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 Financial regulation and supervisory institutions 
that do not apply to the entire system often lead to 
market distortions 
 

 Patchwork might cause the instability that it is 
meant to correct 

 Especially when individuals lack the ability to monitor 
and distinguish risk-taking 

 
 
 



 Private association of banks meant to reduced the 
cost of clearing checks 

 Routinely collected members’ balance sheet information 

 Had ability to audit their books 
 

 Provided emergency liquidity to members during 
panics 
 JP Morgan needed to coordinate the bailout of New York City 

trust companies during the Panic of 1907 



 Anecdotal studies - Canon (1910) , Sprague (1910), 
Timberlake (1984), Gorton (1985) 
 

 Moen and Tallman (1994, 2002) study NYC and 
Chicago during the Panic of 1907 and Hoag (2011) 
studies NYC during the Panic of 1893 
 Members retained more deposits than non-members during 

1907 but not 1893 
 

 Jaremski (2014) studies individual national banks from 
1865-1914 
 Banks were more likely to fail after a clearinghouse entered 

their city 



 Drawbacks of City-Specific Studies 
 Clearinghouses might not have stabilized banks outside 

of panics 
 NYC and Chicago clearinghouses might have been 

better able to stabilize banks 
 

 Drawbacks of National Bank Study 
 High requirements made national banks more stable 

and may have limited the effect of clearinghouses 
 Most national banks were clearinghouse members 



 Examine the effect of clearinghouses on individual 
bank behavior between 1880 and 1910 
 State and national bank balance sheets from Indiana, 

Michigan, Minnesota, Ohio, Pennsylvania, and 
Wisconsin 

 

 Preview of conclusions 
 Banks that joined a clearinghouse were less likely to 

close 
 Non-member banks were more likely to close once a 

clearinghouse entered their city 



 National bank data from Comptroller of the 
Currency's Annual Report 
 Data missing for 1885 and unusable for 1905 

 

 State bank data from respective state reports 
 Missing some years in the 1880s for few states that initially 

reported biannually 
 

 Consistency adjustments 
 Aggregate unique balance sheet items 
 Fill in missing data using linear trend 
 Label closure as year after last balance publication 

 

 62,714 observations for 2,491 national banks and 
3,465 state banks from 1880 through 1910. 



 Merchants and Bankers Directory, Rand McNally 
Bankers Directory, and the Polk's Bankers Directory 

 List of member banks and clearinghouses in each town 

 Verify clearinghouse dates with Cannon (1900) and the 
Comptroller’s Annual Report  
 

 Two indicator variables: 

 Bank was in city with a clearinghouse and was a member 

 Bank was in city with a clearinghouse and was not a 
member 





 Aggregate few counties that changed boundaries 
across period 
 

 Create annual observations from decennial data by 
assuming linear  growth trend 

 



 Offered central place and time for member banks 
to clear debt 
 

 Members had to satisfy a capital test, provide 
periodic balance sheets, submit to examinations, 
and could lose their membership for improper 
behavior  
 

 Often installed additional requirements 



 Panic of 1857 – Clearinghouse loan certificates 
 Collateralized by issuing banks 
 Large denominations so as not to circulate outside 

association 

 Panic of 1860 – Reserve pooling among members 
 Panic of 1873 – Certified checks 

 Non-collateralized but still large denominations 

 Panics of 1893 and 1907 – Clearinghouse notes 

 Similar to checks with low denominations 

 Could circulate outside of association 



 54 clearinghouses  had been created in sample 
states by 1910 
 

 Limited to large financial centers before 1880 

 Cincinnati, Cleveland, Columbus, Indianapolis, 
Milwaukee, Philadelphia, Pittsburgh, and St. Paul 

 

 Most entered after the crises of 1893 and 1907 

 Growth concentrated in cities but not necessarily those 
with the most people or banks 



1880 



1890 



1900 
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 Clearinghouses often explicitly excluded certain 
institutions and membership costs implicitly 
excluded others 
 Only 56% of banks in clearinghouse cities became 

members 
 National banks were more likely to become members 
 Locations with fewer banks had higher membership 

rates 
 



Fraction of Existing Banks That Closed Each Year (1880-1910) 



Only Cities With A Clearinghouse Before 1910 



 Investigate potential endogeneity 
 Determinants of clearinghouse entry at the county-level 
 Choice of individual banks to become members 
 

 Examine effect of clearinghouses on balance 
sheets and the probability of closure 
 Both on those who chose to join and other surrounding 

banks 
 

 Timing and control groups are key 



 Drop counties without banks and observations 
after a clearinghouse entered 
 

 Dependent variable:  Whether clearinghouse 
entered county during year 
 

 Explanatory variables: 
 Ln(state banks) and Ln(national banks) in county in 

previous year 

 Ln(population), fraction living in 25,000+ area, and 
Ln(farm value per person) 

 State or county fixed effects and separate year fixed 
effects 



Dependent Variable: Whether Clearinghouse Entered During Year  



 Banks in the year before a clearinghouse entered their 
city 

 Dependent variable:  Whether adopted clearinghouse 
membership  

 Explanatory variables: 
 State bank dummy 
 Ln(Bank Age) 
 Ln(Assets), Capital to Assets, Cash to Assets, Deposits to 

Assets, Loans to Assets, Due to Banks to Assets, and Due 
from Banks to Assets 

 Ln(state banks) and Ln(national banks) in city 
 Ln(population), fraction living in 25,000+ area, and Ln(farm 

value per person) 
 State or county fixed effects and separate linear time trend 



Dependent Variable: Whether Adopted Clearinghouse Membership 



 Drop banks that entered after a clearinghouse 
 Dependent variables: Balance sheet variables 
 Explanatory variables: 

 Clearinghouse membership dummy 
 State bank dummy interaction with membership 

dummy 
 Ln(Age of Bank) 
 Ln(state banks) and Ln(national banks) in city 
 Ln(population), fraction living in 25,000+ area, and 

Ln(farm value per person) 
 Bank fixed effects and separate year fixed effects 







 Dependent variable:  Whether  banks closed within 
the next year 
 

 Explanatory variables: 
 Clearinghouse membership dummy 
 State bank dummy and interaction with membership 

dummy 
 Ln(Age of Bank) 
 Balance sheet variables 
 Ln(Number of state and national banks in location) 
 Ln(population), fraction living in 25,000+ area, and 

Ln(farm value per person) 
 State or county fixed effects and separate year fixed 

effects 



Dependent Variable: Closed Within The Next Year 



Dependent Variable: Closed Within Next Year 



 Clearinghouses entered populated areas with 
many national banks 
 

 Big banks but not necessarily risky or safe ones 
were most likely to adopt membership 
 

 Differential response to clearinghouses 
 Members became more liquid and less likely to close 

 Non-members became more invested in interbank 
deposits and more likely to close 
 

 Clearinghouses might have introduced strain on 
the financial system 


