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		The existence of public guarantees that are extended in the case of system-wide stress only (“too-many-to-fail”) may distort the relative pricing of risks in the financial system. Studying the market for syndicated loans, we find that banks require lower compensation for aggregate risk than for idiosyncratic risk, consistent with systemic risk-taking due to too-many-to-fail guarantees. The underpricing of aggregate risk is concentrated among banks that benefit more from increasing their exposure to these guarantees and disappears for non-bank lenders who are not covered by them. Estimates from loan-level regressions imply a sizeable guarantee that is passed onto borrowers, but also distortions in the economy’s capital allocation as lending conditions across firms change. 
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