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•  Firms	  connected	  to	  Danatbank	  (Treatment	  Group)	  vs	  
Firms	  connected	  to	  other	  banks	  (Control	  group)	  

•  Firms	  are	  comparable	  
•  Illiquidity	  surges	  for	  firms	  connected	  to	  Danatbank	  
•  Increase	  in	  volaKlity	  of	  daily	  stock	  returns	  



Figure 2: Order imbalances: Deutsche Bank vs. Danatbank firms. This graph plots the
average percentage of stocks with supply order imbalances for the current and the last two days
between 1 November 1930 and 1 June 1931. Stocks are either from firms connected to the Deutsche
Bank or firms connected to the Danatbank. The vertical line represents 11 May 1931.
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Figure 7: Volatility. This graph plots the average variance of firm-specific returns for firms
connected to the Danatbank and for other firms. For each firm, the variances are calculated
using the residual of a Garch(1,1) model. Then averages are taken across firms, once across firms
connected to the Danatbank and once across other firms. The vertical line represents 11 May 1931.
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1.  Compare	  with	  the	  literature	  on	  the	  historical	  
narraKve	  approach:	  

•  Friedman	  and	  Schwartz	  (1963)	  
•  Others:	  	  Hausman	  (2014),	  Monnet	  (2014),	  Ramey	  (2011),	  
Richardson	  and	  Troost	  (2009),	  Romer	  and	  Romer	  (1989,	  2004,	  
2010,	  2014),	  Velde	  (2009)	  
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2.  Show	  volaKlity	  acer	  May	  &	  intervals	  around	  price	  
indices	  to	  indicate	  increased	  volaKlity	  



Figure 7: Volatility. This graph plots the average variance of firm-specific returns for firms
connected to the Danatbank and for other firms. For each firm, the variances are calculated
using the residual of a Garch(1,1) model. Then averages are taken across firms, once across firms
connected to the Danatbank and once across other firms. The vertical line represents 11 May 1931.
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Figure 6: Price indices. This graph shows price indices for a portfolio of Danatbank firms and
a portfolio of other firms. Daily portfolio returns are calculated as the average return across firms.
The indices are normalized to 100 at 11 May 1931. The vertical line represents this date.
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Two	  Main	  Lingering	  QuesKons	  

1.  Nordwolle	  had	  been	  cooking	  its	  books	  for	  years.	  	  
What	  was	  special	  about	  May	  1931?	  	  Why	  did	  it	  
finally	  go	  under	  then	  and	  not	  earlier?	  	  	  
–  Another	  shock?	  	  An	  omiged	  variable?	  	  Creditanstalt?	  



Two	  Main	  Lingering	  QuesKons	  

2.  Why	  did	  contemporaries	  not	  realize	  that	  such	  a	  
sudden	  surge	  in	  supply	  order	  imbalances	  signaled	  
trouble?	  



Figure 2: Order imbalances: Deutsche Bank vs. Danatbank firms. This graph plots the
average percentage of stocks with supply order imbalances for the current and the last two days
between 1 November 1930 and 1 June 1931. Stocks are either from firms connected to the Deutsche
Bank or firms connected to the Danatbank. The vertical line represents 11 May 1931.
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Why	  Important?	  

•  A	  Channel	  to	  Explain	  V-‐shaped	  Price	  Pagerns	  
–  Great	  Depression	  
–  Great	  Recession	  
–  Other	  Financial	  Crises	  



World	  Equity	  Markets:	  	  Great	  Depression	  vs	  Great	  Recession	  	  

Source:  Eichengreen and O’Rourke (2010) 



 2 

indicators of the shocks in the two periods. 

 

  

A key causal factor in both downturns was a decline in household wealth that lowered 

consumer spending.  In 1929, however, the crash of the stock market in October mainly reversed 

a large run-up in stock prices that had taken place between June and August, and house prices 

declined only slightly.  As a result, household wealth fell by just 3 percent between December 

1928 and December 1929.  In 2008, in contrast, stock prices fell 24 percent in September and 

October alone, and house prices fell 9 percent over the year.  All told, household wealth fell 17 

percent between December 2007 and December 2008, more than five times the decline in 1929. 1

Another factor creating uncertainty and restraining spending in both periods was 

volatility in financial markets.  But asset price volatility, which was very high in late 1929, was 

even greater in the fall and winter of 2008.  The variance of daily stock returns measured using 

the S&P index was more than one-third larger in the current episode than in the final four months 

 

Figure 1 
Shock Indicators: Great Depression vs. Current Recession
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