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		Abstract

		The creation of a number of very large and sometimes increasingly complex financial institutions, resulting in part from the  on-going consolidation of the financial system, has raised  concerns that the degree of systemic risk in the financial  system may have increased.  We argue that firm interdependencies, as measured by correlations of stock returns, provide an  indicator of systemic risk potential. We analyze the dynamics of  the stock return correlations of a sample of U.S. large and  complex banking organizations (LCBOs) over 1988-1999, and find a  significant positive trend in stock return correlations. In  addition, we relate firms' return correlations to their  consolidation activity. Consolidation at the sample LCBOs  appears to have contributed to LCBOs interdependencies.   However, consolidation elasticities of correlation exhibit  substantial time variation, and likely declined in the latter  part of the decade.  Thus, factors other than consolidation have  also been responsible for the upward trend in return  correlations. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: Systemic risk, banks, consolidation

	
	

	
    

    
	

	
	
		JEL Classification: G21, G28

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Kwast,  Myron L. and De Nicolo,  Gianni, Systemic Risk and Financial Consolidation: Are They Related? (July 2001). FEDS Discussion Paper No. 2001-33,  Available at SSRN: https://ssrn.com/abstract=279912 or http://dx.doi.org/10.2139/ssrn.279912 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Myron L. Kwast (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
						
						


						
					
					[image: Board of Governors of the Federal Reserve System]
				
			

			
				
				
					
				
					
					
					
				
			

			
				
				
				


				Board of Governors of the Federal Reserve System 

			

			
			
				
				
				
					20th Street and Constitution Avenue NW
Washington, DC  20551
United States
202-452-2909 (Phone)
202-452-3819 (Fax)

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Gianni De Nicolo

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
						
						


						
					
					[image: Johns Hopkins University - Carey Business School]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Johns Hopkins University - Carey Business School  ( email )

			

			
			
				
				
				
					100 International Drive
Baltimore, MD  21202
United States
(410) 234-4507 (Phone)

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
						
						


						
					
					[image: CESifo (Center for Economic Studies and Ifo Institute)]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				CESifo (Center for Economic Studies and Ifo Institute)  ( email )

			

			
			
				
				
				
					Poschinger Str. 5
Munich, DE-81679
Germany

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				      483

			

		
		
		
			Abstract Views

			    2,457

		

		
		 
		
			Rank

			   49,199

		

		
	


	
		
            
            	        2 Citations
		

	

	
		
			
				       12 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    Board of Governors of the Federal Reserve System Research Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Board of Governors of the Federal Reserve System Research Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            2,053

                                    

                                    
                                        PAPERS

                                            3,218

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Board Research Library at Board of Governors of the Federal Reserve System

                                    

                                
                            

                        

                    

                
	
                    Risk Management & Analysis in Financial Institutions eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Risk Management & Analysis in Financial Institutions eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,624

                                    

                                    
                                        PAPERS

                                            9,478

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        RenÃ© M. Stulz at Ohio State University (OSU) - Department of Finance

                                    

                                
                            

                        

                    

                


            

            
                
                

                	
                    Regulation of Financial Institutions eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Regulation of Financial Institutions eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,133

                                    

                                    
                                        PAPERS

                                           10,786

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Howell E. Jackson at Harvard Law School

                                    

                                
                            

                        

                    

                
	
                    International Finance eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                International Finance eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              984

                                    

                                    
                                        PAPERS

                                           24,643

                                    

                                

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Measuring and Testing the Impact of News on Volatility

                        
                            By
                                
                                
                                    
                                    Robert F. Engle
                                     and 
                                
                                    
                                    Victor K. Ng
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Caviar:  Conditional Value at Risk by Quantile Regression

                        
                            By
                                
                                
                                    
                                    Simone Manganelli
                                     and 
                                
                                    
                                    Robert F. Engle
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Dynamic Conditional Correlation - a Simple Class of Multivariate GARCH Models

                        
                            By
                                
                                
                                    
                                    Robert F. Engle
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Dynamic Conditional Correlation a Simple Class of Multivariate GARCH Models

                            
                                By
                                    
                                    
                                        
                                        Robert F. Engle
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Dynamic Conditional Correlation - a Simple Class of Multivariate GARCH Models

                            
                                By
                                    
                                    
                                        
                                        Robert F. Engle
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Dynamic Conditional Correlation : A Simple Class of Multivariate GARCH Models

                            
                                By
                                    
                                    
                                        
                                        Robert F. Engle
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Asset Pricing with a Factor Arch Covariance Structure:  Empirical Estimates for Treasury Bills

                            
                                By
                                    
                                    
                                        
                                        Robert F. Engle, 
                                        
                                    
                                        
                                        Victor Ng, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Theoretical and Empirical Properties of Dynamic Conditional Correlation Multivariate GARCH

                            
                                By
                                    
                                    
                                        
                                        Kevin Sheppard
                                         and 
                                    
                                        
                                        Robert F. Engle
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Theoretical and Empirical Properties of Dynamic Conditional Correlation Multivariate GARCH

                            
                                By
                                    
                                    
                                        
                                        Robert F. Engle
                                         and 
                                    
                                        
                                        Kevin Sheppard
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Theoretical and Empirical Properties of Dynamic Conditional Correlation Multivariate GARCH

                            
                                By
                                    
                                    
                                        
                                        Robert F. Engle
                                         and 
                                    
                                        
                                        Kevin Sheppard
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
			
				
			
			
		
	
		
	
		
	
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l200 in   0.126 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
