

	
	

	









	




	







	









		

		
		

	
	




	
	


	
	



	
	


	
	
	
	
	
	
		
			
			
		

		
		
	

	

	



	
	
	
	

	







	















	Skip to main content












	

	

	
	

	

	
	












			

			





			






	




	


	
	





	








	

	
	
		
		
		
		
		
		
		
		
		
		
		
		
		
	

	
	
		
		
		
	


















	
		
	

	

	
		
	

	







	
		
		
		

		
		
		
		
			
				
				









	
	    












    
    






    
    







    




    






    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    






    
        
    


    
            
            
                
            
            
                
        Add Paper to My Library
        
        

    















	














	
	    







 



	




	







	




































    



			

			
				
				
				
				
				
						
				
				
				
					
						Share:
							
	
	
	


					

					
				
				
				




				
				

    
        
        
        
            

		
		
		
			
				
			
				
			
				
			
				
			
				
			
				
			
		

		
            

		
		
		
			
		
			
		
			
		
			
		
			
		
			
		
			
		
			
		
			
		

		
            

            
        

        
    

    


    




				
				
					

					
					Permalink

						Using these links will ensure access to this page indefinitely

						
							
							Copy URL
						

						
							
								
								Copy DOI
								

							

						
				

				
			

		


		
			
				
				




	
	
		
	

	
	
		
		
	

	
	

	
	
	
	The Effects of Banking Competition on Growth and Financial Stability: Evidence from the National Banking Era

	
    
        
            
            







    
    










    
    
    
    











			
        

    
	

	
	
		
		
			94 Pages
		
		

		Posted: 16 Jul 2018
		
			Last revised: 13 Sep 2021
		
		
	

	
		
			
			




	See all articles by Mark A. CarlsonMark A. Carlson
Board of Governors of the Federal Reserve System
Sergio Correia
Board of Governors of the Federal Reserve System
Stephan Luck
Federal Reserve Bank of New York


		

	
	
	
	
	



	
	
	
	
		
		
	
	
		
			Date Written: July 16, 2018

		
	

	
	
		
		
	

	
	
		
	
	
		Abstract

		How does banking competition affect credit provision and growth? How does it affect financial stability? In order to identify the causal effects of banking competition, we exploit a discontinuity in bank capital requirements during the 19th century National Banking Era. We show that banks operating in markets with lower entry barriers extend more credit. The resulting local credit boom, in turn, is associated with an expansion in real economic activity. However, banks in markets with lower entry barriers also take more risk and are also more likely to default. Thus, we provide causal evidence that banking competition can cause both growth and financial instability. 
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