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Disclaimer

The views expressed here are my own and do not necessarily reflect the views of
the Federal Reserve Bank of Richmond.
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The Paper in One Slide

Big Picture

• Bonds thought as safer than loans (liquid; DW use; no credit risk)
• But: interest rate risk

◦ Depends on maturities, accounting treatment, etc.

Estimation
• Event: Britain exits gold standard (Sep ’31), Fed sharply raises rates (Oct ’31)
• Assumption: variation in bond holdings across banks is exogenous
• Results: Sec/Assets typically have negative correlation with bank exit; flips
after shock

⇒ Very topical; a paper I would have loved to write. Let’s dive in…
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Suggestion 1: Look at Higher-Frequency Data

• Paper currently uses annual balance sheets
• Can we obtain quarterly data at least for a subset of banks?

Why?
• Most of the increase in securities happened over the summer Fed Bulletins

• Most of the outcomes also high-frequency (monthly or even weekly) Figures

• Might help with significance:
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Suggestion 2: What’s the Right Specification?

• Table 1 includes Loans/Assets as control

• However: Assets = Cash + Loans + Securities
⇒ 1 = Cash/Assets+ Loans/Assets+ Securities/Assets

• Thus, Cash/Assets is the baseline; this matters
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Suggestion 2: What’s the Right Specification?

• Let’s replicate dynamic version of Table 1
◦ With FEs and most controls (assets, equity/assets, deposit growth, etc.)
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• But what if we use Cash/Assets as control?
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Suggestion 3: Economic Losses vs Accounting Losses

• 2023 SVB Crisis: most losses were unrealized
• How was it in this case? What was the accounting treatment?

• Mostly mark-to-market
• 1931: deposits rushed out; banks liquidated govt bonds; bond prices crashed.
• Fed didn’t step in (Friedman & Schwartz p319)
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Suggestion 3: Economic Losses vs Accounting Losses

• Maybe also study differences between state and national banks?
• Until 1932, SBs booked all losses while NBs only booked 25%
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Suggestion 4: Wasn’t This an Issue Earlier?

• Non-government securities had been increasing since the 1920-21 recession

0

5

10

15

20

M
ed

ia
n 

Se
cu

rit
ie

s/
As

se
ts

 (%
)

1915 1920 1925 1930 1935
year

Government Other

Securities held by national banks (% of Assets)
10



Suggestion 4: Wasn’t This an Issue Earlier?

• Discount window series: Perhaps we should also look at 1929?
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Suggestion 4: Wasn’t This an Issue Earlier?

• Contemporaneous examiner reports suggested this was an issue much earlier
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Conclusion

• Really interesting paper; has much potential.
• High-frequency data or additional sources might enrich it
• Would like to understand some institutional settings better

◦ 1928-29 rate increases
◦ Accounting treatments

Thank you!
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Runs, suspensions, and exits peaked in Oct. ’33
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Increase particularly notable during the summer of ’33

FRB Bulletin (May 1931)
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Increase particularly notable during the summer of ’33

FRB Bulletin (June 1931)
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Increase particularly notable during the summer of ’33

NY Fed Monthly Review (Aug. 1931)

Looks more like flight-to-safety (liquidity, de-risk) than reach for yield
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