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Main Idea

• The geographical diversification of credit supports the functioning of 
banks.



Regulation put in place in the Great Depression has been gradually 
removed in the 1990s, allowing banks to operate across state lines. 

Interstate banking (separate bank 
charter) and branching (not 
separately chartered) regulation have 
changes over time.
1.- States first relaxed restrictions on 
intrastate bank expansion,
2.- states allowed interstate 
expansion (with reciprocity).

By 1992, Most States had interstate 
banking agreements, but few 
permitted interstate branch.

Federal Branching Efficiency Act
of 1994. removed any remaining 
federal interstate banking and 
branching barriers. But allowed 
individual states to decide specific.

AL

AZ & HI
MO & TN
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IL
KY & NH
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NYND & TN WATX

The number of out-of-state branches had 
grown from 62 in 1994 to 24,728



Diversification

• Dixit (1979) and Diamond (1984) "Financial Intermediation and 
Delegated Monitoring“ explains how diversification plays a central 
role in banks existence.
• Diversification Reduces Monitoring Costs (deposit side).  

• Diversification of loans implies that the risk of aggregate default becomes 
more predictable (lending side).

• This papers provide evidence about the effect of geographical lending 
diversification on lending behavior.
• The implicit assumption is that output correlation across agents is lower if 

they are in different geographic-markets.    



Main idea:

• Diversification helps:
• Maintain credit supply during negative shocks.

• Lead to a higher level of lending in normal times.

• The paper presents empirical evidence that bank lending 
diversification, measured by the number of counties covered by a 
bank’s lending activities, results in:
• Lower credit fluctuations during the Great Recession in the USA.

• Higher levels of lending to SMEs during 1997-2017.

• The paper uses exogenous shocks (the Great Recession) and 
exogenous regulatory changes to support claims of causality. 



Main idea and comments:

• Diversification helps:
• Maintain credit supply during negative shocks.
• Lead to a higher level of lending in normal times.

• Empirical evidence about geographical diversification and:
1. Credit fluctuations during the Great Recession in the USA.
2. Higher levels of lending to SMEs during 1997-2017.
3. Credit growth to SME after State level deregulations. 

• Main comments:
• The authors present a lot off evidence about the relationship between geographical 

diversification and lending,  but few about the channel through which geographical 
diversification help lending.

• Additional discussion about the causal interpretation of 2 and 3 resutls.



Main results

• During the Great Recession: 
• Most geographically diversified banks had 7.7% more total lending than the 

least diversified banks after the crisis.

• Geographically diversified banks maintain twofold higher levels of small 
business lending during the financial crisis.

• Counties with a one standard deviation higher share of diversified banks 
experience 3.5% higher aggregate small business lending and 1.4% higher 
employment in the crisis.

• Funding diversification does not reduce bank lending volatility, and therefore 
seen not to reduce risk independently (Goetz, Laeven, and Levine, 2016). 



• Sizeable effect.

• Shock variable: The same for 
each sector.
• Potential bias?
• Manufacturing and Financial 

sector, ¿more concentrated in 
large CZ as well as more 
national banks? 

• Why did the lending 
diversification channel not 
appear in the Z-Score?

• Why not use HGD as an 
instrument for a volatility 
measure? Ap.A

• Diversification channel of 
deposits base.

• ¿County (3.000) or CZ (000)?



• Huge effect.
• Examples 

• Avg ΔSBL=-20%
• Coef. 1.2

• E1: Share H = L

• E2: Share H > L

• Matching Sample. 
• Channel
• Coef.

Pre Post

H 0.5 0.61

L 0.5 0.19

Total 1 0.8

Share H 0.50 0.77

Pre Post

H 0.6 0.70

L 0.4 0.14

Total 1 0.8

Share H 0.60 0.83



Main results

• During 1997-2017: 
• 0ne standard deviation increase in geographic diversification is associated 

with a 3.8% quarterly increase in lending.

• Using the relaxation of state-level banking restrictions, the authors find that  
treated banks increase small business lending in otherwise unaffected states 
by about 16.8% relative to the untreated banks. 



• Reverse causality.
• Bank had a productivity or 

deposit shock.

• Bank increased it intensive and 
extensive margins.

• Z is significant (+), but when 
you introduce it the log No of 
Counties increases. ¿Should it 
fall? 

• Appendix A.



Main results:
Deregulation  

• Financial deregulations: 
• Treated banks increase 

small business lending in 
otherwise unaffected states 
by about 16.8% relative to 
the untreated banks.



Deregulation • Comments:
• It is important to discuss 

more the direct effect on 
credit in the deregulated 
state  (“first stage”). 

• Table A10, is an alternative 
model that, in an implicit 
way, shows that the first 
stage is not weak. 

• Z, Deposit.



Deregulation

• Geographic Deregulation and SBL, Excluding Bordering States. Results are small. Should 
they be larger?

• The deposit gain channel. Maybe, you can test whether the lending/deposit level change 
after the treatment. 

•  There is difficult to mix all evidence presented in the paper and rule out a 
bank productivity or deposit shock explanation:
• A bank experiences a productivity or funding shock. It would like to increase lending 

in all markets (local and out-of-state). Following Kroszner, Randall S., and Philip E. 
Strahan (1999), it lobbies for state deregulation.

• This is more a concern, because deregulation does not pass at the same time after 
the Federal deregulation.   



Conclusion

• Very interesting and relevant topic. 

• Clean idea to test the importance of diversification and reduction of 
the idiosyncratic risk (is the same product).

• Strong and hard to kill results. Although there is still some 
issues/question/lack-of-evidence to test the channel. 

• More discussion and evidence for the causal effect. 
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