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• This paper:
• Motivation:

• Bank failures are costly and significant
• Depositors play a central role in banking yet difficult subject to study

• Research question:
• How do bank failures affect deposits in neighboring banks?

• Findings:
• Deposit rates of competitor banks rise significantly
• Lending growth falls, but lending by nonbanks unaffected
• Similar effect for banks with higher leverage, and for uninsured deposits
• Stronger effect for bank failures receiving higher public attention
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Setting the Scene
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• Deposit rates are slow 
to fall after interest 
rates go to zero during 
GFC

• Contemporaneous 
prevalence of bank 
failures
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• Bank failures occur 
broadly across regions

• Visible enough but not 
pervasive
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• Bank failures generate 
public attention

• Media, FDIC outreach
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Findings
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• Empirical specification
• Estimate the effect of bank failure on same-county neighbor bank’s deposit rates

• Control for county-level economic variables (unemployment rate, house price 
change) as well as control for bank-level deposit rate

• Plain English: If bank X has branches in counties A, B, and C, and a bank fails in 
county C, does bank X’s branch in C change deposit rates, after accounting for 
bank X’s branches in A & B?

• Data: FDIC, CRA, HMDA, Call reports, BLS, branch-level deposit rates by 
product type
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• 100K CD rates in 
neighboring banks rise 
by around 4 b.p.

• Effect is immediate 
and persists up to 3 
years
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• Is the effect robust?
• Effect robust to alternative measures and various specifications 

• Beyond the deposit rate effect
• Deposit volume growth declines by 4.5%
• Small business lending declines by 2%
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• Is the lending effect driven by local demand for loans?
• Mortgage lending in the local economy declines only for bank lenders (borrowers 

switch to nonbank lenders)

• Is the main effect driven by neighbor banks who are in distress?
• Main effect is driven by well-capitalized banks
• No evidence of bank failure contagion in our sample

• Is the main effect due to panic-induced bank runs?
• Same effect for insured (100k CD) vs. uninsured (500k CD) deposits

• Is the main effect stronger for certain bank failures?
• Main effect is stronger for highly-publicized bank failures
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• Summary
• Bank failures generate significantly costly spillovers

• Higher deposit rates for neighboring competitor banks

• Which leads to lower lending (small business lending, mortgages)

• Not driven by risk compensation

• Stronger effect for bank failures generating more public attention
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Appendix
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