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I.  OVERVIEW AND GENERAL ISSUES 



Effects of Credit 

• Balance-sheet and cash-flow effects. 

• The effects of financial crises (using mainly aggregate 
time-series evidence). 

• The effects of credit disruptions (using mainly micro 
cross-section evidence). 

    



 

II.  PEEK AND ROSENGREN, “COLLATERAL DAMAGE:  
EFFECTS OF THE JAPANESE BANK CRISIS ON REAL 

ACTIVITY IN THE UNITED STATES” 



Peek and Rosengren’s Natural Experiment 

• Financial crisis in Japan causes trouble for banks in 
U.S. related to Japanese banks (such as U.S. 
branches of Japanese banks). 

• Decline in loans by U.S. branches of Japanese banks 
are almost surely caused by a decline in loan supply 
not loan demand. 

 

    



Evaluation of the Natural Experiment 

• What is their key assumption? 

• Japan’s troubles didn’t affect loan supply of 
American banks. 

• What is the importance of the fact that there is large 
regional variation in the commercial real estate 
market? 

• Other things going on in the U.S. at the same time.  
Could this cause problems? 

    



Coefficient on nonperforming loan ratio is negative 
and significant in two of three states with many 
Japanese banks, and in the three states combined. 



Transmission of Japanese Shocks to U.S. 
Commercial Real Estate Lending 

• Panel data on all domestically-owned commercial 
banks headquartered in one of the three states and 
Japanese bank branches. 

• Data are semiannual. 

• Dependent variable is change in total commercial 
real estate loans/beginning period assets held by 
bank in that state. 

 

 

    



Testing Whether Conditions at a Japanese 
Parent Bank Affect Lending 





Real Effects of Declines in Japanese Commercial 
Real Estate Lending 

• Data are now state level (but have expanded to 25 
states). 

• Data are still semiannual. 

• Dependent variable is semiannual change in  
construction in the state. 

 

 

    



Testing Whether Lending Shocks Affect 
Real Construction Activity 

Bank includes two variables: 

• Contemporaneous change in CRE loans held by 
branches of Japanese banks 

• NPL for all banks in the state 



Methodology 

• TSLS 

• Instrument for change in commercial real estate 
loans by Japanese banks with state-level measure of 
health of parent banks. 

• Also use change in land prices in Japan as 
instrument. 

 

    





      … 
 
 



Interpreting the coefficient:   
 
The 1.113 in column (3) implies that a decline in 
loans by Japanese banks in a state of $100 lowers 
the real value of construction projects in that state 
by $111.30. 



Evaluation 

 

 

    



 
III.  CHODOROW-REICH, “THE EFFECT OF CREDIT 

MARKET DISRUPTIONS:  FIRM-LEVEL EVIDENCE FROM 
THE 2008-09 FINANCIAL CRISIS” 



Big Picture 

• Measuring the impact of credit disruption on 
employment.  

• 2008-09 financial crisis is used (somewhat) as a 
natural experiment. 

• What sets the paper apart is firm-level data on credit 
and employment. 

• Finds substantial effects of credit disruption on both 
lending and employment. 

 

 

    



Relation to Literature 

• Similar in spirit to Peek and Rosengren, but looking 
at firm-level outcomes (not state employment 
outcomes). 

• Ivashina and Scharfstein look at lending outcomes by 
banks (so only about 40 observations), not firms.   
Nothing on employment effects. 

• Greenstone and Mas look at employment and small 
business lending at the county level. 

    



Relationship Lending 

• Important starting point is that firms tend to be 
attached to particular financial institutions. 

• Syndicated loan market. 

• Testing for a relationship: 

 

 

    



From:  Chodorow-Reich, “The Employment Effects of Credit Market Disruptions” 



Data 

• Individual loan data from Dealscan.   

• Bank characteristics from Federal Reserve reports, 
Bankscope (for foreign lenders), and CRSP (stock 
prices).   

• Individual firm employment data from BLS 
Longitudinal Database (LBD). 

• Merge loan and employment data (hard!). 

 

    



From:  Chodorow-Reich, “The Employment Effects of Credit Market Disruptions” 



Identification 
 

  
              is employment growth at firm i, related to bank s 
 
              is an indicator for whether firm i receives a loan from bank s 
 
              are observable firm characteristics 
 
       are unobservable firm characteristics 
 
 
 
 
               is the internal cost of funds at bank s 
 
 

If we knew      we could regress employment growth on whether the firm 
got a loan, instrumenting with     . 

For this to work, it is essential that      be uncorrelated with     . 
 
 
 
 
 
 
 
 
 
                           



Problems with this Approach 

• Don’t observe RS. 

• Other characteristics of loans besides whether firm 
got one matter (for example, the interest rate and 
other terms). 

• So Chodorow-Reich considers the reduced form: 

 

    where MS is a measure of loan supply. 

 



How does the idea of the financial crisis as a 
natural experiment enter the analysis? 

• In that period, it is likely that MS and Ui are relatively 
uncorrelated. 

• Problems leading to the crisis did not involve the 
corporate loan portfolio. 



What is Chodorow-Reich’s measure of MS? 

• Percent change in the number of loans to other firms 
between the periods October 2005 to June 2007 and  
October 2008 and June 2009. 

• Is this a good measure?  Other options? 



MS is not a perfect measure of loan supply, so  
C-R instruments with: 

• Exposure to Lehman Brothers 

• ABX Exposure 

• Bank statement items (2007-08 trading 
revenue/assets; real estate charge-offs flag, etc.) 



From:  Chodorow-Reich, “The Employment Effects of Credit Market Disruptions” 



Also include firm characteristics: 

• Industry 

• State 

• Employment change in county 

• Interest rate spread over Libor charged on last pre-
crisis loan 

• Nonpublic; public w/o access to bond market; public 
with access to bond market 



Testing Whether Measure of Lender Health is 
Uncorrelated with Unobserved Firm Characteristics: 

• Khwaja and Mian (2008) 

• Limit sample to firms that got a loan during the crisis 
and had multiple lenders before crisis. 

• Regress change in lending in each borrower-lender 
pair during the crisis on the bank health measure 
and a full set of borrower fixed effects. 

• See if results are different from same regression 
leaving out the borrower fixed effects. 



From:  Chodorow-Reich, “The Employment Effects of Credit Market Disruptions” 



Loan Market Outcomes 

• Specification: 

 

• Can think of this as a 1st stage (but it’s not). 

 



Loan Market Outcomes 

• Sample Period:  October 2008-June 2009 

 

 

 

 

• Uses full Dealscan sample (4000+ observations) 



From:  Chodorow-Reich, “The Employment Effects of Credit Market Disruptions” 



Employment Outcomes 

• Specification: 

 

• Estimating the reduced form. 

• Now using just the matched sample (so that he 
knows what bank the firm is attached to). 

 



Many More Firm-level Controls: 

• Dependent variable for 2 yrs. before the crisis. 

• Average change in employment in the county where 
the firm operates. 

• Fixed effect for 3 size bins. 

• Fixed effect for 3 bond access bins. 

• Firm age. 



From:  Chodorow-Reich, “The Employment Effects of Credit Market Disruptions” 



Heterogeneous Treatment Effects: 

• Interact loan supply variable with size and bond-
market access. 



From:  Chodorow-Reich, “The Employment Effects of Credit Market Disruptions” 



From:  Chodorow-Reich, “The Employment Effects of Credit Market Disruptions” 



Other Time Periods: 

• 2007Q4 − 2008Q3 

• 2008Q3 − 2010Q3 





What happens when C-R does 2SLS? 
(FN 46) 

• That is, regress employment growth on whether a 
firm got a loan, instrumenting for loan outcome with 
a measure of bank health? 

• Enormous effect. 

• Possible explanations?  Does this make you nervous? 

 



Placebo Tests 

• Use the same loan supply measure (that is from 
2008-09) 

• But change sample of dependent variable. 

• Consider 2005Q2−2007Q2 and 2001Q3−2002Q3. 

 





Aggregating the Effects 

• First, consider within sample. 

• Assume every firm faced the bank health of the 
lender in the τ’th percentile. 

 



Aggregating the Effects (Continued) 

• To move to the population, need to consider that 
only 2/3 of employment decline came from firms 
with fewer than 1000 employees.  So that decreases 
contribution of credit disruption. 

• Also need to consider general equilibrium effects.  
Chodorow-Reich has a model to spell out the issues 
in an appendix. 



Evaluation 

 

    



 
IV.  SCHULARICK AND TAYLOR, “CREDIT BOOMS GONE 

BUST:  MONETARY POLICY, LEVERAGE CYCLES, AND 
FINANCIAL CRISES, 1870–2008” 



Three Questions 

• Are there long-run trends in money and credit? 

• How have the responses of money and credit to 
financial crises changed over time? 

• What role do credit and money play as a cause of 
financial crises? 

 

    



Data 

• 14 advanced countries, 1870-2008, annual data. 

• Series: 

• Aggregate bank loans 

• Total balance sheet size of the banking sector 
(assets) 

• Narrow money (M0 or M1); broad money (M2 or 
M3) 

• Macro variables:  real GDP, stock prices, I 

• Sources? 



From:  Jordà-Schularick-Taylor Macrohistory Database, Documentation 



Stylized Bank Balance Sheet 

 

 

 

Assets Liabilities and Owners’ Equity 

Loans Deposits 

Securities Bank Debt 

Cash Reserves  Capital 



Question 1:  What are long-run trends in money 
and credit? 

 

    





How do Schularick and Taylor calculate trends? 

    





Stylized Bank Balance Sheet 

 

 

 

Assets Liabilities and Owners Equity 

Loans Deposits 

Securities Bank Debt 

Cash Reserves  Capital 



Stylized Facts 

• Credit rose faster than money (deposits) post-World 
War II. 

• Driven by an increase in funding through bank debt. 

• Implications?  Evaluation? 

 

    



Question 2:  What happens to money, credit, 
and output after financial crises? 

    



How do they choose dates?  Questions or qualms? 







Discussion 

 

 

    



Question 3:  Do credit booms lead to financial 
crises? 



Specification 

 

    



Is this a convincing test of the importance of 
credit in causing crises? 

• Calling this a forecasting exercise doesn’t get around 
issues of OVB. 

 

 

    



Possible Omitted Variable Bias Stories 

• Rapid money growth leads to inflation which leads 
to monetary contraction and crises. 

• House price rises lead to credit expansion and 
bursting bubbles.  Bursting bubbles could cause 
crises directly. 

• Financial innovation leads to both credit expansion 
and irresponsible behavior.  Perhaps it is the 
irresponsible behavior that causes crises. 

 

    













Evaluation 

• There is a correlation between crises and credit 
expansion. 

• It doesn’t go away when obvious controls are 
included. 

• We are a long way still from proving credit expansion 
causes crises. 

 

    



Concluding Comments 
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