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		Large U.S. banks dramatically increased their capitalization during the 1990s, to the highest levels in more than 50 years. We document this buildup of capital and evaluate several potential motivations. Our results support the hypothesis that regulatory innovations in the early 1990s weakened conjectural government guarantees and enhanced the bank counterparties' incentive to monitor and price default risk. We find no evidence that a bank holding company's market capitalization increases with its asset volatility prior to 1994. Thereafter, the data display a strong cross-sectional relation between capitalization and asset risk. Our estimates indicate that most of the bank capital buildup over the sample period can be explained by greater bank risk exposures and the market's increased demand that large banks' default risk be priced. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: Bank capital, bank risk, market discipline

	
	

	
    

    
	

	
	
		JEL Classification: G18, G14 

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Flannery,  Mark Jeffrey and Rangan,  Kasturi P., What Caused the Bank Capital Build-Up of the 1990s? (August 2004). FDIC Center For Financial Research Working Paper No. 2004-03,  Available at SSRN: https://ssrn.com/abstract=681245 or http://dx.doi.org/10.2139/ssrn.681245 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Mark Jeffrey Flannery (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				University of Florida - Department of Finance, Insurance and Real Estate  ( email )

			

			
			
				
				
				
					P.O. Box 117168
Gainesville, FL  32611
United States
352-392-3184 (Phone)
352-392-0103 (Fax)

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Kasturi P. Rangan

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Case Western Reserve University - Department of Banking & Finance  ( email )

			

			
			
				
				
				
					10900 Euclid Ave.
Cleveland, OH  44106-7235
United States
216-368-3688 (Phone)
216-368-4776 (Fax)

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [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

				      465

			

		
		
		
			Abstract Views

			    9,515

		

		
		 
		
			Rank

			  114,051

		

		
	


	
		
            
            	       39 Citations
		

	

	
		
			
				       42 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    FDIC Center for Financial Research Working Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                FDIC Center for Financial Research Working Paper Series

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

                                
                                    
                                        FOLLOWERS

                                            6,129

                                    

                                    
                                        PAPERS

                                              171

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Rosalind L. Bennett at FDIC, Division of Insurance and Research, Joyce Northwood at Federal Deposit Insurance Corporation

                                    

                                
                            

                        

                    

                
	
                    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

                                            9,476

                                    

                                

                                
                                    
                                        This Journal is curated by:

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

                                    

                                
                            

                        

                    

                


        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Bank Risk Taking and Competition Revisited

                        
                            By
                                
                                
                                    
                                    John H. Boyd
                                     and 
                                
                                    
                                    Gianni De Nicolo
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Liberalization, Moral Hazard in Banking and Prudential Regulation: Are Capital Requirements Enough?

                        
                            By
                                
                                
                                    
                                    Thomas F. Hellmann
                                     and 
                                
                                    
                                    Kevin C. Murdock
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Competition and Financial Stability

                        
                            By
                                
                                
                                    
                                    Franklin Allen
                                     and 
                                
                                    
                                    Douglas M. Gale
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Capital Requirements, Market Power and Risk-Taking in Banking

                            
                                By
                                    
                                    
                                        
                                        Rafael Repullo
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Size, Charter Value and Risk in Banking: An International Perspective

                            
                                By
                                    
                                    
                                        
                                        Gianni De Nicolo
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Competition and Stability: What's Special About Banking?

                            
                                By
                                    
                                    
                                        
                                        Elena Carletti
                                         and 
                                    
                                        
                                        Philipp Hartmann
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Bank Risk-Taking and Competition Revisited: New Theory and New Evidence

                            
                                By
                                    
                                    
                                        
                                        John H. Boyd, 
                                        
                                    
                                        
                                        Gianni De Nicolo, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Bank Concentration and Crises

                            
                                By
                                    
                                    
                                        
                                        Thorsten Beck, 
                                        
                                    
                                        
                                        Asli DemirgÃ¼Ã§-kunt, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Bank Concentration and Crises

                            
                                By
                                    
                                    
                                        
                                        Thorsten Beck, 
                                        
                                    
                                        
                                        Asli DemirgÃ¼Ã§-kunt, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Financial Consolidation:  Dangers and Opportunities

                            
                                By
                                    
                                    
                                        
                                        Frederic S. Mishkin
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					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-l100 in   0.094 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
