 0,3170 0,3129 0,3674 0,0129 0,0128 0,0159 0,0759 0,0757 0,0777
LargeBank3 0,0219 0,0200 0,0353** -0,0155 -0,0013 0,0928 LargeBank3 0,0157 0,0067 0,0156 -0,0246 -0,0460 -0,0076
0,0159 0,0164 0,0168 0,0865 0,0810 0,0882 0,0109 0,0111 0,0112 0,0383 0,0385 0,0436
Small -0,0078* -0,0053* -0,0048* -0,0173* -0,0006 -0,0005 Small -0,0089* -0,0043* -0,0043* -0,0373* -0,0135* -0,0142
0,0010 0,0013 0,0011 0,0057 0,0059 0,0056 0,0007 0,0011 0,0009 0,0033 0,0040 0,0037
Smalll 0,0044* 0,0051* 0,0045* -0,0152%** -0,0139%** -0,0059 Smalll 0,0059* 0,0061* 0,0068* 0,0159* 0,0157* 0,0204
0,0014 0,0015 0,0016 0,0081 0,0082 0,0073 0,0011 0,0012 0,0012 0,0043 0,0042 0,0042
Small2 -0,0040* -0,0035** -0,0044* -0,0216* -0,0237* -0,0222* Small2 -0,0038* -0,0031* -0,0028** 0,0049 0,0036 0,0062
0,0014 0,0014 0,0015 0,0071 0,0075 0,0080 0,0013 0,0011 0,0012 0,0050 0,0050 0,0052
Small3 0,0054* 0,0063* 0,0041* -0,0044 -0,0081 -0,0033 Small3 0,0069* 0,0092* 0,0073* 0,0182* 0,0183* 0,0180
0,0013 0,0015 0,0013 0,0064 0,0062 0,0059 0,0010 0,0014 0,0010 0,0041 0,0047 0,0042
OtherBorrowing -0,0041 0,0230 0,0560 0,0582 OtherBorrowing -0,0001 -0,0039 -0,0257 -0,0063
0,0169 0,0192 0,0862 0,1029 0,0069 0,0070 0,0447 0,0314
ABCP 0,1730 0,5670*** 0,4626 2,2172%* ABCP 0,1050 -0,1302 0,0777 -0,3371
0,1947 0,3016 0,6243 0,8732 0,0681 0,1406 0,1973 0,4919
Lassets -0,0304** -0,0298 -0,0925*** -0,1182%** Lassets 0,0011 0,0136* 0,0126 0,0331
0,0152 0,0189 0,0502 0,0632 0,0010 0,0025 0,0204 0,0127
IntExpense 1,0227 2,7859* 11,6072* 17,7136* IntExpense -0,2814 -0,4593** 6,1241 12,4955
1,4000 0,2750 2,8463 1,0216 0,2016 0,2230 4,3088 0,9218
Repo 0,0847** 0,0922*** 0,2892** 0,3711** Repo -0,0972* -0,1207* -0,2568* -0,2821
0,0417 0,0490 0,1367 0,1641 0,0145 0,0116 0,0496 0,0427
Lunused 0,0027* 0,0027* 0,0079* 0,0091* Lunused 0,0004 0,0008* 0,0029 0,0049
0,0005 0,0003 0,0018 0,0013 0,0006 0,0002 0,0018 0,0011
Luninsured -0,0022 -0,0029 -0,0117*** 0,0098 Luninsured 0,0047* 0,0042* 0,0106* 0,0130
0,0020 0,0025 0,0060 0,0081 0,0008 0,0006 0,0024 0,0021
Linsured 0,0331** 0,0340** 0,1083** 0,1101** Linsured -0,0035* -0,0159* -0,0165 -0,0412
0,0134 0,0166 0,0452 0,0552 0,0008 0,0023 0,0211 0,0118
Liquidity 0,0077*** -0,0069 0,0719* -0,0095 Liquidity 0,0096*** 0,0097* 0,0524* 0,0315***
0,0046 0,0042 0,0162 0,0214 0,0051 0,0037 0,0181 0,0190
Cap-to-Asset -0,0145 -0,0145 0,2262** 0,1335 Cap-to-Asset -0,0881* -0,1098* 0,0776 -0,0386
0,0275 0,0196 0,0909 0,0978 0,0223 0,0131 0,9753* 0,1015
Nonperforming 0,2744* 0,2540* 1045434* 1026557* Nonperforming 0,2215* 0,2133* 0,1955 1,0256
0,0670 0,0726 0,2259 0,2425 0,0490 0,0484 -0,1663* 0,2019
Tier1 -0,0138 -0,0028 -0,2509* -0,1057** Tier1 -0,0093 -0,0033 0,0512 -0,1615
0,0132 0,0031 0,0612 0,0480 0,0094 0,0038 0,0500
RELoan -0,0234* -0,0701* RELoan 0,0034 0,0145
0,0039 0,0160 -0,0474* -0,1174
MBS -0,0376* -0,1279* MBS 0,0057 0,0233
0,0091 0,0430 0,0304* 0,0688**
MBS1 0,0404* 0,0902 MBS1 0,0074 0,0308
0,0121 0,0589 0,0248* 0,1238
MBS2 0,0311* 0,1604* MBS2 0,0071 0,0295
0,0111 0,0533 0,0274* 0,0801
MBS3 0,0351* 0,1419* MBS3 0,0060 0,0263
0,0092 0,0456 0,4232%** 1,4468
ABCP1 -0,1703 -106824 ABCP1 0,2215 1,2759
0,3799 0,7266 0,3949 2,1534
ABCP2 -0,4805*** -0,8464 ABCP2 0,2454 0,6016
0,2498 1,4215 0,0469 -0,7243
ABCP3 -0,5974** -2,6300* ABCP3 0,1477 0,4761
0,2563 0,7704
BHC 0,0020* 0,0007 -0,0026** 0,0045*** 0,0028 -0,0094** BHC 0,0006 -0,0051* -0,0032* 0,0026 -0,0084** -0,0090
0,0006 0,0012 0,0010 0,0023 0,0045 0,0039 0,0005 0,0012 0,0007 0,0021 0,0037 0,0026
FED Dummy IN IN IN IN IN IN FED Dummy IN IN IN IN IN IN
_cons 0,0208* -0,0003 -0,0033 0,0925* -0,0836*** -0,0171 _cons 0,0174* 0,0194 0,0087 0,0775* -0,0569*** -0,0579**
0,0014 0,0126 0,0124 0,0065 0,0436 0,0472 0,0013 0,0134 0,0056 0,0054 0,0331 0,0246
Observations 123789 123789 111980 27300 27300 24338 Observations 125580 125580 111981 27300 27300 24388
R-Squared 0,0060 0,3470 0,0397 0,0478 0,1532 0,3526 R-Squared 0,0800 0,0420 0,0398 0,0409 0,0758 0,0889
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Table 5- Share of Deposits over previous year assets (*1%, ** 5% and ***10% significance)

Insured/Assets Uninsured/Assets DomesticDeposits/Assets
Variables ) ) ) 2 @) 7))
NetincomeGrowth 0,2771** 0,5018** -0,11720 -0,06970 0,1633*** 0,1634***
0,1111 0,2533 0,13160 0,11490 0,08700 0,08650
Charge-offs 2,6913* 3,3699* -1,4112% -1,2742* 1,2858* 1,3385*
0,4693 1,0543 0,26200 0,20380 0,27520 0,28790
Netlncomel -0,4400 -0,1496 -0,72160 -0,68960 -1,19980 -1,21210
1,2783 1,3128 0,49700 0,48200 1,23670 1,22870
Netlncome2 -0,0070 -0,0059 0,28680 0,28060 0,2815* 0,2611*
0,2997 0,3708 0,33900 0,34600 0,10930 0,10610
NetIncome3 -0,0835 -0,7476%** 0,04100 -0,08850 -0,04010 -0,03410
0,1821 0,4412 0,16980 0,15130 0,10560 0,10620
Crisis1 -0,0133* -0,007* -0,0055* -0,0032* -0,0202* -0,0245*
0,0016 0,0019 0,00130 0,00120 0,00120 0,00110
Crisis2 -0,0027 0,0195* -0,0083* -0,00290 -0,0137* -0,0179*
0,0023 0,0049 0,00220 0,00230 0,00140 0,00130
Crisis3 0,1114* 0,1233* -0,0983* -0,0958* 0,0114* 0,009*
0,0030 0,0093 0,00270 0,00410 0,00180 0,00160
Lassets -0,0428* -0,0158** 0,0242* 0,0298* -0,0193* -0,0209*
0,0051 0,0070 0,00270 0,00280 0,00340 0,00360
TopAssets 0,0000 0,0000* 0,00000 0,00000 0,00000 0,00000
0,0000 0,0000 0,00000 0,00000 0,00000 0,00000
IntExpense 5,1074* 8,2139* -1,0215%* -0,45990 4,07094* 4,0449*
0,6713 1,9159 0,45660 0,80440 0,28830 0,30370
Repo -0,355* 0,0074 -0,3801* -0,3082* -0,7513* -0,7572*
0,0435 0,1222 0,03000 0,03010 0,03610 0,03530
UnusedComm -0,0049 0,2984* 0,1062* 0,1644* 0,1008* 0,1001*
0,0281 0,0971 0,01940 0,02060 0,02410 0,02430
Liquidity 0,6475* 0,4457* 0,2789* 0,2355% 0,9281* 0,9112*
0,0441 0,0581 0,02360 0,01250 0,02370 0,02310
Nonperforming 0,3158** 0,5269* -0,1581%** -0,11840 0,14660 0,14990
0,1252 0,1794 0,08920 0,07860 0,10540 0,10610
Cap-to-asset -0,442% 0,6535* 0,1856** 0,407* -0,2555%* -0,2569**
0,1421 0,2204 0,07370 0,06050 0,11230 0,11160
Tierl -0,0207 -0,3187** -0,1755* -0,2381* -0,1953* -0,19*
0,0678 0,1266 0,04090 0,03820 0,05220 0,05220
Tier 1 Leverage 0,000* -0,0002*** 0,00000 0,00000 O*** O¥**
0,0000 0,0001 0,00000 0,00000 0,00000 0,00000
€&l Loan 0,6562 0,5187* 0,3035* 0,2806* 0,9578* 0,9618*
0,0620 0,1264 0,03380 0,02910 0,03940 0,04090
ABCP -0,7958 -0,4466 0,52600 0,11470 -0,2519%** -0,15440
0,4320 0,4465 0,46970 0,23580 0,14170 0,16370
OtherBorrowing -0,2333* -0,1254* -0,0587* -0,0476* -0,2918* -0,29240
0,0180 0,0210 0,01430 0,01460 0,01480 0,01560
TimeDeposits -0,1268* 0,1918* 0,2817* 0,3424* 0,1542* 0,1543*
0,0291 0,0437 0,02440 0,02370 0,01360 0,01370
NetLoans 1,0363** -1,1558 -1,51619** -1,9417* -0,50580 -0,72840
0,4493 2,5756 0,66260 0,33640 0,78400 0,82910
LargeBank 0,1263** 0,0066 -0,1484* -0,1692* -0,01840 -0,01580
0,0636 0,0718 0,05650 0,05760 0,01670 0,01730
LargeBank1 -0,0284%** -0,0178 0,00390 0,00370 -0,0287* -0,0283*
0,0130 0,0113 0,01310 0,01130 0,01050 0,00980
LargeBank2 -0,0131 0,0486*** 0,00910 0,00650 -0,01410 -0,00910
0,0202 0,0274 0,01580 0,01910 0,01770 0,01650
LargeBank3 -0,0555* 0,0159 0,063* 0,0691* 0,00390 0,00520
0,0211 0,0225 0,01600 0,02000 0,01800 0,01700
Small 0,0178* 0,0144* -0,0089* -0,0095* 0,0087* 0,0087*
0,0032 0,0046 0,00240 0,00230 0,00230 0,00240
Smalll 0,0057* -0,0027 0,0051* 0,0033* 0,0108* 0,0114*
0,0013 0,0017 0,00120 0,00120 0,00100 0,00100
Small2 -0,0014 -0,0152* 0,0096* 0,0069* 0,0081* 0,0083*
0,0018 0,0031 0,00160 0,00160 0,00140 0,00140
Small3 -0,0212* -0,0227* 0,0145* 0,0142* -0,0066* -0,0065*
0,0025 0,0045 0,00190 0,00190 0,00170 0,00180
RELoan 0,7027* 0,134* 0,8375*
0,0392 0,02110 0,02380
MBS -0,0052 -0,0506*** -0,05600
0,0375 0,02650 0,01910
MBS1 -0,0648* 0,0188%** -0,0468*
0,0111 0,01100 0,00950
MBS2 -0,0612* 0,0274%** -0,0326*
0,0162 0,01610 0,01080
MBS3 -0,036** 0,01780 -0,0189***
0,0182 0,01490 0,01100
ABCP1 0,0896 -0,08350 0,00270
0,4940 0,37720 0,19210
ABCP2 0,7199 -0,58080 0,13060
0,5672 0,45670 0,20420
ABCP3 0,4126 -0,34770 0,05880
0,4168 0,41220 0,16850
BHC 0,0106 -0,0114 0,0105* 0,00550 0,0215* 0,0219*
0,0056 0,0091 0,00370 0,00370 0,00410 0,00410
FED Dummy IN IN IN IN IN IN
_cons 0,5074* 0,4074* -0,2543* -0,2806* 0,2607* 0,2799*
0,05480 0,07990 0,0328 0,0351 0,0405 0,0412
Observations 111981 111981 111981 111981 111981 111981
R-Square 0,7409 0,5982 0,5940 0,5823 0,9218 0,9211
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Table 6 - Moment]l Abnormal Returns Table 7 - Moment 2 Abnormal Returns

Abnormal Abnormal Abnormal Abnormal Abnormal Abnormal
EVDAY Return EVDAY Return
Return Return TBTF Return Other Return Return TBTF Return Other
4 -0,0491 0,0393 -0,0538 0,0414 4 0,0343 0,0260 0,1119 0,0239
(0,1948) (-0,2228) (0,2060) (0,1405) (1,2757) (0,1287)
3 0,0294 -0,0214 0,0335 -0,0225 3 -0,0230 -0,0104 -0,0003 -0,0107
(-0,2189) (0,4873 (-0,2299) (-0,2237) (-0,0190) (-0,2264)
2 0,0161 0,0214 0,0542 0,0207 2 0,0435 0,0175 0,0051 0,0178
(0,2774) (1,089) (0,2671) (0,4063) (0,2505) (0,4093)
-1 -0,0124 0,0273 0,0398 0,0271 -1 -0,0151 -0,0117 -0,0079 -0,0118
(0,4510) (1,1557) (0,4435) (-0,2470) (-0,2089) (-0,2476)
0 -0,0102 0,0042 -0,0324 0,0050 0 -0,0108 -0,0043 -0,0179 -0,0040
(0,0658) (-0,4662) (0,0787) (-0,1018) (-0,7289) (-0,0942)
1 -0,0368 0,0020 0,0226 0,0016 1 -0,0172 0,0000 0,0472 -0,0010
(0,0265) (0,5618) (0,0205) (0,0007) (2,7781)* (-0,0219)
2 -0,0523 0,0027 -0,0364 0,0035 2 -0,0081 -0,0051 -0,0109 -0,0050
(0,0410) (-0,4306) (0,0533) (-0,1222) (-1,0517) (-0,1180)
3 -0,0235 -0,0118 0,0252 -0,0126 3 0,0279 0,0053 -0,0156 0,0057
(-0,1631) (0,4331) (-0,1735) (0,1125) (-0,5570) (0,1216)
4 -0,0901 -0,0164 0,0343 -0,0175 4 -0,0257 -0,0067 0,0075 -0,0070
(-0,1970) (0,4766 (-0,2097) (-0,1500) (0,2808) (-0,1559)
Overall t-statistic 11,6799 Overall t-statistic 2,4621
Table 8 — Moment 3 Abnormal Returns Table 9 — Summary Characteristics
millions of $
EVDAY Return Abnormal Abnormal Abnormal Variable Mean St. Dev. Min Max
Return Return TBTF Return Other
-4 0,0013 0,0003 0,0822 -0,0017 Return 0,010369  0,063439  -0,203886  0,4626235
(0,0031) (4,1551)* (-0,0168) Solvency
3 -0,0288 -0,0046 -0,0058 -0,0046 Ratio 61,74299  24,78884 0 241,0867
(-0,0973) (-0,2200) (-0,0959) Abnormal
-2 -0,0006 -0,0063 -0,0079 -0,0062 Returns 0,005207  0,063306  -0,170073  0,5071828
(-0,1508) (-0,5533) (-0,1483)
-1 0,0081 -0,0021 0,0007 -0,0022 Relative TARP | 3,346571  11,50957  0,054819 12,2449
(-0,0697) (0,0322) (-0,0714
0 -0,0214 -0,0110 0,0076 -0,0114 Total Assets 2945373 26200000 245 365000000
(-0,2771) (0,2293) (-0,2877)
1 0,0237 0,0039 -0,0056 0,0041
(0,0992) (-0,3413) (0,1039)
2 0,0111 0,0039 -0,0056 0,0041
(0,0984) (-0,4947) (0,1029)
3 0,0168 0,0071 0,0010 0,0072
(0,1795) (0,0965) (0,1811)
4 0,0031 0,0034 0,0021 0,0034
(0,0839) (0,2039) (0,0838)
Overall t-statistic -1,7013

Table 10 — Bank characteristics by Solvency

Moment1
Insolvent Solvency Abnormal Relative
Dummy Return Ratio Returns Total Assets TARP
0 -0,01301 58,29889 0,0024697 3105993,00 3,381669
1 0,031917 124,1194 0,0490059 36368,72  1,416153

Table 11 — Bank characteristics by Quarter

Moment1
Abnormal Solvency Relative
Quartil Return Returns Ratio Total Assets TARP
1 0,006723 0,0133679 72,77281 55,47372 12,23291
2 -0,01354 -0,0030756 66,70194 16278,33  2,907589
3 -0,01017 0,0074176 59,41928 45709,14 1,646837
4 -0,01912 0,0043594 48,07792  11700000,00 1,732226
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