Accepted Manuscript

Corporate governance and risk management at unprotected banks:
National banks in the 1890s

Charles W. Calomiris , Mark Carlson

Pl S0304-405X(16)00032-5 =2
DOI: 10.1016/j.jfineco.2016.01.025 e
Reference: FINEC 2622 -

To appear in: Journal of Financial Economics

Received date: 25 September 2014

Revised date: 22 January 2015

Accepted date: 4 March 2015

Please cite this article as: Charles W. Calomiris, Mark Carlson, Corporate governance and risk
management at unprotected banks: National banks in the 1890s, Journal of Financial Economics
(2016), doi: 10.1016/j.jfineco.2016.01.025

This is a PDF file of an unedited manuscript that has been accepted for publication. As a service
to our customers we are providing this early version of the manuscript. The manuscript will undergo
copyediting, typesetting, and review of the resulting proof before it is published in its final form. Please
note that during the production process errors may be discovered which could affect the content, and
all legal disclaimers that apply to the journal pertain.


http://dx.doi.org/10.1016/j.jfineco.2016.01.025
http://dx.doi.org/10.1016/j.jfineco.2016.01.025

Corporate governance and risk management at unprotected banks: National
banks in the 1890s:

Charles W. Calomiris,»b*, Mark Carlsoncd
aColumbia Business School, 3022 Broadway, Uris Hall 601, New York, NY 10027
bNational Bureau of Economic Research, 1050 Massachusetts Avenue, Cambridge, MA 02138
cBoard of Governors of the Federal Reserve System, 20th Street and Constitution Avenue, N.W.,
Washington, DC 20551
dBank for International Settlements, Centralbahnplatz 2, 4051 Basel, Switzerland

1We thank Stijn Claessens, Luc Laeven, Roberta Romano, Phil Strahan, and seminar or conference
participants at the National Bureau of Economic Research Risk of Financial Institutions Summer
Institute, the Board of Governors of the Federal Reserve System, the Federal Reserve Banks of
Atlanta, Cleveland, and New York, the International Monetary Fund, Columbia University, Tilburg
University, Dartmouth College, Erasmus University, New York University, Yale University, and the
University of Virginia for comments. lanni Drivas provided valuable research assistance. The views
expressed in this paper are solely ours and do not necessarily reflect those of the Federal Reserve
Board, the Bank for International Settlements, or their staffs,

*Corresponding author. Tel: 212 854 8748; Afaxzw212 316 9219. E-mail address:
cc374@columbia.edu (C.W. Calomiris).

Abstract

We examine bank governance and risk choices from\the 1890s, a period without distortions from
deposit insurance or other government assistance”to banks. We link differences in managerial
ownership to different corporate governance policies, risk, and methods of risk management.
Formal corporate governance and highsmanager ownership are negatively correlated. Managerial
salaries and self-lending are greatefiwhen managerial ownership is higher and lower when formal
governance is employed. Banks’with high managerial ownership (low formal governance) target
lower default risk. High managerial ownership, not formal governance is associated with greater
reliance on cash instead of gquity to Jimit risk.

JEL classification

G21,G32,N21
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1. Introduction

Incentives of managers can conflict with those of outside shareholders and creditors,
particular at highly leveraged and opaque institutions such as banks. Agency problems arise both
with respect to the outright transfer of resources (e.g., excessive salaries or subsidized access to
credit) and implicit transfers related to risk management practices (e.g., inadequate risk

management effort or transfers from creditors to stockholders through risk shifting). Some risk
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