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Understanding Banking Crises

® Bank failures and banking crises are a recurrent feature of banking
® Banking crises have large economic costs
Bernanke '83, Reinhart Rogoff '09...

® What are the causes of banking crises?
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Liquidity View versus Solvency Views

Liquidity view

® Runs are crucial turning points, jumps to bad equilibria
® |lliquidity — insolvency
Friedman Schwartz '63, Diamond Dybvig '83, Bernanke '18. ..

Solvency view

® |osses push banks toward insolvency
® Runs occur in response
® |nsolvency — illiquidity
Temin '76, Admati Hellwig '14, Gennaioli Shleifer '18. ..

Not mutually exclusive: liquidity and solvency interact

But understanding relative roles matters for theory and policy
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Agenda

® Challenge: government interventions make liquidity-driven failures less likely

® Qur agenda: study the history of failing banks and bank runs in the United
States from 1863-2023

— Novel dataset with balance sheets for most banks in the U.S. since 1863
® Around 37,000 distinct banks and 5,000 bank failures

— Novel bank-level data on bank runs

® Apply LLMs to 242k historical U.S. newspaper articles
® Around 3,500 bank runs
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2. Bank runs as causes of banking crises are somewhat overrated

— Implications for policy:

® Liquidity intervention versus capitalization

® Banking supervision



Finding 1. Banking crises are always and everywhere related to
weak fundamentals



Data: Call Reports and Bank Failures

Bank fundamentals:

e OCC Call Reports of national banks,
1863-1941

* FFIEC Call Report, 1959-2023

Bank failures:
e Definition of failure: receivership
e OCC list of failing banks, 1863-1941
e FDIC list of failing banks, 1935-2023
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Bank Failures: 1863-2023
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NPL/Loans

Failing banks see a rise in non-performing assets before failure
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NPL/Loans

Failing banks see a rise in non-performing assets before failure
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Bank Failures Are Highly Predictable

AUC Statistics: One-Year Horizon

® Metric: Area Under the Receiver Operating Characteristics Curve (AUC)

® Benchmark: predicting financial crises AUC ~ 0.74
Greenwood, Hanson, Shleifer, Sorensen, 2022
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Bank Failures Are Highly Predictable

AUC Statistics: One-Year Horizon

® Metric: Area Under the Receiver Operating Characteristics Curve (AUC)

® Benchmark: predicting financial crises AUC ~ 0.74
Greenwood, Hanson, Shleifer, Sorensen, 2022

e Bank Failure AUC:

Pre-FDIC sample (1863-1934) ~ 0.86
Modern sample (1959 onwards) ~ 0.95
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Deposit Outflows in Failing Banks Were Large Before Deposit Insurance
... But Small After
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Modern Bank Failures Usually Involve a Supervisory Decision

Bank closures are almost never a surprise to supervisors
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Finding 2: Bank runs as causes of banking crises are somewhat
overrated
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Read 372 Million Articles and Searched for Bank Distress Events
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Runs Database Construction

o Classify runs, suspension, and failures in newspaper articles
® 372 million articles

® Keywords: “bank + run,” “heavy withdrawals,” “panic,” “suspension,” “receiver”...

® Weed out false positives using LLM
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Runs Database Construction

o Classify runs, suspension, and failures in newspaper articles

® 372 million articles

® Keywords: “bank + run,” “heavy withdrawals,” “panic,” “suspension,” “receiver”...

® Weed out false positives using LLM

e Map articles into bank-specific events using LLM

® Bank run
® Bank run — suspension — reopening
® Bank run — suspension — failure (receivership)
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Bank Runs With and Without Bank Failure, 1863-1934
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Bank Run, Suspension, and Failure Episodes

Run Failure

Suspension
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Runs Are More Likely In Weak Banks

...but strong banks can also be subject to runs
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Runs Usually Only Trigger Failure of Weak Banks

Probability of Failure Conditional on Run
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Bank Responses to Runs

Newspaper mentions...

Accommodated withdrawals
Borrowed from other bank

Public signal to depositors
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City-Level Manufacturing Index

Impact of Runs on Local Manufacturing Activity
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Conclusion

1. Fundamental solvency problems are usually the root cause of banking crises

2. Bank runs are somewhat overrated

® Policy implications:

® Focus on (re)capitalization; liquidity provision not sufficient
Baron et al '25, Kelly et al '25

® Banking supervision audit and enforcement is important (but entails trade-offs)
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References and Finhist.com

“Bank Runs With and Without Bank Failure,” Correia Luck Verner ('26)
“Failing Banks,” Correia Luck Verner (QJE '26)
“Supervising Failing Banks,” Correia Luck Verner ('25)
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Check out www.Finhist.com
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Pass-Through of Run to Suspension and Failure: Daily Dynamics
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Pass-Through of Run to Suspension

Probability of event
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Most Failed Banks Fundamentally Insolvent

Share Subject to Run and Fundamentally Solvent

Share of banks subject to run and not fundamentally insolvent

1.0

0.9

0.8

0.7

0.6

0.5

0.4

03

0.2

0.1

0.0

0.1 0.15 0.2 0.25
Franchise value v (as share of assets)

— p=0 == p=005 == p=01 = = p=02

Source: Correia Luck Verner, “Failing Banks.”

25



Most Failed Banks Fundamentally Insolvent

Share Subject to Run and Fundamentally Solvent

Share of banks subject to run and not fundamentally insolvent
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Recovery Rates in Failure
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Recovery Rates in Failure

® Do runs trigger failure of weak-but-solvent banks or insolvent banks?
® Suppose failure destroys asset value and potential future franchise value

® Bank is fundamentally insolvent absent run if:

recovered funds (net of loss due to receivership) + franchise < debt

— Very low recovery rate suggests bank fundamentally insolvent

Average asset recovery rate in pre-FDIC national bank failures: 52%
® 02% of failures had recovery of less than 75%

— Most banks that failed were fundamentally insolvent
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Bank Examiners Agree: Most Failures Caused by Bad Fundamentals

OCC Asset Quality Assessments
for Failed Banks

== Good Doubtful == Worthless
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Bank Examiners Agree: Most Failures Caused by Bad Fundamentals

OCC Asset Quality Assessments OCC Cause of Failure
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