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Fire-Sale Channels of Universal Banks in the European Sovereign Debt Crisis 
Giulio Bagattini, Frankfurt School of Finance and Management 
Falko Fecht, Frankfurt School of Finance and Management 
Patrick Weber, Deutsche Bundesbank 
 
Friend or Foe? Cross Border Linkages Contagious Banking Crises, and 
“Coordinated” Macroprudential Policies 
Seung Mo Choi, International Monetary Fund 
Laura Kodres, International Monetary Fund 
Jing Lu, International Monetary Fund 
 
The Cleansing Effect of Banking Crises 
Reint Gropp, IWH and University of Magdeburg 
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Jörg Rochell, ESMT Berlin and ECGI 
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Three interesting papers!  
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   What do bank “Stresses” do to broader economic performance? 
Reint Gropp.  Regulatory forbearance/foreclosure of banks during (2007/2010) 
financial crisis on post crisis real economic outcomes (2011/2015).  MSA units.  
Tradeoffs between real consequences in the short run (adverse) versus long run 
(supportive) in firm-level dynamics, job destruction, wages, patents, GDP. 

 

How are (foreign) asset illiquidity issues handled in financial firms? 
Falko Fecht. The structure of the banking firms is important – yielding surprising 
outlets for illiquid stressed sovereign bonds.  In German universal banks, affiliated 
mutual funds are recipients of bank’s illiquid sovereign assets, shifting illiquidity from 
own balance sheets to retail consumers.  [Complexity of the banking organization 
matters for management of liquidity conditions.] 

 

What about the toolkit for interfering with transmission across borders? 
Laura Kodres. Systemic banking crisis database for 120 countries, 1970-2014, used 
to show how crises can spread through close trade and finance partners.  Examines 
the potential roles of macroprudential policies at home and in trade partners for 
interfering with transmission.  Coordinated implementation can help, but takes time.  
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All three studies are carefully implemented. 

• All rely extensively on rich data,  

• Use econometric techniques to address endogeneity concerns, 

• Perform robustness checks on results. 

• Creatively address under-explored mechanisms that change the ultimate bearer 
of risks and stress around banking firms, and across countries. 

 

All three studies show that policy measures and regulation could have 
persistent real effects and welfare consequences 

• In the US, averting bank failures avoids some adverse short term effects, but 
slows potential improvements over time locally. Restructuring has less adverse 
effects during the crisis, less productivity growth afterwards. 

• In Germany, consider all entities within financial conglomerates, not only banks,  
to understand the allocation of stress/ risk and ultimately consumer welfare. 

• Across countries, policy tools can be applied to try to avert cross-country  
transmission of financial crises. Some success but acting quickly and with right 
instruments is essential.  (Tradeoffs?)  
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Specific Comments 

Fire-Sale Channels of Universal Banks in the European Sovereign Debt 
Crisis 
Giulio Bagattini, Falko Fecht, Patrick Weber 

Using micro-data, can view how banks adjust their portfolio of security holdings 
during stress periods.  Banks with affiliated mutual funds observed to shift more 
illiquid sovereign assets to these funds, so that individuals ultimately bear liquidity 
risk. 

 

Main data:   

−Holdings by banks, its customers, and mutual fund companies on a security-by-

security basis, Germany, 2009Q3-2016Q1 

−Focus: government bonds from 19 euro area countries in euros; hand matched 

banks and affiliated mutual funds 
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Types of specifications run richly link the institutional holdings of specific 
assets to the actions of banks.  Actions of banks differ if affiliated funds 
exist. 

(1) Δ𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹 𝐻𝐻𝐻𝐻𝐻𝐻𝐹𝐹𝐻𝐻𝐹𝐹𝑔𝑔𝑖𝑖𝑖𝑖𝑖𝑖 = 𝛽𝛽0 ⋅ 𝑆𝑆𝑆𝑆𝐻𝐻𝐻𝐻𝑖𝑖𝑖𝑖𝑖𝑖 + 𝛽𝛽1 ⋅ Δ𝐵𝐵𝐵𝐵𝐹𝐹𝐵𝐵 𝐻𝐻𝐻𝐻𝐻𝐻𝐹𝐹𝐻𝐻𝐹𝐹𝑔𝑔𝑖𝑖𝑖𝑖𝑖𝑖 + 𝛽𝛽2 ⋅ 
                  Δ𝐵𝐵𝐵𝐵𝐹𝐹𝐵𝐵 𝐻𝐻𝐻𝐻𝐻𝐻𝐹𝐹𝐻𝐻𝐹𝐹𝑔𝑔𝑖𝑖𝑖𝑖𝑖𝑖 ⋅ 𝑆𝑆𝑆𝑆𝐻𝐻𝐻𝐻𝑖𝑖𝑖𝑖𝑖𝑖 + 𝐹𝐹𝐻𝐻𝐹𝐹𝑆𝑆𝐹𝐹 𝐸𝐸𝐸𝐸𝐸𝐸𝑆𝑆𝐸𝐸𝐸𝐸𝐸𝐸   (also HH) 
 
(3) Δ𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹 𝐻𝐻𝐻𝐻𝐻𝐻𝐹𝐹𝐻𝐻𝐹𝐹𝑔𝑔𝑖𝑖𝑖𝑖𝑖𝑖 = 𝛽𝛽0 ⋅ 𝑆𝑆𝑆𝑆𝐻𝐻𝐻𝐻𝑖𝑖𝑖𝑖𝑖𝑖 + 𝛽𝛽1 ⋅ Δ𝐵𝐵𝐵𝐵𝐹𝐹𝐵𝐵 𝐻𝐻𝐻𝐻𝐻𝐻𝐹𝐹𝐻𝐻𝐹𝐹𝑔𝑔𝑖𝑖𝑖𝑖𝑖𝑖 + 𝛽𝛽2 ⋅ 
                 Δ𝐵𝐵𝐵𝐵𝐹𝐹𝐵𝐵 𝐻𝐻𝐻𝐻𝐻𝐻𝐹𝐹𝐻𝐻𝐹𝐹𝑔𝑔𝑖𝑖𝑖𝑖𝑖𝑖 ⋅ 𝑆𝑆𝑆𝑆𝐻𝐻𝐻𝐻𝑖𝑖𝑖𝑖𝑖𝑖 + 𝛽𝛽3 ⋅ Δ𝐵𝐵𝐵𝐵𝐹𝐹𝐵𝐵 𝐻𝐻𝐻𝐻𝐻𝐻𝐹𝐹𝐻𝐻𝐹𝐹𝑔𝑔𝑖𝑖𝑖𝑖𝑖𝑖 ⋅ 𝐶𝐶𝐶𝐶𝑆𝑆𝑖𝑖𝑖𝑖 +
                 𝛽𝛽4Δ𝐵𝐵𝐵𝐵𝐹𝐹𝐵𝐵 𝐻𝐻𝐻𝐻𝐻𝐻𝐹𝐹𝐻𝐻𝐹𝐹𝑔𝑔𝑖𝑖𝑖𝑖𝑖𝑖 ⋅ 𝑆𝑆𝑆𝑆𝐻𝐻𝐻𝐻𝑖𝑖𝑖𝑖𝑖𝑖 ⋅ 𝐶𝐶𝐶𝐶𝑆𝑆𝑖𝑖𝑖𝑖 + 𝛾𝛾𝑖𝑖𝑖𝑖 + 𝛼𝛼𝑖𝑖𝑖𝑖   (also HH) 
 
(6) Δ𝑃𝑃𝐻𝐻𝑃𝑃𝐸𝐸𝐸𝐸𝐻𝐻𝐻𝐻𝐻𝐻𝐻𝐻 𝑆𝑆𝑆𝐵𝐵𝑃𝑃𝑆𝑆𝑖𝑖𝑖𝑖 = 𝐻𝐻𝐵𝐵𝐸𝐸𝐵𝐵𝐵𝐵𝐹𝐹𝐵𝐵𝑖𝑖 ⋅ 𝐶𝐶𝐶𝐶𝑆𝑆𝑖𝑖 + 𝛾𝛾𝑖𝑖 + 𝛼𝛼𝑖𝑖  
   
(7) Δ𝐵𝐵𝐵𝐵𝐹𝐹𝐵𝐵 𝐻𝐻𝐻𝐻𝐻𝐻𝐹𝐹𝐻𝐻𝐹𝐹𝑔𝑔𝑖𝑖𝑖𝑖𝑖𝑖 = 𝛽𝛽 ⋅ 𝐻𝐻𝐵𝐵𝐸𝐸 𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝑖𝑖 ⋅ 𝑅𝑅𝐻𝐻𝐸𝐸𝐵𝐵𝑦𝑦𝑖𝑖𝑖𝑖 + 𝛾𝛾𝑖𝑖𝑖𝑖 +𝛼𝛼𝑖𝑖𝑖𝑖 



Testing the relationship between funds’ and banks’ bond trades (w/ fund 
quarter fixed effects).  Fund holdings and bank holdings typically move in 
same direction, but this effect is more than cancelled out when affiliated 
bank sells.  Effects strongest in public funds (without institutional investor 
focus) as these might not be monitored as carefully. 

(1)  
Full Sample 

(2) 
Full Sample 

(3) 
Public Funds 

(4) 
Public Funds 

Δ Bank Holding 0.000868*** 0.0000903 0.00154* 0.000276 
Sell 42391 10156.3 115381.1 189530.3 
Δ Bank Holding 
x Sell 

-0.00130*** 0.000369 -0.00243* 0.00145 

Security fixed 
effects 

Yes No Yes No 

Security-quarter 
fixed effects 

No Yes No Yes 

Observations 349305 343682 73038 69818 
R-squared 0.208 0.273 0.216 0.321 



The portfolios of retail customers of a bank expand in securities that the bank 
is purchasing, while the comovement reverses when a bank is selling.  
 
Interesting conjecture: when selling off bonds, banks try to avoid market price 
impact.  Immediacy of absorbing these bonds achieved when selling off to 
affiliated funds or investors.  (Fire sale prices avoided, although what are the 
terms of the sale? Presumably more favorable for banks. )  

(1) 
Δ Households 

Holding 

(2) 
Δ Households 

Holding 

(3)  
Δ Households 

Holding 
Sell -15322.7 -5343.8 78468.6 
Δ Bank Holding 0.000650*** 0.000579*** 0.000701* 
Δ Bank Holding x Sell -0.00129*** -0.00129*** -0.00107** 
Bank fixed effects Yes No No 
Security fixed effects Yes Yes  No 
Bank-quarter FE No  Yes Yes 
Security-quarter FE No No Yes 
Observations 55896 51934 47529 
R-squared 0.069 0.083 0.278 



Effects are even more pronounced in stress periods, with riskier assets. 
Supplement with Bloomberg data on bid ask spreads. Some 
specifications focus on highest 10 percentile of spreads, indicating 
illiquidity.  Results mainly signficant in affiliated public funds. 
 
Increase in portfolio shares of risky bonds is strongest in funds with an 
affiliated bank, and when bonds have higher risk.  Larger banks, and 
banks that need to delever, do more risk/ illiquidity transfers to funds.    
 
Lots of detailed data cuts.  Super interesting.   
 
Quantitative importance can be discussed more, along with welfare.   

(1) 
Δ Portfolio Share 

(2) 
Δ Portfolio Share 

Has Bank x CDS 0.000163*** 
Has Bank x Risky 0.0520*** 
Fund fixed effects Yes Yes 
Security fixed effects Yes Yes 
Observations 64535 64535 
R-squared 0.398 0.401 



Specific Comments 

Friend or Foe? Cross Border Linkages Contagious Banking Crises, and 
“Coordinated” Macroprudential Policies 
Seung Mo Choi, Laura Kodres, Jing Lu 
 

Main question: [1] roles of specific channels of linkages under-explored in contagion 
of banking crises and international spillovers. [2] Toolkit mostly for domestic objectives 
(e.g. credit, housing prices) may help thwart spillovers internationally, especially if 
coordinated.  
 

Main data:  Laeven & Valencia (2014) definition of systemic banking crisis, annual 
binary classification over 120 countries, 1970-2014. Also credit growth and house 
price growth,  trade linkages (IMF DOT statistics) and financial linkages  (BIS CBS).  

Prudential policies: macroprudential tightening, Akinci & Olmstead-Rumsey (2015).  
Nine different tools, counting across changes across quarters, but -1,0,1. 2000-2013, 
so small sample of crises for identification of roles, only summed tightenings over 10 
partners.   

Most compelling [panel logit] evidence on [1].  Probability of banking crisis 
transmission rises non-linearly with events in near trade or financial partners, 
and when domestic initial conditions are elevated. 
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Panel logit tests yield interesting and provocative results, but mainly indicative.  
House price effects from partner LTV and DTI are most pronounced.   Need more 
exploration over time, continuing to zoom in on specific instruments and 
mechanisms for these consequences.  (eg loan recipients v. loan issuers?) 
 



Domestic tightening effects also most consequential for House Prices, with more 
precision when partners tighten too.  But some effects take time to manifest, and 
results are much more diffused through financial linkages.  Why? Mechanisms? 
Will have more space to test as two-sided experience with instruments 
accumulate (and more crises?) 
 



Specific Comments 

The Cleansing Effect of Banking Crises 
Reint Gropp, Steven Ongena, Jörg Rochell, Vahid Saadi 

Main question:  Can we identify how real side restructuring/dynamics changes with 
approaches to troubled banks? Is the zombie bank experience (Japan) relevant for 
the United States? 

 
Main data: Bank Level, 45,581 bank-year observations (approx. 3800 per year), with 
agency of Supervision mixed: 66% FDIC, 14% FED, 20% OCC. 

MSA level establishment entry/exit rates, job destruction, productivity, controls 
 

Key results: If support for bank health during crisis, real activity (relatively) propped 
up in near term, but costs later.  Bank and borrower (in or out of MSA) characteristics 
matter. (Note:  paper carefully documents margins of tradeoffs, not welfare effects) 

Relevant for having long run perspective on (e.g.) the marginal effects of government 
support through TARP (Troubled Asset Relief Program) etc: while official evidence is 
positive https://www.treasury.gov/initiatives/financial-stability/TARP-Programs/Pages/default.aspx , perhaps longer 
run detrimental effects by interfering with cleansing. 
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Outcomes of real variables at a local (MSA) level are considered 
relative to an MSA-level regulatory forbearance measure during the 
period from 2007-2010, or an alternative Bank Restructuring (FDIC 
loan book restructuring) 

MSA assignment, the econometric tests over Regulatory Forbearance (granting time to 
distressed bank) in banking and economic outcomes 

 
(1) 𝑦𝑦�𝑖𝑖

2007≤𝑖𝑖≤2010 = 𝛽𝛽0 + 𝛽𝛽1𝐹𝐹𝑖𝑖� 2007≤𝑖𝑖≤2010 + 𝐵𝐵𝑋𝑋𝑖𝑖 + 𝜖𝜖𝑖𝑖 
 

(2) 𝑦𝑦𝑖𝑖� 𝑖𝑖≥2011 = 𝛾𝛾0 + 𝛾𝛾1𝐹𝐹𝑖𝑖� 2007≤𝑖𝑖≤2010 + Γ𝑋𝑋𝑖𝑖 + 𝜖𝜖𝑖𝑖   
 

where outcomes y are productivity proxies like Establishment and Firm Exit rates 
and rates of Job Destruction, and the construction of x relies on a binary model of 
bank failure – extent to which a surviving bank really would have been foreclosed 
based on fundamentals. 

 
 

(3) f𝐵𝐵𝐻𝐻𝐻𝐻𝑆𝑆𝐹𝐹𝑖𝑖,𝑖𝑖 = 𝛼𝛼0 + 𝛼𝛼1𝑆𝑆𝑒𝑒𝐹𝐹𝐻𝐻𝐸𝐸𝑦𝑦 𝑃𝑃𝐵𝐵𝐸𝐸𝐻𝐻𝐻𝐻𝑖𝑖𝑖𝑖−1 + 𝛼𝛼2𝐻𝐻𝐻𝐻𝐵𝐵𝐹𝐹 𝑃𝑃𝐵𝐵𝐸𝐸𝐻𝐻𝐻𝐻𝑖𝑖𝑖𝑖−1 + 𝛼𝛼3𝑃𝑃𝑆𝑆𝐵𝐵𝐻𝐻 𝑆𝑆𝐸𝐸𝐸𝐸𝐵𝐵𝐸𝐸𝑆𝑆𝑖𝑖𝑖𝑖−1 +
𝛼𝛼4𝐶𝐶&𝐼𝐼𝑖𝑖𝑖𝑖−1 + 𝛼𝛼5𝐻𝐻𝐸𝐸𝑆𝑆𝑆𝑃𝑃 𝑃𝑃𝑆𝑆𝐵𝐵𝐻𝐻 𝑆𝑆𝐸𝐸𝐸𝐸𝐵𝐵𝐸𝐸𝑆𝑆𝑖𝑖𝑖𝑖−1 + 𝛼𝛼6𝑁𝑁𝑃𝑃𝐴𝐴𝑖𝑖𝑖𝑖−1 + 𝛼𝛼7𝑅𝑅𝑅𝑅𝐴𝐴𝑖𝑖𝑖𝑖−1 + 𝛼𝛼8𝐻𝐻𝐻𝐻𝑒𝑒𝐹𝐹𝐻𝐻𝐹𝐹𝐻𝐻𝐸𝐸𝑦𝑦𝑖𝑖𝑖𝑖−1 +
𝛼𝛼9𝑆𝑆𝐸𝐸𝐸𝐸𝐻𝐻𝐸𝐸𝐻𝐻𝑆𝑆𝐹𝐹𝐸𝐸𝑦𝑦𝑖𝑖𝑖𝑖−1 + 𝛼𝛼10 log 𝐵𝐵𝐸𝐸𝐸𝐸𝑆𝑆𝐸𝐸𝐸𝐸 𝑖𝑖𝑖𝑖−1 + 𝛼𝛼11 log 𝐵𝐵𝑔𝑔𝑆𝑆 𝑖𝑖𝑖𝑖−1 + ∑ 𝛼𝛼11+𝑖𝑖𝐺𝐺𝐶𝐶𝑃𝑃𝐺𝐺2

𝑖𝑖=1 𝑖𝑖−𝑖𝑖
𝑀𝑀𝑀𝑀𝐴𝐴𝑖𝑖 +

𝐼𝐼𝐹𝐹𝐹𝐹𝐹𝐹𝐸𝐸𝐸𝐸𝑃𝑃𝑦𝑦𝑖𝑖 + 𝜖𝜖𝑖𝑖,𝑖𝑖 
 
 



Regulatory Forbearance has statistically important effects for Post-
Crisis bank health.  Highly forbearing is a dummy variable that 
equals one for banks that are in MSAs the fourth quartile of 
regulatory forbearance.   
  
Banks that have been (inappropriately???) allowed to survive a 
stress period end up being weaker banks after the stress period too. 

Equity Ratio NPA ROA 
Highly Forbearing -0.5032** 0.7511*** -0.0631 
Ln(Assets) -1.8815*** -0.0853*** 0.0589*** 
Year Fixed Effects Yes Yes Yes 
Adj. R2 0.057 0.045 0.015 
Observations 13939 13950 13935 



Post-crisis 
Establishment 

Entry Rate 
Firm Entry Rate Job Creation Rate 

OLS 2SLS OLS 2SLS OLS 2SLS 
Establishment Exit 
Rate (Crisis) 

.862*** 1.043*** 

Firm Exit Rate (Crisis) 0.908*** 1.235*** 

Job Destruction Rate 
(Crisis) 

0.595*** 1.046*** 

House Price Growth 
(Crisis) 

0.000*** 0.000** 0.000** 0.000* 0 0.001* 

Pre-crisis Bank-to-
GDP Ratio 

0.001** 0.000 0.001** 0.000 0.001*** 0.001*** 

Pre-crisis GDP Growth 0.108*** 0.06 0.109*** 0.029 0.132** -0.014 
Adj. R-squared 0.750 0.730 0.713 0.661 0.545 0.362 
Observations 262 262 262 262 262 262 

The bank health effects imply a tradeoff.  Tradeoff analysis 
shows cleansing effects:  If establishments/ workers destroyed 
more during the crisis, entry and dynamism richer post crisis.  
Not a welfare analysis – Marginal utility of jobs higher when 
economy depressed. 



Three nice papers!  Overall relevance for policy? 

Underscore importance of understanding channels of transmission, unintended 
consequences and mechanisms for either preventing stresses or shifting stresses. 

Liquidity risks and tightening shifts from bank balance sheet to affiliated mutual 
funds and households.  Are ultimate owners compensated for this risk, with longer 
investment horizons?  Are they aware of the portfolio changes? 

Organizational complexity can be critical to risk shifting. Cetorelli and Goldberg 
2014, 2017.  Goldberg and Shen, 2018.  New IBRN initiative! 

Interventions in troubled financial firms may entail short term versus long term 
tradeoffs. While some tools / standards are modelled extensively ex ante, ex post 
economic evidence (with net marginal utility) is important to deliver, with lessons 
from different approaches to dealing with bank stress. 

Even better to stem the crises before they occur.  Macroprudential tools aimed at 
domestic goals might be activated and have some effect on spillovers. But timing 
of coordinated policies works with a lag… may be difficult to achieve … and still 
leaves open the question of which tools are optimal. 
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