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This paper

“The ultimate cause of bank failures and banking crises is almost 
always and everywhere a deterioration of bank fundamentals.”

• “Bank runs can be rejected as a plausible cause of failure for most failures in 
U.S. history.”

• Bank runs are, in most cases, a consequence of imminent bank failure
– Final convulsions of a bank or banking system that has already undergone 

substantial asset deterioration



Specific findings
1. Bank failures are preceded by deteriorating fundamentals:

– Fact 1: Failing banks see rising losses and deteriorating solvency before failure.
– Fact 2: Failing banks rely increasingly on expensive non-core funding.
– Fact 3: Failing banks happen after asset boom-bust pattern.

2. Bank failures highly predictable based on Insolvencybt x 
FundingVulnerabilitybt

– As are aggregate failure waves in the time series

3. Most common failure reasons according to OCC bank examiners:
– Fraud, assets losses, external events, and bad governance

4. Quantification exercise:
– >80% of pre-FDIC bank failures characterized by either: a high predicted probability 

of failure, no deposit outflows, or low asset recovery rates in receivership



The setting

• The U.S. National Banking Era: Interesting setting to test theories 
of bank failures

• Other countries and historical periods have had deposit insurance, 
lenders-of-last-resort, too-big-to-fail banks, and a variety of 
government interventions during banking crises

– The U.S. National Banking Era (with tens of thousands of tiny 
undiversified unit banks and minimal government interventions during 
crises) is perhaps the one setting where one might expect to find a lot 
of liquidity-based failures.



Historical data



Data for 1865-1941: transcribed from OCC reports



Data for 1959-1975



An example of a bank failure



• “By 1981, Continental had acquired a large amount of oil and gas loans from Penn Square 
Bank, an Oklahoma-based bank with a freewheeling culture… An employee in 
Continental’s oil and gas division warned in an internal memo that “potential credit 
problems could be going unnoticed”… 

• Her warnings, largely ignored, proved prescient when Penn Square failed in 1982, and 
details of Penn Square’s reckless loan underwriting became publicly known…

• “To fund its purchases of loans made by Penn Square, Continental tapped relatively 
risky funding sources. The bank had little ability to scale up funding from stable retail 
deposits because Illinois state law at the time forbid banks from operating branches. 
Continental relied on money market sources, such as the eurodollar market, for much of its 
funding… 

• After Penn Square failed, Continental’s creditors became concerned about the bank’s 
financial condition, which made it even more reliant on expensive and less stable 
funding sources.”

Continental Illinois (from Rose 2023)



• “A large-scale run by depositors on Continental began around May 7, 1984… Over 
the next ten days, the bank lost about 30 percent of its funding. To replace lost funds, 
Continental turned to the Federal Reserve Bank of Chicago…”

• “The run on Continental finally stopped on May 17 [after receiving support from] the 
FDIC, Federal Reserve, and Office of the Comptroller of the Currency.”

• “But the bank run resumed [in July 1984]…”

• “The FDIC announced an additional support plan that involved the FDIC taking 80 percent 
ownership in Continental’s holding company... The FDIC ultimately estimated its loss was 
about $1.1 billion.”

Continental Illinois (from Rose 2023)



Observations



Observations

1. Bank equity crashes precede banking panics by about nine month
– Suggesting that panics are the result, rather than the cause, of earlier 

bank losses.
– Baron, Verner, and Xiong (2021)

2. Interest-rate risk does not seem to a widespread cause of U.S. 
bank failures historically
– Though maybe there are specific years or banks where interest-rate risk 

is important?





Observations

3. I was surprised that disclosed credit losses predict bank failures 
in the historical period
– Banks are extremely hesitant to acknowledge credit losses, since 

markets always assume disclosed losses are just the tip of the iceberg

– Asset write-downs are usually extremely delayed



Conclusions

• Important work, with many policy implications

• Creative use of historical data

• Rejects the view that banking crises are the result of 
small solvency shocks that are amplified by depositor fragility, 
resulting in disproportionately large effects.

– Instead, in most cases, bank runs are the final convulsions of a banking 
system that has already undergone substantial asset quality deterioration
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