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Governments have a range of policy options for managing banking crises, but it can be difficult

for them to determine which policies will best further their aims. During banking crises, policymakers

must rely on information from bureaucrats and actors in the financial system with different preferences.

Moreover, initial crisis containment choices can constrain future resolution options. The 2008/09 banking

crisis in Ireland and the following effective nationalisation of the banking sector reminds us that it can

be difficult to actually choose policies that will successfully manage a crisis in a preferred direction. Our

paper contrasts the Irish case with South Korea’s 1997 experience, where guarantee and ownership policy

choices more closely matched decision-maker’s preferences. We build on Satyanath’s (2006) signaling

approach to create a model of how decision-makers can be purposefully misled to make non-preferred

choices. We examine the empirical plausibility of our model by comparing analytic narratives of Ireland’s

and Korea’s crises. A key finding is Ireland, as a Eurozone member, did not need to listen to external

actors giving more accurate information. Because of this, Irish decision-makers were unable to get what

they wanted.

Keywords: banking crisis, nationalisation, guarantees, signaling games, IMF, European Central Bank

Despite different development paths and histories, both Ireland in 2008 and the Republic of Korea (henceforth

Korea) in 1997 faced generally similar problems. Many of their banks were threatened with insolvency.1

⇤PhD candidates at the London School of Economics. Please contact either m.a.okeeffe@lse.ac.uk or c.gandrud@lse.ac.uk.
The authors contributed equally to the work.

1This paper explicitly focuses on the banking crisis aspects of these situations. The impact of other related crises, such as
currency crises are considered to the extent that they impact the banking crises.
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Indeed exactly 13 years apart, the governments of both ‘tiger’ economies were forced to submit letters of

intent to the International Monetary Fund (IMF), requesting assistance to deal with collapsing banking

systems. Despite some similar crisis containment and resolution policy choices, their level of guarantees and

overall ownership restructuring policies differed noticeably. This paper explores the political economy of

these differences.

Relatively soon after the start of Korea’s crisis in November 1997 nine merchant banks had their operating

licenses suspended. In the one and a half years from November 1997 to June 1999, 15 percent of Korea’s

banks measured by assets were merged, 15 percent closed, and 14 percent nationalised (Lindgren et al., 1999,

36). Five of the top 12 banks became majority foreign owned in a country where at the start of the 1990s

only two foreign banks2 had any presence (Dymski, 2002, 455-456). All of this occurred partially due to

carrots and sticks employed by the Korean government to drastically restructure the banking sector (Kim,

1999). Two years from the start of the crisis, Korean bank restructuring and recovery were well underway.

In Ireland, after two years of the banking turmoil, the bank restructuring process was just beginning.

Banks continued to reveal further losses requiring additional recapitalizations. None of the 82 regulated credit

institutions had completed mergers and no banks had been forced to exit the market. In September 2008,

during the height of the crisis, the Irish government announced an exceptionally broad plan to guarantee all

deposits and some debt of the six largest domestic banks. As the crisis continued, the guarantee compelled

the government to take major stakes in the banks. In January 2009 the Irish Government announced its

intention to nationalise one of the nation’s biggest lenders, Anglo Irish Bank (Anglo). Four other major

domestic banks were later effectively nationalised. Ireland’s protracted crisis management policies led to

incredibly high socialisation of bank losses.

The Irish Government’s crisis management response was initially believed to minimise social costs. This

sentiment was epitomised by the Minister for Finance who early on commented that it was “the cheapest

bailout in the world so far”.3 But by Spring 2011 the the direct fiscal costs reached e70 billion, leading the

central bank Governor to note that this had ended up being “the most expensive [banking crisis] in history”.4

This subsequently forced the government into accepting an IMF/European Union (EU) bailout in November

2010. The Korean government also used guarantees and nationalisation.5 Guarantees, however, were much

more limited and the Government was generally better at actually achieving their goal of merging unhealthy
2Bank of America and Citibank
3Brian Lenihan to the Leinster Society of Chartered Accountants lunch in Dublin, October 23rd, 2008.
4Patrick Honohan, March 31st, 2011
5 Notably this involved the takeover of Seoulbank and Korea First Bank.
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banks with healthy ones (Kirk, 1999, 29). Overall, nationalisation was much less significant in Korea than

Ireland where the banking sector has been effectively nationalised for a number of years.

Why did an Irish Government with a preference for low state involvement in the market effectively na-

tionalise the banking sector, whereas the Korean Government was able to limit its exposure to insolvency

much more effectively and restructure the industry in the way it preferred?

There have been many contributions to the political economy literature on public responses to bank-

ing crises (see Alesina and Drazen, 1991, Keefer, 2007, Rodrik, 1999, Rosas, 2006, 2009, Satyanath, 2006).

Despite these advances, the current literature largely focuses on differences between democracies and non-

democracies, institutional weaknesses in emerging economies, or the number of veto players within democ-

racies. These works do not directly help us explain the contrasting Irish and Korean choices and outcomes.

Both countries had similar numbers of veto players6 and, despite different histories with democracy, both

were undeniably democratic and had relatively developed economies at the time of their crises.7 Rather than

simply being anomalous to these theories, we argue that the contrasting Irish and Korean cases provide us

with insight into important understudied aspects of banking crisis management policymaking.

Building on Satyanath (2006) we create a signaling model to explain crisis management policy choices.

We start with the assumption that though all policymakers want a stable banking sector they have different

preferences about how to achieve this. Preferences especially diverge in terms of guarantees, defined broadly,

and types of government led ownership changes. To maximise their preferences, actors engage in a signaling

game that goes on between information poor policymakers–e.g. presidents–and information rich actors, such

as regulators, international financial institutions, and banks. The former relies on the latter for information

needed to be able to tailor policies to achieve their desired ends. Information providers–signalers–have

policy preferences that can diverge from decision-makers’.8 Signalers can use their information as a tool to

nudge policy outcomes in their favoured direction. We use this model to conclude that the key difference

between how well policymakers were able to achieve their preferences was that in Korea they had to listen to

non-national actors with strong preferences for low guarantees, whereas policymakers in Eurozone member

Ireland did not.

We begin in section 1 by briefly describing systemic financial crisis management policies. Section 2 lays
6According to the Database of Political Institutions (Keefer and Stasavage, 2003, updated to 2010) measure of political

checks, similar to the veto players concept, Korea had 4 checks for the entire period of interest and Ireland went from 4 in 2007
to 5 from 2008 to 2009.

7It is true that Korea’s democracy was much newer and possibly weaker than Ireland’s. However, as will be discussed below,
if we regard Korea’s democracy as less ‘advanced’ than Ireland’s we are still left with the problem that observed outcomes are
the opposite of those predicted. This is also true of their level of economic development.

8‘Decision-maker’ and ‘policymaker’ are used interchangeably.
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out the previous literature on banking crisis management policymaking. Section 3 describes our signaling

game. Section 4 discusses the hypotheses our model generates for explaining the Korean and Irish cases.

Finally, in section 5 we use analytical narratives to examine how well our argument empirically explains

these cases compared to the major alternative hypotheses.

1 Banking Crisis Management Policies

When a country has widespread bank insolvencies it is traditionally said to be in a banking crisis (Sundarara-

jan and Baliño, 1991). As recent events reminded us, banking crises are interesting not just to people in the

banking industry. Rosas notes that “because bank balance sheets are tightly integrated and bank capital

is highly leveraged, the failure of a single insolvent bank may threaten to upset the entire banking system

and have effects on the real economy” (2009, 6). If bank failures have potentially large and widespread

negative externalities it is reasonable to assume that most actors–policymakers, bankers, the public–greatly

prefer mitigating the impact of these crises with government intervention to inaction. This seems like an

overly broad assumption, but it is notable that almost no government in recent times has not responded

to wide-spread bank insolvencies (Rosas, 2009) whereas public responses to insolvencies in other economic

sectors have been much more varied.

Though we can reasonably assume that there is an almost universal preference for mitigating banking

crises, actual crisis management responses have varied considerably even within specific policy areas (see

Detragiache and Ho, 2010, Laeven and Valencia, 2008a, Rosas, 2009). These policies can be categorised by

their use during two broad phases (Honohan and Laeven, 2005). The first phase is containment. A shock to

the banking system from economic or political developments, can trigger a liquidity crisis which threatens

otherwise solvent banks (Frydl and Quintyn, 2006). Governments can use some form of deposit and liability

guarantees, liquidity assistance or recapitalization. In this paper we very broadly call all of these measures

guarantees. We focus on how these policies are guarantees from the banks’ perspective. They help guarantee

that bank balances sheets are in balance, i.e. assets can cover liabilities. They help prevent banks from

failing. They contain crises. As a crisis is contained, it is typical for political actors to begin the second

phase: restructuring insolvent banks (see Honohan and Laeven, 2005). Deciding what to do with insolvent

institutions involves choosing who will own them. Should they be publicly owned–i.e. nationalised–merged

with a healthy bank, or allowed to fail?
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2 Previous Explanations of Banking Crisis Management Policy-

making

Before developing our argument for how decision-makers choose crisis management policies we discuss some

of the major previous approaches in the political economy literature.

Crony Capitalism Crony capitalism is possibly the most straightforward political economy approach to

understanding why countries choose high bank guarantees and little ownership changes. Bankers prefer

public to private losses as public loses in banking crises are wealth transfers to them. Also they prefer

to retain control of their companies rather than lose control. These preferences lead them to push for high

public guarantees that might also be able to forestall insolvency, i.e. they gamble for resurrection (see Downs

and Rocke, 1994). Politicians with cronyistic ties to bankers are therefore more likely to bail them out at

the expense of diffuse public interests (see Rosas, 2006). If the crony capitalism theory is correct we would

expect to observe:

• Decision-makers with close ties to the banking sector are more likely to pursue policies that maintain

the solvency of banks and their current management, even at substantial public expense.

Veto Players Another major stream in the literature focuses on the effect of the number of veto players.

Opinion about how the number and polarization of a country’s veto players effects policy choices during

banking crisis ranges considerably. On the one hand, Alesina and Drazen (1991) argue that as the number

of veto players increases, we are less likely to expect them all to agree on a new policy. Therefore crisis

responses in general will be slow and inadequate. Conversely, Rodrik (1999) suggests that having many

veto players, if organised to manage conflicts, will result in more appropriate and quickly implemented crisis

management policies.

Given this heterogeneity of views, there are two somewhat contradictory implications from the veto

players approach:

• Having many veto players results in slow and inadequate crisis responses.

• More veto players, if structured to manage crises, are more likely to implement effective responses.

Competitive Elections Keefer (2007) argues that the number of veto players has no effect on crisis

responses, but that competitive elections encourage better crisis responses for the general public since they
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weaken policymakers’ ties to banking interests. Similarly, Rosas (2009) argues that actors in democratic

rather than authoritarian countries are more likely to use public cost reducing crisis responses, since electoral

incentives push them to favour limiting public loses.

• Countries with competitive elections, regardless of the number of veto players, are more likely to choose

crisis response policies that limit public costs.

Bureaucratic Capacity Choices may be constrained or shaped by bureaucratic capacity (for a discussion

of this type of argument see Satyanath, 2006, 18). Bureaucratic institutions do not have equal capacity across

all countries. Higher capacity9 regulators, ministries of finance, and central banks have the expertise and

ability to implement complex policies, such as orchestrating sustainable bank mergers. Lower capacity

bureaucrats might be constricted in the policies they can plausibly enact. Policymakers may take this into

account when choosing policy responses. Furthermore, high capacity bureaucracies may be able to obtain

better quality information about the true health of the banking sector (Abonyi, 2005).

How does bureaucratic capacity help us predict guarantees or ownership changes? We would expect that

if a bureaucracy had better information and could more accurately monitor banking activity that the country

would accurately target guarantees at solvent, through illiquid institutions and would be less likely to issue

blanket guarantees. We would also expect that the country would be better able to manage the collapse

of insolvent institutions, i.e they would not need to choose blunt policies such as unguided market exit or

complete nationalisation. We therefore expect to observe:

• Countries with higher capacity bureaucracies are less likely to issue blanket guarantees and are more

likely to manage insolvent institutions through mergers.

International Institutions Through conditions on loans that countries in financial crises desperately

need, international institutions may coerce countries to adopt certain policies (Vreeland, 2003). If countries

are coerced to choose certain policies we would expect to see:

• Receiving support from international institutions will result in policies closer to the preferences of these

institutions.
9Higher capacity implies relatively numerous and highly qualified staff with plentiful resources.
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3 Our Argument

Many of these explanations have much to contribute to our understanding of banking crisis management

policymaking. Here we attempt to combine important aspects of them into a parsimonious and general

theory that predicts choices better than any previous one.

3.1 Signaling Game 1: Regulatory Robustness

Our argument is a direct extension of Satyanath’s (2006) bureaucratic signaling approach to banking regu-

lation.10 In his signaling game a decision-maker has a preference, denoted x, for regulatory robustness.11 In

order to choose a capital reserve requirement p that she prefers, the decision-maker needs information about

the true proportion of non-performing loans (NPL). This true value is denoted z. The policymaker’s payoff

function is found by �(p� z)

2.

To gather this information she relies on her financial bureaucracy, including the minister of finance (MoF)

and the central bank governor (CBG). These actors’ preferences can be different from the decision-maker’s.

For example, imagine the decision-maker has a moderate robustness preference where the capital adequacy

requirement just covers a bank’s non-performing loans, i.e. x = p � z = 0. This would be different from

bureaucrats with crony capitalists ties who might prefer less robust regulation, x = p < z. Strong regulation

involves retaining capital that cannot be invested in profit-making activities. Other actors may either want

reserve capital to equal non-performing loans or, if they were more risk averse, prefer banks hold more capital

than they strictly need, x = p > z.

When the signaler has preferences different from the decision-maker’s they have incentives to transmit

vague or uninformative signals. For example, if the MoF has a preference for lower capital requirements, he

might understate the scale of NPLs ( z

s

< z)12 so that the decision-maker would poorly update her prior

z

�1 to an underestimated posterior belief z

+1.13 She might then set capital adequacy requirements too low

to achieve her preferred robustness level. This strategy would hold if we now consider a second signaler

with high robustness preferences. This signaler has incentives to overestimate the value of NPLs (zs

> z).

The signalers’ payoff is how much they can influence the ultimate policy. When the difference between

the decision-maker’s and signalers’ preferences is denoted b then the signalers’ payoffs are �[p � (z � b)]

2

10It is also broadly similar to the model created by Jordana and Rosas (2011, 7-9).
11Regulatory robustness is how much reserve capital banks are required to hold to cover losses from non-performing loans

relative to the size of those loans.
12This is sometimes know as the theory of “cheap talk”.
13This assumes that they at least partially believe the signaler.
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(Satyanath, 2006, 30-31).14

Satyanath’s central argument is that even a relatively small difference of opinion between financial officials

and the main decision-maker can lead the chief executive to “underestimate or overestimate the level of

expected defaults” (2006, 39)

Satyanath also argues that the signaling game will be a more serious problem in emerging economies

where publicly available financial information is or nonexistent and reliance on non-independent financial

bureaucrats’ private information is therefore higher. However, the 2008/09 crisis indicates we shouldn’t

constrict signaling games to emerging economies. Though the quality of financial information may vary

across countries, even in countries with very advanced financial markets, such as the United States and

United Kingdom, public financial information problems are still a major issue. Signaling games may therefore

go on at all levels of economic development.

3.2 Signaling Game 2: Banking Crisis Management

We aim to expand Satyanath’s approach to include banking crisis management with an extensive form

signaling game that can be applied across a range of countries.

3.2.1 Information Problems: Which Banks are Insolvent?

A banking crisis is traditionally defined as a situation with widespread bank insolvencies in a country’s

banking system. Given the enormous potential costs of such situations, political actors rarely wait until the

true number of bank insolvencies is known before acting. This raises the twin problems of how to determine

if a bank is about to become insolvent and why. Insolvency is partially a function of a bank’s proportion

of non-performing assets to performing assets. Shocks to the financial system, such as a foreign banking

crises or an asset bubble bursting, may make performing loans non-performing. Shocks also create short-

term liquidity problems that can even threaten the solvency of banks with low proportions of non-performing

assets (see Calomiris, Klingebiel and Laeven, 2004). A crucial question then is: are banks becoming insolvent

on the asset side, i.e. they made bad loans, or are they becoming insolvent because of a system-wide lack of

market confidence that makes it difficult to raise short-term financing for their liabilities?

Though information needed to solve these problems may vary between countries, it is reasonable to

assume that decision-makers’ in all countries must still rely on their financial bureaucrats to be able to
14The problem is further exacerbated by a general downward bias in the prior distribution of the proportion of NPLs (perhaps

[0, 0.15] rather than [0, 1]). Because of this there will be an overall tendency for decision-makers’ posterior beliefs to be much
less than the true value in a crisis. Also, if the sender’s ideal point is very far away from the receiver they anticipate that the
receiver will ignore them and have no incentive to provide any informative information (Satyanath, 2006, 11).
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choose their preferred policies. We argue that international actors, such as the IMF, may also be important

sources of information under certain conditions. Decision-makers rely on these actors for information to

choose what “guarantees” to make in order to protect against insolvency and what to do with insolvent

institutions.

Imagine that there is a true proportion of banks that will become insolvent because their assets do not

meet their liabilities over an ideal medium-term, i.e. they would be insolvent regardless of systemic events

that might impact their short-term access to liquidity. In this model we use z to denote the proportion of

assets and liabilities at these truly insolvent banks relative to the total value of assets and liabilities in the

banking system, which falls in the range [0, 1].15 In normal non-crisis times, given adequate bureaucratic

capacity and accurate publicly available financial information this may not be too difficult to estimate.

However, if there is a shock to the banking system that leads to a general contraction of liquidity and drastic

asset value changes z becomes much more difficult to approximate.

3.2.2 What Actors Want

We assume that decision-makers have preferences related to the containment and restructuring phases of

banking crises: guarantee and ownership preferences respectively. First let’s consider the preferences of our

baseline moderate actor. In the containment phase imagine that there is a true proportion g of assets and

liabilities at normally solvent banks.16 A decision-maker with guarantee preferences x

g

that are moderate

would choose guarantees p

g

to equal this true proportion, x

g

= p

g

� g = 0. 17

Now let’s consider a variation on moderate guarantee preferences. If a shock creates a small z, even

moderate preference decision-makers may wish to take advantage of high guarantees to quickly reestablish

market confidence. Confidence may stop short-term liquidity crisis and restore financial stability. Though

this may create huge contingent liabilities, the proportion that is likely to be realised is actually quite small

relative to the benefit of a quick crisis resolution. There is a point c where the benefit of speedy crisis

containment is less than the likely realised costs under a full guarantee scheme. At this point we would

expect the decision-maker to revert to the preference x

g

= p

g

� g = 0. We call this type of decision-maker

moderate proactive (see Figure 1).
15Formally, if A is the total value of assets and liabilities in a country’s banking system and A1 is the total value of assets

and liabilities held by insolvent institutions (non-performing or otherwise) then z = A1/A.
16These would be banks that are normally solvent, but facing short-term difficulty accessing liquidity to continue their

operations. The total value of their assets and liabilities can be denoted A2 and g = A2/A. z and g are related to each other
in that z + g = 1.

17For simplicity we are leaving aside the issue of how guarantees are targeted–indiscriminately, only at banks believed to be
solvent, etc.
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Figure 1: Guarantee Preference Function for Moderate Proactive Decision-maker at Time t0
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Clearly not all actors have moderate or moderate proactive guarantee preferences. Some may want to

provide generous guarantees that protect insolvent as well as solvent banks: p

g

> g. Others may want to

under guarantee banks (p

g

< g), possibly causing solvent banks to take losses and maybe even fail.

During the restructuring phase decision-makers have to decide what to do with insolvent institutions.

They have some ideal preference ordering X

o

that includes Nationalisation, Mergers, or allowing banks

to Exit the market. Insolvent banks may also be artificially allowed to continue their operations through

regulatory forbearance–the None of the above option.18

3.2.3 The Extensive Form Signaling Game

We propose an extensive form signaling game to determine how actors try to realise their preferences (see

Figure 2). At time t0 there is some shock to the banking sector that increases z. At time t1 the decision-

maker tries to contain the crisis. First, she requests information about the new state of non-performing

loans and insolvencies to update her prior g

�1. Signalers choose to give information about z. This signal is

denoted g

s. It is important to note that we assume that no actor has perfect information about z, though

signalers have better information than the decision-maker. We make a further assumption that all signalers

and decision-makers tend to underestimate the true value of z.
18These preferences have many roots. They may be a function of material closeness to the banking sector. Crony capitalists

would particularly prefer guarantees to be greater than g and no ownership changes to occur. This is the same as saying
that they want the government to support even banks that are insolvent for the long-term. Actors that face strong electoral
incentives may have more moderate guarantee preferences. Preferences may be based in institutional norms. For example,
central banks may have high guarantee preferences since they tend to privilege stability over costs (Honohan and Laeven, 2005,
10). On the ownership dimension, how decision-makers view the banking industry in terms of what they consider legitimate
and possible ways of dealing with it may have historical roots. Zysman (1994, 244) argues that “interests and objectives [are]
created in institutional contexts and [are] not separable from them” (see also Pierson, 2004, 39-40).
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Figure 2: Banking Crisis Signalling Game Decision Tree
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Note: Merge is non-viable if z ⇡ 1

The decision-maker19 aggregates g

s to develop an updated posterior belief g

+1. We assume she does

this in a Bayesian optimal fashion analogous to Satyanath (2006, Ch. 3), so g

+1
(z, g

s

). She now has a

posterior that either closely approximates the true value of assets and liabilities that need to be guaranteed

for otherwise solvent institutions to remain so (g

+1 ⇡ g) or is very far away (g

+1 6= g). Regardless, the
19For simplicity, we assume that there is effectively one decision-maker. At least during the early stages of a crisis, we feel

this is a reasonable assumption.
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decision-maker now chooses the guarantee policy p

g

in an attempt to achieve her guarantee preference x

g

given this belief. At time t3, the beginning of the resolution phase, information about the true solvency of

the banks including the impact of the guarantees becomes widely available to all players. The decision-maker

chooses what ownership changes p

o

to make to insolvent banks.

It is important to note the connection between signaling, guarantee choices, the true scale of the problem,

and ownership change choices. If p

g

⇡ g and z is not large then the decision-maker has the most flexibility

when choosing p

o

. She can choose any of Nationalise, Merge, Exit, None for insolvent institutions without

threatening the solvency of otherwise healthy institutions. However, the choice of p

g

can constrain viable p

o

.

For example, if p

g

⌧ g then Exit is not a viable option–assuming the decision-maker did not want otherwise

solvent institutions to fail–since it would worsen the systemic liquidity crisis.20 Exit also becomes non-viable

under full guarantees if g is very high. This would essentially require the government to assume the banking

sector. It would in effect be nationalised. Note also that Merge can become non-viable based entirely on

z. If z is very large, then there are not any solvent banks to merge insolvent ones with (see Figure 2 for a

summary).

Using backwards induction, decision-makers can therefore choose guarantee levels that enable or purpose-

fully constrain ownership policy choices to achieve their preferences. They must balance the short term gain

of financial stability, with the long run risk of excessively guaranteeing z. Signalers adjust the information

they make available to influence this.

Up to this point we have assumed that signalers have an equal ability to influence the decision-maker’s

posterior, according to the Bayesian updating process laid out by Satyanath (2006). Though we assume this

is true of domestic actors that are part of the policymaking process, we propose that influence of international

actors’ signals are further weighted according to how dependent a country is on their capital, denoted w.21

Before considering how the game applies to the Korean and Irish crises, it is important to make one more

addition. The model assumes that the decision-maker is free to implement their preferred strategy, regardless

of institutional or other political constraints. This may certainly be an unreasonable assumption in general.

However, during acute crises decision-making may be delegated to a small group of actors, primarily the

chief executive, to speed up the response.

The key hypothesis generated by this game is:
20This is close to the Lehman Brothers scenario. Though the United States Government did allow Lehman Brothers to fail,

it quickly instituted high guarantees to deal with the calamity that resulted. From then on it tended to also use different
ownership strategies. The Troubled Asset Relief Program was a package of guarantees to make these strategies viable.

21A more complex extension of this model could also be developed that weighted domestic signallers’ information based on, for
example, decision-makers’ priors about them. Right-leaning presidents may have negative priors about left-leaning economists
(and vice versa) and weight their signals accordingly.
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• If decision-makers receive good enough signals to be able to develop posterior beliefs about the relative

size of bank insolvencies that closely match reality, they will be able to choose guarantees and ownership

change policies that they want. If they have strongly incorrect beliefs, then they make non-preferred

guarantees, which constrain ownership choices. This is particularly a problem if guarantees are over

extended.

4 Application

We now consider two scenarios to illustrate the game and create deductive predictions. They use actors,

preferences, and weights similar to those in Korea’s in 1997 and Ireland’s 2008 crises. This is the first step

in the analytic narrative approach we use to empirically evaluate our theory (Alexandrova, 2009).

In both scenarios z has become very large by time t1 as a result of shocks. Banks are assumed to have

a high guarantee preference (x

g

= p

g

� g) and they most prefer that public measures be used to keep

insolvent institutions open, X0 = {None > Merge > Nationalisation > Exit}.

4.1 Korea-like Scenario

In a Korea 1997-like scenario, the decision-maker has a prior belief that the guarantees needed to ac-

tually keep solvent institutions running is much less than the true amount (g

�1 ⌧ g) as a result of

the shock. He has moderate proactive guarantee preferences and the following ownership restructuring

preference ordering: Merge > Nationalise > Exit > None. The MoF’s ownership preference ordering is

Merge > None > Nationalise > Exit and he has a high guarantee preference. The CBG most prefers mod-

erate proactive guarantees and mergers. External actors’ signals, in this case from the IMF and the United

States, receive a very high weighting because a currency crisis creates a need for their capital. Both have

preferences for moderate to low guarantees and they prefer market exit to mergers, but prefer both of these

to nationalisation or simply allowing insolvent banks to operate. In sum, the MoF and external actors

have somewhat opposing preferences and the central bank governor and decision-maker are generally in the

middle. What signals do we expect at time t1?

The MoF and banks have incentives to under-signal z, making especially sure that it is below c. The

signal should be above g

�1 or else it would be very incredible and ignored and wouldn’t prompt any change

in guarantees. Therefore the MoF and banks signals g

sd should be g

�1
< g

sd

< c. This will help push the

decision-maker to institute a full guarantee. If full guarantees are given and z is actually very large, Exit, the
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least preferred option, will be non-viable. External actors, and to a lesser extent the CBG, have incentives

to signal g

se that the proportion of NPLs is higher than c in order to push the decision-maker to choose

guarantees p

g

= g.

The decision-maker is therefore receiving conflicting signals and must decide what to infer from this

uncertainty. Because of a currency crisis, the external actors’ signals have a high weighting, the decision-

makers is compelled to estimate that z is higher than what the MoF and banks indicate. However, he does

not simply ignore the domestic signals. This results is a posterior belief that is higher than what the MoF

and banks signaled, but not all the way to the external actors’ (g

�1
< g

sd

< c < g

+1
< g

se

). Guarantees

should then be set at g

+1. Though the posterior is still smaller than the true value it is more accurate than

if he only had domestic signals to rely on. This allows him to make his ideal ownership change choices.

4.2 Ireland-like Scenario

In an Irish scenario the decision-maker is moderate proactive and prefers Merge > Exit > Nationalise > None.

These preferences are shared by Department of Finance (DoF) civil service staff. However, their information

is much less complete than the Financial Regulator (FR), who is in charge of banking supervision. The FR

prefers high guarantees and Merge to the other options. Unlike in the Korean case, multinational auditors

and investment banks are hired as information providers, primarily Merrill Lynch. They have preferences

similar to generic banks. Others, primarily European Union actors such as the European Central Bank

(ECB), prefer the short-term stability of the system–they would like depositors and investors in other mem-

ber states not to lose money. They prefer moderately high guarantees and least prefer Exit as it will likely

impose the most costs on other member state depositors. The IMF and other external actors are largely

ignored since their capital necessity weighting is much lower than the ECB’s. The ECB provides liquidity

support to Irish banks and being in the Eurozone protects Ireland from a Korean-style currency crisis.

The FR and banks signal g

�1
< g

sFR

< c. The ECB has similar preferences and does not provide

contradictory information. The DoF has more stringent guarantee preferences, but largely relies on the FR

for information. The DoF signals a higher g than the FR, but not high enough to indicate the true value

of g is more than c: g

�1
< g

sFR

< g

sDoF

< c. The FR and banks’ strategy works in that it results in

the decision-maker having a posterior of g

�1
< g

+1
< c. The decision-maker chooses the guarantee policy

p

g

⇡ 1. However, z turns out to actually be very large. Exit and Merge are non-viable alternatives at t3.

The decision-maker’s preferred viable ownership change strategy is therefore Nationalise.
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5 Analytic Narratives

We now turn to evaluating how the stylised applications of our model explain banking crisis management

in Korea and Ireland. We use an approach, analytic narrative, that has become an important method in

rational choice for determining how well models explain social phenomenon (Bates et al., 1998, 2000a,b,

Alexandrova, 2009). We use the five criteria developed by Bates et al. (1998) for using analytic narratives

to assess the strength of a theory. These are spelled out by Alexandrova (2009):

1. Conclusions must be precise and follow deductively from the model.

2. Assumptions of the model must fit the facts. This includes actors’ motives and beliefs as well as the

background.

3. The model’s prediction must fit the data

4. The explanation must do better than the alternatives.

5. It is desirable that the explanation be generalisable.

The first criteria was discussed in the previous section. In the following narratives we try to demonstrate

that our model meets the rest. Note that generalisability is difficult to demonstrate at this stage with

only two cases. Also, though we have made propositions deductively based on our model, the model was

developed iteratively by considering the facts of our cases (see Bates et al., 2000a, 694 who advocate for this

approach).22 We hope that by developing a model that can at least be applied to more than one case, we

are avoiding the negative extremes of model fitting.

5.1 Korea: 1997

Shock There were a number of key shocks to the Korean financial system in 1997 that significantly muddied

information about bank’s balance sheets. These include the bankruptcy of a number of the country’s chaebol–

industrial conglomerates–in early 1997. Many chaebol were highly indebted to the country’s banks, which

had “only superficially evaluated the soundness of [their] loans” (Kwack, 1998, 618). Also, in summer 1997

the Southeast Asian currency crisis began to spread to Korea. The won began to decline, with very large

drops in late November. Foreign lenders started to call in loans they had made to Korean banks, which had

previously been rolled over. This was a major problem for Korean banks since they had increasingly relied
22See Green and Shapiro (1994, 34-35) for a critique of this general type of approach.
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on short-term foreign currency denominated debt. These events added to the already difficult problem of

assessing banks’ true health given their extremely opaque accounting standards (Hahm and Mishkin, 2000)

and the health of chaebol that borrowed from them (Chang, Cho and Shin, 2007). Accounting practices

used at the time suggest that the ratio of non-performing loans to all loans at Korean banks was around 6 in

1997 and 7.4 in 1998. The official numbers are almost certainly understatements. Though it is still difficult

to get a completely accurate sense of NPLs during the period, Hahm and Mishkin (2000, 38) estimated that

the NPL ratio could have been as high as 41.8 in 1997 and 50.3 in 1998.

The Korean Government largely began its crisis response with broad guarantees. In August 1997 all

external liabilities were guaranteed and in mid-November all deposits were as well (Laeven and Valencia,

2008b). The central Bank of Korea provided broad liquidity injections without restructuring requirements

(Hahm and Mishkin, 2000, 46). However, from December 1997 despite a worsening crisis, no further indis-

criminate guarantees were extended. Instead the Government began to target recapitalisation and liquidity

support at banks that agreed to immediate restructuring, including mergers and exit (Lindgren et al., 1999,

33-35). Five of 33 Korean banks were closed and nine merged by 2003. At least two banks were fully nation-

alised.23 These measures almost halved the number of Korean banks. Only 19 of the countries previous 33

were operating by 2003. The government also closed or suspended 388 non-bank financial institutions and

merged 144 (Oh, 2004).

Before December 1997 the Korean Government’s response involved high guarantees extended liberally.

Banks were generally allowed to continue operating as usual. However, from December policy choices shifted

considerably to a more targeted restructuring approach. Why did this shift occur?

We argue that the pivotal event was a dramatic fall in the Bank of Korea’s foreign reserves caused by

a fall in the won that led foreign creditors to call in their loans. This necessitated the highly foreign trade

dependent Korea to seek IMF assistance on 13 November 1997. An initial deal was reached on 3 December.

A common narrative is that bank restructuring and limited guarantees were the result of IMF and United

States24 coercion. However, a close reading of events and actors’ preferences suggests that the effect of IMF

coercion was limited to specific policies, such as allowing increased foreign ownership and forcing banks to

exit the market. In terms of the reorientation towards more precisely applied guarantees and forced bank

mergers, the IMF did not need to coerce. It influenced policy by revealing more accurate information about

the state of the economy. Korean decision-makers used the more accurate information to make guarantee

and ownership choices that they preferred given the true state of the country’s banks.
23Hanil bank and the Commercial Bank of Korea were also largely nationalised (Kirk, 1999, 138).
24The United States was a major contributor to the package and heavily involved in loan negotiations (Blustein, 2003).
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Preferences To make the case for our signaling argument we need to understand the key actors’ preferences

including those of the Korean ministers of finance, central bank governor (CBG), the presidents, the IMF,

and the United States. For a summary see Table 1.

The Korean Ministry of Finance and Economy (MoFE) had a long post-war history of actively organising

the industrial and banking sectors (Park, 1991). This often involved arranging mergers of failed corporations.

Mergers were encouraged with government guarantees (for example see Kim, 2003, 59). Mergers allowed for

restructuring strategies where losses were shared by the public and private sectors. By 1997 the MoFE had

largely extracted itself from direct management of the banking industry as part of a push to join the OECD

in 1996. However, the MoFE had a long-standing institutional preference for actively encouraging mergers

of insolvent banks and moderate guarantees needed to make these mergers possible.

Korea had two finance ministers between March 1997 and February 1998. The first, Kang Kyung Shik,25

was finance minister (and deputy prime minister) until mid-November. Though he had been at the finance

ministry since 1961, he actively expressed preferences for less government involvement in dealing with in-

solvent institutions and supported limited bank ownership restructuring, at least in terms of changing the

management of troubled institutions (Chang, 1998, The Economist, 1997, Blustein, 2003, 1901). There is

considerable dispute about how sincere his reformist statements were (Chang, 1998, Satyanath, 2006, 71).

A decade after the crisis he continued to express a preference for more market based solutions to corporate

failure (Hong, 2010), though this was after a trial where he was accused of not providing enough information

to warn the Government of the impending 1997 crisis. Upon calling in the IMF, Kang left office and was

replaced by Lim Chang Yuel. Lim expressed a clear preference for the traditional MoFE style of addressing

insolvency. He reportedly told IMF negotiators that, “no finance minister in Korean history has ever closed

a financial institution” (Blustein, 2003, 141).

Not only did finance ministers and MoFE employees in general have a history of close relationships with

banks they also had strong material incentives to keep banks open and obscure information that might

lead decision-makers to reduce support for them. The appointment of bank managers was made at the

recommendation of the MoFE. Many of these positions were filled with former MoFE employees (Choi,

2002, 262-263).

The Bank of Korea generally functioned as a secondary institution and was not fully independent of the

MoFE (Mo, 2001, 480). The Bank nonetheless was an important provider of financial information. Over

the period of interest, Lee Kyung Shik was the governor. Satyanath (2006, 71-73) portrays Lee as having an
25All Korean names are written in the typical family name, given name order.
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Table 1: Korean Crisis 1997: Key Actors’ Main Preferences
Actor Guarantee Ownership Changes at Insolvent Inst.
MoF Kang Kyung Shik Moderate Proactive to High Merger > Exit (possibly)
MoF Lim Chang Yuel High No Change > Merger
CBG Lee Kyung Shik Moderate Proactive Merger (possibly)
Pres. Kim Young Sam Moderate Proactive Merger > No Change
Pres. Kim Dae Jung Moderate Proactive Exit > Merger
IMF Moderate Proactive Exit
United States Gov. Moderate to Low Exit (foreign takeover)

arms length relationship with Korean corporations and banks.

There were effectively two Korean presidents over the period of interest. Kim Young Sam was the

president from 1992 until February 1998. Power really began to shift slightly earlier, however, following the

mid-December election of Kim Dae Jung. Kim Young Sam’s support base was split between close ties with

status quo corporate Korea and democratic reformists who also wanted to reform the tight government-

corporate relationships that had been a hallmark of the previous military regimes. Satyanath (2006, 69)

argues that this split power base led Kim Young Sam to have a moderate banking sector robustness preference.

As a result, he split his appointments between a lax minister of finance and more stringent central bank

governor. By implication this would have meant moderate support for ownership changes–mergers–and

guarantees as well. Kim Dae Jung, a former pro-democracy activist who had been imprisoned and sentenced

to death by the military government, had a strong preference for limited government support and ownership

changes even if it meant closures (Blustein, 2003, 196-197). Both presidents seemed to have had a preference

for moderately proactive government financial support. For example, in negotiations with the United States

creditor banks in January 1998 aids to both presidents opposed issuing public bonds to cover most of the

debt,26 but instead proposed guarantees (Kirk, 1999, 127).

In general, the IMF had a collective preference for moderate proactive bank guarantees and a fairly strong

desire for insolvent banks to close. In Korea (Lee, Rhee and Sung, 2006, 511) and in general at the time the

IMF strongly encouraged countries to impose austere fiscal policy measures when they were in crisis (Rogoff,

2003, 40-41). It would be incorrect, however, to argue that the IMF was therefore completely opposed to

guarantees and bank support, especially in conjunction with restructuring. In Thailand the previous summer

they had supported the creation of a deposit guarantee scheme (Blustein, 2003, 108).27 The IMF was in

fact supportive of the Korean deposit guarantee to help stabilise the banking sector (Lane et al., 1999, 70).
26This was a so-called ‘bail-in’.
27As with any large institution it is difficult to ascribe a definite preference. For example, a few months after supporting

deposit guarantees in Thailand, IMF staff members opposed them in Indonesia. In an evaluation of the Indonesian program in
1999, this position was again reversed (Blustein, 2003, 108-109).
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In terms of ownership changes, the IMF was generally in favour of market exit for insolvent institutions.

During the November 1997 negotiations, the IMF expressed a desire to close a number of merchant banks,

similar to what they had urged Thailand to do earlier in the year (Blustein, 2003, 141).

Finally, the IMF program was heavily supported by the United States Government.28 The United States

Treasury Department in particular was often adamant that Korea needed to restructure its banking industry.

It felt foreign banks should be allowed to acquire Korean banks. They also wanted to remove government

involvement from the financial sector generally (Blustein, 2003, 142-143).

Information How did these preferences affect information and ultimately policy choices? Our signaling

theory predicts that because the two ministers of finance had a preference for higher guarantees and, with

some variation, little ownership changes they should have been more likely to give overly optimistic informa-

tion. Positive information would trigger high guarantees and hopefully forestal restructuring since President

Kim Young Sam seems to have had moderate proactive guarantee preferences. Satyanath (2006, Ch. 4)

argues that the finance ministers did just this. Both ministers of finance repeatedly tried to downplay the

severity of non-performing loans. This is in contrast to the central bank governor who informed both the

MoFE (Choi, 2002, 264) and President Kim Young Sam of the banking sector’s troubled state. These signals

were ignored by the MoFE or actively obscured (Satyanath, 2006, 76-78). Until late November 1997 when

the currency crisis came to a head, the MoFE was able to obscure the extent of NPLs. The result was a

policy of broad guarantees and liquidity support.

The IMF had consistently given information about the troubled state of the Korean financial system. For

example, a periodic monitoring report29 from October 1997 highlighted the NPL problem. It noted that NPLs

were much larger than officially estimated (Blustein, 2003, 117-118). Though the report underestimated

the true proportion of NPLs, it was more accurate than the MoFE’s public estimates. Despite this, the

information doesn’t appear to have affected policy choices. However, after the currency crisis was in full

swing in late-November and Korea was on the verge of default, the IMF’s and the United State’s information

gained new weight. In general they signaled to President Kim Young Sam and Kim Dae Jung the severe

nature of the crisis. Most notably, President Bill Clinton, having been informed by the IMF, called President

Kim Young Sam in late-November to tell him how bad the situation had become (Satyanath, 2006, 78). Not

only did the IMF provide more accurate information, but through negotiations with the MoFE and Bank of

Korea they actually learned about the true scale of the problem. Due to IMF investigations, a more accurate
28In the initial program the United states would provide $5 billion. Though Japan would contribute $10 billion. However,

according to Blustein’s account (2003, Ch. 5) the United States was much more heavily involved in negotiations than Japan.
29This was an Article IV report.
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picture of the scale of debts to overseas branches of Korean banks was found and made public (Blustein, 2003,

130).30 These were the sorts of debts that should have been known about when the Government decided

to guarantee foreign liabilities. After the IMF was called in, Korea began to pursue a much more targeted

guarantee strategy and managed to quickly merge troubled banks. Decision-makers began to achieve their

preferences much more consistently when they had better information.

The Alternatives How well does the Korean narrative fit the signaling argument in relation to alternative

explanations?

Can we explain the mixture of guarantees and ownership changes better with crony capitalism? In

particular, were the early guarantees made because President Kim Young Sam had close ties with the

banking sector? The MoFE did have close cronyistic ties with the banking sector, but did President Kim

Young Sam share them? As we have discussed, President Kim had more complicated allegiances to both the

traditional corporate support base and pro-democracy reformers. It would be difficult to argue that he was

a simple crony capitalist. Especially since, once less conflicting information was made available to him he

began to enact non-cronyisic policies.

It does not appear that the number of veto players influenced guarantee and ownership policies. The raw

number of veto players did not change substantially over the period (see Keefer and Stasavage, 2003). The

National Assembly failed to pass a number of regulatory reforms on 18 November. But, on the same day

they did raise deposit limits and created a non-performing loan fund. The same legislature31 allowed the

December bank restructuring program and Kim Dae Jung’s reform agenda.

Korea did have competitive elections,32 but it is difficult to pinpoint exactly how elections affected policy

choices. Though the elections did result in presidents with less cosy relationships with banks than their

military regime predecessors. It is difficult to see how this fact can explain the changing policy choices in

1997.

It may be that the real problem wasn’t intentional obfuscation, but lack of bureaucratic capacity to gather

the information. Satyanath (2006, 76) agues that a lack of capacity didn’t prevent financial bureaucrats from

being able to see the NPL problem, citing the Bank of Korea’s warnings. Moreover, the extent to which

bureaucrats could not gather information may be endogenous to the signaling game. In light of the the
30In Blustein’s account, partially based on an interview with Lee Kyung Shik, the Korean government didn’t understand the

implications of these overseas liabilities (2003, 130-131). Given that the interview was made after Kang Kyung Shik had been
put on trial for not providing enough information about the health of the economy in the lead up to the crisis, perhaps we
should be skeptical of these claims.

31Korean presidential and legislative elections are non-concurrent.
32Though the 1997 presidential election was the first time that the ruling party had lost the executive, competitive legislative

and presidential elections were held since the early 1990s (see Marshall and Jaggers, 2009).
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incentives mentioned above the MoFE had an interest in maintaining a regulatory system that obscured

information. Choi (2002) chronicles how the Korean financial bureaucracy created a regulatory structure

that hobbled its ability to monitor the banks. They created a commitment to signaling overly optimistic

information, i.e. the information banks made public, by limiting bureaucratic capacity to find bad news.

Finally, the strongest alternative theory is that the IMF and the United States coerced Korea to accept

certain policies. This certainly seems plausible on the issue of bank closures and allowing mergers with

foreign banks. Almost no key Korean actor had a preference for these policies.33 However, there was a

long-term historical preference in Korea for actively managing failed bank mergers and this was the position

finance minister Lim Chang Yuel took with the IMF (Blustein, 2003, 141). The IMF’s information, weighted

via financial necessity, seems to have been the causal mechanism by which Korean decision-makers choose

the policies they wanted given economic realities.

5.2 Ireland: 2008

Shock Multiple national and international shocks from 2007 through 2008 considerably undermined pol-

icymakers’ understanding of the Irish banking system’s health. It became difficult for policymakers to

distinguish whether bank funding problems were caused by the international credit crunch or were the result

of fundamental problems with the Irish banking system. Was there simply a liquidity problem or were there

underlying solvency issues also?

Irish banks were both heavily dependent on short-term external financing on the liabilities side and loans

to the domestic property sector on the asset side. From the early 2000s Irish banks became increasingly

reliant on external financing. In 2002 the six major Irish banks had a domestic funding gap of e26 billion.

By 2008 this had risen to e129 billion (Nyberg, 2011, 20). The gap was largely filled with easily accessed

short-term wholesale borrowing made possible by European Monetary Union (EMU) (Honohan, 2010).34

External funding fueled the rapidly expanding domestic property lending. Between 2002 and 2008 domestic

property lending grew by almost e200 billion. This was an 80 percent growth in credit (Nyberg, 2011, 14).

The bank most exposed to construction and property lending was Anglo Irish. Its construction and property

loans represented approximately 75 percent of its total loans in 2006 (Regling and Watson, 2010, 32).35 The

rapid increase of Irish construction and property loans led to a dramatic increase in house prices. New house
33Kim Dae Jung does appear to have genuinely supported closures of insolvent banks, but the process of doing this began

before he was president and immediately following the IMF agreement.
34Honohan (2010) points out that average realised wholesale interest rates were negative following EMU.
35This shows the concentration risks that was a feature of the Irish banking system, data excludes residential mortgages thus

broadly represents banks exposure to commercial property (see Regling and Watson: 2010, 32)
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prices rose from four times average annual earnings in 1995 to ten times by 2006 (Kelly, 2009).

Starting in March 2007 the Irish house price index began to decline for the first time in five years. The

emergence of the subprime mortgage crises in the United States in mid-200736 resulted in a tightening of

the market for short-term wholesale funding in August 2007. Events in the United States, particularly the

collapse of Lehman Brothers investment bank in mid-September 2008, created a global credit crunch with

major ripple effects for the Irish banking system. Irish banks found it increasingly difficult to roll over the

debt they used to make property-based loans. Moreover, from the summer through the autumn of 2008

corporate depositors increasingly removed their money from Irish banks.

On September 20th the Irish Government began its response to the crisis by increasing the deposit

guarantee scheme limit. It was initially raised from e20,000 to e100,000.37 The Government issued a

statement reaffirming its support for the banking system (Irish Department of Finance, 2008b). However

these moves had little effect on slowing corporate deposit withdrawals.38 By the end of September a number

of key Irish banks, such as Anglo Irish, had exhausted their liquidity. They were unable to roll over the

wholesale funds they had borrowed, i.e. they had to immediately pay them back. They continued to suffer

from corporate deposit withdrawals and did not have enough collateral to refinance with the ECB.

On 30th September 2008, the Government took an unprecedented step and announced a guarantee of

all existing deposits and senior debt at the six main Irish banks (Irish Department of Finance, 2008a).39

This amounted to e365 billion or 2.5 times Gross National Product (Honohan, 2010, 19). A few months

later, Anglo Irish was officially nationalised and over the next two years virtually all other major banks were

effectively nationalised when the government recapitalised them and wiped out existing share holders.40 The

exceptionally broad guarantee forced the government into nationalizing the banking sector. Merging insolvent

banks to each other is not a solution to insolvency and allowing banks to fail while being fully guaranteed

would instantly create huge public liabilities. In hindsight we can see that “although international pressures

contributed to the timing, intensity and depth of the Irish banking crisis, the essential characteristics of the

problem were domestic and classic” (Honohan, 2010, 22). However, in 2008 the real nature of the problem

was less clear to policymakers.
3612.84 percent of US sub-prime mortgages were delinquent for 30 days or more at the end of April 2007. This shot up rapidly

over the following months reaching a peak of 45.78 percent at the end of February 2010 (Bloomberg, 2011).
37The previous guarantee only covered 90 percent of an account under e20,000. The later guarantee covered 100 percent of

the e100,000.
38See data from the Central Bank of Ireland (2011).
39The guarantee covered Allied Irish Banks, Bank of Ireland, Irish Life and Permanent, Educational Building Society, Anglo,

and Irish Nationwide Building Society.
40Only Bank of Ireland was not nationalised due to a last minute foreign investment in July 2011.
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Preferences The key actors in the information signaling and decision-making process to implement full

guarantees were the Irish prime minister (PM), the MoF, the civil service staff at the Department of Fi-

nance, the Financial Regulator,41 the ECB, and the banks. Furthermore, other private actors, namely the

investment bank Merrill Lynch, were hired by the Government to provide information directly before the

full guarantee decision was made. The actors’ main preferences are summarised in Table 2.

The Irish prime minister from May 2008 was Brian Cowen. He became prime minister after serving

as MoF from 2004 until 2008. A few months before Brian Cowen became PM the Department of Finance

wrote a policy presentation stating that “open-ended/legally binding State guarantees which would expose

the Exchequer to the risk of very significant costs are not regarded as part of the toolkit for successful crisis

management and resolution” (House of the Oireachtas, 2008a, empahsis in the origninal). This position was

qualified in the full scoping paper that the presentation was based on. It defined what were likely to be

situations with a high “risk of very significant costs”. It noted that solvent, but illiquid institutions should

be treated differently from illiquid and insolvent institutions. The former would likely be given guarantees

early to avoid failure and avoid contagion (House of the Oireachtas, 2008c).42 Guarantees extended to these

banks would be cheap in that they are unlikely to be paid out. Insolvent institutions, assuming they were

not systemically important, were seen as ineligible for guarantees. Irish law in fact prohibited the CB from

even giving liquidity assistance to an insolvent institution. Guarantees to insolvent institutions are very

likely to become realised liabilities. Overall, this suggests that the DoF and future PM had a moderate

proactive guarantee preference. In this document, “market based” restructuring was preferred for insolvent

institutions, i.e. mergers and exit.

We assume that the MoF, Brian Lenihan, had similar preferences to the PM’s. They were close political

allies in the same governing party and Brian Lenihan suceeded Cowen as Minister for Finance in May 2008.

Moreover, the Department for Finance was not an information provider, since bank supervision was the

responsibility of the quasi-independent Financial Regulator.

The Irish development model was heavily based on expanding financial services. The Financial Regulator

played a key part in this model. The FR had a statutory role to promote the financial services industry.

However, it also was responsible for supervision. These mandates created a time-inconstancy problem. “the

FR was in a difficult position as the possible adverse effects on discouraging inward investment . . . were more
41From 2003 the FR was a quasi-independent part of the Central Bank of Ireland. It was solely in charge of micro-prudential

supervision. Therefore we do not consider the CB to be an autonomously important information provider.
42The document cites the Northern Rock experience, where a bank run was precipitated by the Bank of England giving

the bank liquidity assistance. This quickly undermined confidence in the bank. The run ended when the UK Government
guaranteed 100 percent of deposits.
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Table 2: Ireland Crisis 2008: Key Actors’ Main Preferences
Actor Guarantee Ownership Changes at Insolvent Inst.
PM Brian Cowen & MoF Brian Lenihan Moderate Proactive Merger > Exit > Nationalise
DoF Civil Service Head David Doyle Moderate Proactive Merge > Exit > Nationalise
FR Pat Neary High Merger
Merrill Lynch High Merger (possibly)
ECB High Merger (possibly)

immediate and real than what were perceived as more distant concerns about financial stability” (Honohan,

2010, 109). So, the FR tended to focus on financial industry promotion over supervision. This led it to

be “excessively deferential”, “diffident”, and “accommodating” to credit institutions (Honohan, 2010, 16, 44).

The FR was aware that exceptions to banks’ lending policies were “very frequent”, that there were “serious

deficiencies” in loan appraisal, and that there were “persistent breaches” of regulations (Honohan, 2010, 68,

58, 56). Even when these failings were reported to senior officials, the reports were “set aside” (Honohan,

2010, 73, footnote 43). Banks broke prudential credit limits with “tacit approval” of the FR (Nyberg, 2011,

64). In fact “no administrative sanction was taken by the FR against a bank until after the guarantee”

(Nyberg, 2011, 31, 62).

We therefore argue that the FR shared the banks preferences. They had a preference for high guarantees,

so that the banking system could continue to remain a key driver of growth in the Irish economy. We assume

that the FR’s top ownership change preference was for mergers (see Honohan, 2010, 117).

Merrill Lynch (ML) was employed as advisor to the Government and presented a range of crisis manage-

ment options. They were sympathetic to Irish banking interests, particularly the most troubled, Anglo Irish.

For example, they had been the Anglo Irish’s lead underwriter (Lewis, 2011), and had previously withdrawn

a negative report on Anglo in March 2008 after protestations from the Anglo CEO (Carswell, 2011, 141).

The ECB had a clear preference for financial stability in the eurozone, in the wake of the collapse of

Lehman Brothers they insisted to the Irish government that no bank should be allowed to fail.43 In a 27

September telephone message ECB Governor Jean Claud Trichet reportedly told PM Brian Lenihan “you

must save your banks at all costs” RTÉ (2010). We therefore assume that the ECB had a high guarantee

preference.

Information The information policymakers received indicated that the crisis was primarily a short-term

liquidity crisis caused by the broader global crisis. The Government’s statement announcing the full guar-

antees indicated only that they were in response to “international market turmoil” (Irish Department of
43From author’s interviews 1b and 1c.
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Finance, 2008a). The PM’s speaking points on the topic also only cite international factors as the reason for

the guarantees. Though the PM recognized that a high proportion of Irish Bank’s assets consisted of mort-

gages and that property values had declined recently, he concluded that “the asset quality in our financial

institutions is good” (House of the Oireachtas, 2008d, 2). Given the PM’s moderate proactive preferences,

it is clear that if he believed that the the banking system was fundamentally sound and merely facing a

short-term liquidity crisis that he should make full guarantees to quickly end the crisis. Post-crisis analysis

of the loan books showed that a number of banks were “well on the road towards insolvency” prior to the

failure of Lehman Brothers in September 2008 and “the weaknesses of Irish banks were not caused by the

interruption in the flow of cheap money from abroad” (Honohan, 2010, 6-7). Why was the PM’s posterior

understanding of the situation so wrong?

Fortunately for researchers the Irish government has made many documents, including internal corre-

spondence, regarding the guarantee decision publicly available (see House of the Oireachtas, 2011). From

these documents, at least for the PM and MoF there does genuinely seem to have been a belief that the

Irish banks were fundamentally sound and only faced externally originating liquidity problems. This belief

is clearly based on the information they received from the FR, the banks, and other private actors such as

Merrill Lynch.

These actors assured the Government that Irish banks only faced an internationally based liquidity crisis.

The FR took a very ‘light touch’ approach to supervision and largely deferred to the banks’ own assessments

of the situation (Honohan, 2010). These banks had a strong preference for high guarantees. In a meeting

prior to the introduction of the guarantee, Allied Irish Banks and Bank of Ireland CEOs proposed a full

guarantee of liabilities. Anglo made a presentation to the DoF on 18 September forecasting profits of e1.4

billion in 2008 and e1.1 billion in 2009 with NPLs of e100 million and e300 million respectively (House of the

Oireachtas, 2008f). The government’s lack of independent information was part of the reason outside actors,

such Merrill Lynch were hired. However, Merrill Lynch largely repeated the same information. Because of

this inaccurate information, policymakers completely underestimated the likely costs of the guarantees.

On 25 September there was a meeting with all of the major policymakers and information providers. The

DoF civil service head David Doyle warned “the potential loss exposures within Anglo and [Irish National

Building Society]” could be in the region of e2 billion and e8.5 billion respectively (House of the Oireachtas,

2008g).44 However, following a presentation by the auditor Price Waterhouse Coopers on Anglo’s situation,

the FR Pat Neary concluded that “there is no evidence to suggest that Anglo is insolvent. . . it is simply
44Though large, these are considerable underestimate of the problem, especially when we also consider the optimistic beliefs

about the banks’ assets.
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unable to continue on the current basis from a liquidity point of view” (House of the Oireachtas, 2008g)

Though Merrill Lynch recommended against a complete blanket guarantee in a 26 September meeting to

policymakers (House of the Oireachtas, 2008h), they nonetheless stated that a guarantee of the six primary

regulated Irish Banks45 was the “best/most decisive/most impactful [option] from a market perspective”

for dealing with the crisis (House of the Oireachtas, 2008e). They greatly emphasised the international

illiquidity aspects of the crisis. In their summary slides Merrill Lynch only included graphs of US, UK, and

other international facets of the crisis. The longer report presented by Merrill Lynch on 29 September–the

day before the full guarantees were made–mentioned falling Irish property prices, but immediately followed

this with the comment that:

. . . all of the Irish banks are profitable and well capitalised. However, liquidity for some could

run out in days rather than weeks. (House of the Oireachtas, 2008b, 2)

A post-crisis Irish commission investigating the banking crisis in Ireland states that discussions surrounding

the long-term risks of the guarantee were discarded and “instead, encouraged by the CB and the FR, who

supported the assessments of the major banks, the attention of the Ministers became concentrated on how

to avoid the short term risk of insufficient funding in the morning” (Nyberg, 2011, 79).

The Alternatives How well does the Irish narrative fit the signaling argument relative to alternative

explanations?

Were Irish decision-makers simply crony capitalists? It does appear that the FR in particular was very

sympathetic to the banks’ position, but the FR did not make the guarantee decision. The documents we have

found do not indicate that the PM had a high guarantee preference or that he wanted insolvent institutions

to continue operating. Our analytical narrative instead provides evidence that the mechanism through which

actors with high guarantee preferences were able to achieve them was the provision of inaccurate information.

A key feature in the Irish financial system was a lack of bureaucratic capacity. The DoF did not see itself

as being involved in issues of financial stability. The CB relied on the FR for micro-prudential supervision.

The FR appears to have had very little capacity to actually gather its own information, relying instead

on the banks’ assessments. It generally trusted the banks’ own risk management procedures and had little

information on bank exposures. As Nyberg commented “this had a profound implications for the decision

actually taken” (2011, 90). Bureaucratic incapacity, as in the Korean case, is likely endogenous to the

signaling game. The FR had very similar preferences to the banks and therefore took a light touch to
45These banks received full guarantees on 30 September.
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supervision in the belief that this would encourage financial sector growth.

It does not appear that the number of veto players influenced guarantee and ownership policies. The

governing parliamentary coalition supported the PM’s decisions. There seems to have been a general consen-

sus that, as a senior opposition politician commented: “when the government comes to you with emergency

legislation, you have a duty to support them”.46 In a sense this situation is similar to Rodrik’s (1999) view

that if veto players are arranged to manage conflict then responses will be quick. Though, it is probably

better to describe it as a situation where veto players gave up their power to hasten decision-making.

Ireland had competitive elections, perhaps more so than Korea, but the outcomes were much more costly

to the public. This outcome is the opposite of Keefer’s (2007) prediction.

We did not find evidence that the IMF or another external actor with low guarantee preferences was a

relevant information provider or involved in the decision-making process. Ireland was not dependent on the

IMF’s capital at the time of the guarantee decision. Being in the Eurozone, Ireland’s banking crisis was

not accompanied by a currency crisis. In fact the ECB was a major source of Irish bank liquidity before

the guarantees were implemented. The ECB had almost doubled its support for the Irish banking system

a year earlier to e6 billion and Irish banks had increased their reliance on ECB refinancing operations to

an average of e20 billion per month by September 2008 (Honohan, 2010, 117). Regardless, the ECB had a

preference for high guarantees. Though the ECB got the policy that they wanted, this was because they did

not have an incentive to intervene in the domestic information providing process.

Discussion

Our signaling game has important implications for how policymakers should decide what public assistance

they make available to banks during crises. Having as close to full information as possible about the propor-

tion of insolvent banks in a country is crucial for policymakers to make decisions during a crisis that they

will not regret. This is an especially pressing issue as European countries begin restructuring their banking

sectors in response to the ongoing sovereign debt crisis. Our two cases indicate some ways that accurate

information can be provided or obscured.

Giving operational independence to financial regulators, even in developed countries, may not ensure

that they will provide unbiased information to policymakers.47 Especially in the Irish case, independence

seems to have had little positive effect on information. The model and evidence presented here suggests that
46From interview 1b.
47This of course does not indicate whether or not independence will help moderate time-inconsistency problems (see Kydland

and Prescott, 1977).
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bureaucrats’ preferences relative to each other and policymakers is crucial. Independence may help shield

regulators from the most blatant crony capitalistic pressure that banks could exert on politicians. However,

financial bureaucrats can be corrupted themselves or share bank preferences for a number of other ideological,

cultural, institutional or educational reasons. Shared preferences, according to our signaling model, imply

similar information provision. One avenue of future research is to use cross-country cross-time data to assess

how much independence actually influences the accuracy of agents’ information provision.

In fact, the signaling game and country case evidence suggests that bureaucrats with similar preferences

to banks may actually have an incentive to create institutional structures that inhibit the collection of

accurate information. Bureaucratic capacity needed to gather information is endogenous to the signaling

game. If bureaucrats’ preferences are aligned with banks’ then they have no interest in being able to gather

information that banks are not already providing. In the absence of a capacity to investigate the true state

of bank balance sheets, the banks’ own information is all that bureaucrats can report. Not being able to

know what is going on creates plausible deniability if bureaucrats are called to account for not providing

accurate information. Our future research will examine this issue in greater detail.

References

Abonyi, George. 2005. “Policy Reform in Indonesia and the Asian Development Bank’s Financial Sector

Governance Reforms Program Loan.” Asian Development Bank ERD Working Paper (76).

Alesina, Alberto and Allen Drazen. 1991. “Why are Stabilizations Delayed?” The American Economic

Review 81(5):1170–1188.

Alexandrova, Anna. 2009. “When Analytic Narratives Explain.” Journal of the Philosophy of History 3(1):1–

24.

Bates, Robert, Avner Greif, Margaret Levi, Jean-Laurent Rosenthal and Barry Weingast. 1998. Analytic

Narratives. Princeton: Princeton University Press.

Bates, Robert, Avner Greif, Margaret Levi, Jean-Laurent Rosenthal and Barry Weingast. 2000a. “Analytic

Narratives: Revisited.” Social Science History 24(4):685–696.

Bates, Robert, Avner Greif, Margaret Levi, Jean-Laurent Rosenthal and Barry Weingast. 2000b. “Review:

The Analytical Narrative Project.” The American Poltical Science Review 94(3):696–702.

28



Bloomberg. 2011. “Graphic of Bloomberg Mortgage Delinquency Rate Subprime 30+ Days.” Website. Date

Accessed: 18/10/2011.

URL: http://www.bloomberg.com/apps/quote?ticker=BBMDSDLQ:IND#chart

Blustein, Paul. 2003. The Chastening: Inside the Crisis that Rocked the Global Financial System and Humbled

the IMF. Kindle ed. New York: Public Affairs.

Calomiris, Charles W., Daniela Klingebiel and Luc Laeven. 2004. A Taxonomy of Financial Crisis Resolution

Mechanisms: Cross-Country Experience. World Bank Policy Research Working Paper 3379 World Bank.

Carswell, S. 2011. Anglo Republic, Inside the Bank that Broke Ireland. London: Penguin.

Central Bank of Ireland. 2011. “Business Credit Deposits.”. Date Accessed: 22/10/2011.

URL: http://www.centralbank.ie/polstats/stats/cmab/Pages/BusinessCredit.aspx

Chang, Ha-Joon. 1998. “Korea: The Misunderstood Crisis.” World Development 26(8):1555–1561.

Chang, Jinho, Young Jun Cho and Hyun-Han Shin. 2007. “The Change in Corporate Transparency of Korean

Firms After the Asian Financial Crisis: an analysis using analysts’ forecast data.” Corporate Governance

15(6):1144–1167.

Choi, Jin-Wook. 2002. “Regulatory Forbearance and Financial Crisis in South Korea.” Asian Survey

42(2):251–275.

Detragiache, Enrica and Giang Ho. 2010. Responding to Banking Crises: Lessons from Cross-Country

Evidence. Working Paper WP/10/18 International Monetary Fund Washington, DC: .

Downs, George W. and David M. Rocke. 1994. “Conflict, Agency, and Gambling for Resurrection: The

Principal-Agent Problem Goes to War.” American Journal of Political Science 38(2):362–380.

Dymski, Gary A. 2002. “The Global Bank Merger Wave: Implications for Developing Countries.” The

Developing Economies 40(4):435–466.

Frydl, Edward J. and Marc Quintyn. 2006. Bank Restructuring and Resolution. New York: Palgrave

Macmillan chapter The Benefits and Costs of Intervening in Banking Crises, pp. 24–96.

Green, Donald P. and Ian Shapiro. 1994. Pathologies of Rational Choice Theory. New Haven, CT: Yale

University Press.

29



Hahm, Joon-Ho and Frederic S. Mishkin. 2000. “The Korean Financial Crisis: an Asymmetric Information

Perspective.” Emerging Markets Review 1:21–52.

Hong, Kwon Hee. 2010. “Memoirs of Kang Kyung Shick.” The Dong-A Ilbo .

Honohan, Patrick. 2010. “The Irish Banking Crisis Regulatory and Financial Stability Policy 2003-2008.”.

A Report to the Minister for Finance and the Governor of the Central Bank.

URL: http://www.bankinginquiry.gov.ie/The%20Irish%20Banking%20Crisis%20Regulatory%20and%20Financial%20Stability%20Policy%202003-

2008.pdf

Honohan, Patrick and Luc Laeven, eds. 2005. Systemic Financial Crises: Containment and Resolution.

Cambridge: Cambridge University Press.

House of the Oireachtas. 2008a. “Department’s Powerpoint presentation re Overview of Financial Stability

Resolution issues.”. Date Accessed: 3/1/2011.

URL: http://www.oireachtas.ie/documents/committees30thdail/pac/reports/documentsregruarantee/document36.pdf

House of the Oireachtas. 2008b. “E-mail from Merrill Lynch to Department with attached Memorandum

examining various options.”. Date Accessed: 19/10/2011.

URL: http://www.oireachtas.ie/viewdoc.asp?fn=/documents/Committees30thDail/PAC/Reports/DocumentsReGruarantee/document3.pdf

House of the Oireachtas. 2008c. “Financial Issues–Scoping paper 24/01/2008.”. Date Accessed: 18/10/2011.

URL: http://www.oireachtas.ie/documents/committees30thdail/pac/reports/documentsregruarantee/document37.pdf

House of the Oireachtas. 2008d. “Government Decision to Safeguard the Irish Banking System, Speaking

points for the Taoiseach, 30 September, 2008.”. Date Accessed: 18/10/2011.

URL: http://www.oireachtas.ie/documents/committees30thdail/pac/reports/documentsregruarantee/document2.pdf

House of the Oireachtas. 2008e. “Presentation by Merrill Lynch.”. Date Accessed: 19/10/2011.

URL: http://www.oireachtas.ie/viewdoc.asp?fn=/documents/Committees30thDail/PAC/Reports/DocumentsReGruarantee/document4.pdf

House of the Oireachtas. 2008f. “Presentation from Anglo Irish Bank.”. Date Accessed: 19/10/2011.

URL: http://www.oireachtas.ie/viewdoc.asp?fn=/documents/Committees30thDail/PAC/Reports/DocumentsReGruarantee/document15.pdf

House of the Oireachtas. 2008g. “Transcript of handwritten note of meeting with Financial Regulator,

Merrill Lynch, Central Bank, PwC, Arthur Cox, Attorney General, Taoiseach, Department of Taoiseach,

Minister for Finance, Department of Finance, NTMA, Goldman Sachs (for part) Thursday.”. Date

30



Accessed: 19/10/2011.

URL: http://www.oireachtas.ie/viewdoc.asp?fn=/documents/Committees30thDail/PAC/Reports/DocumentsReGruarantee/document6.pdf

House of the Oireachtas. 2008h. “Transcript of handwritten note of meeting with Minister, Merrill Lynch,

Central Bank, Financial Regulator and Department of Finance.”. Date Accessed: 19/10/2011.

URL: http://www.oireachtas.ie/viewdoc.asp?fn=/documents/Committees30thDail/PAC/Reports/DocumentsReGruarantee/document5.pdf

House of the Oireachtas. 2011. “Documents Re Guarantee.”. Date Accessed: 18/10/2011.

URL: http://www.oireachtas.ie/viewdoc.asp?fn=/documents/Committees30thDail/PAC/Reports/document1.htm

Irish Department of Finance. 2008a. “Government Decision to Safeguard Banking System.”. Date Accessed:

18/10/2011.

URL: http://www.finance.gov.ie/viewdoc.asp?DocID=5475&CatID=1&StartDate=01+January+2008

Irish Department of Finance. 2008b. “Government Increases Deposit Guarantee Limit to e100,000 per

depositor.”. Date Accessed: 18/10/2011.

URL: http://www.finance.gov.ie/viewdoc.asp?DocID=5466&CatID=1&StartDate=01+January+2008

Jordana, Jacint and Guillermo Rosas. 2011. “Financial Governance, Banking Crises, and the Institutional

Varieties of Regulation.”.

Keefer, Philip. 2007. “Elections, Special Interests, and Financial Crisis.” International Organization

61(3):607–641.

Keefer, Philip and David Stasavage. 2003. “The Limits of Delegation: Veto Players, Central Bank Indepen-

dence and the Credibility of Monetary Policy.” American Political Science Review 97(3):407–423.

Kelly, M. 2009. “The Irish Credit Bubble.” UCD Centre for Economic Research Working Paper Series

(WP09/32).

Kim, Byung Kook. 2003. Economic Crisis and Corporate Restructuring in Korea: Reforming the Chaebol.

Campridge: Cambridge University Press chapter The Politics of Chaebol Reform, 1980-1997, pp. 53–78.

Kim, Dookyung. 1999. Bank Restructuring in Practice. Number 6 in “BIS Policy Papers” Basel: Bank of

International Settlements chapter Bank Restructuring in Korea, pp. 143–163.

Kirk, Donald. 1999. Korean Crisis: Unraveling of the Miracle in the IMF Era. New York: St. Martin’s

Press.

31



Kwack, Sung Yeung. 1998. “Factors Contributing to the Financial Crisis in Korea.” Journal of Asian Eco-

nomics 9(4):611–625.

Kydland, Finn E. and Edward C. Prescott. 1977. “Rules Rather than Discretion: The inconsistency of

optimal plans.” Journal of Political Economy 85(3):473–491.

Laeven, Luc and Fabian Valencia. 2008a. “Systemic Banking Crisis: A New Database.” pdf, Excel.

URL: http://www.imf.org/external/pubs/ft/wp/2008/wp08224.pdf

Laeven, Luc and Fabian Valencia. 2008b. “The Use of Blanket Guarantees in Banking Crises.” IMF Working

Papers (WP/08/250).

Lane, Timothy, Atish Ghosh, Javier Hamann, Steven Phillips, Marianne Schulze-Ghattas and Tsidi Tsikata.

1999. “IMF-Supported Programs in Indonesia, Korea, and Thailand.” IMF Occasional Paper .

Lee, Young, Changyong Rhee and Taeyoon Sung. 2006. “Fiscal Policy in Korea: Before and After the

Financial Crisis.” International Tax and Public Finance 13.

Lewis, Michael. 2011. “When Irish Eyes Are Crying.”.

URL: http://www.vanityfair.com/business/features/2011/03/michael-lewis-ireland-201103

Lindgren, Carl-Johan, Tomaás J.T. Bali no, Charles Enoch, Anne-Marie Gulde, Marc Quintyn and Leslie Teo.

1999. Financial Sector Crisis and Restructuring: Lessons from Asia. Occassional Paper 188 International

Monetary Fund.

Marshall, Monty G. and Keith Jaggers. 2009. “Polity IV Project: Dataset Users’ Manual.” electronic.

Mo, Jongryn. 2001. “Political Culture and Legislative Gridlock: Politics of Economic Reform in Precrisis

Korea.” Comparative Political Studies 34(5):467–492.

Nyberg, P. 2011. Misjudging Risk: Causes of the Systemic Banking Crisis in Ireland, Report on the Com-

mission of Investigation into the Banking Sector in Ireland. Technical report.

Oh, Junggun. 2004. The Korean Economy: Post-Crisis Policies, Issues, and Prospects. Cheltenham, UK:

Edward Elgar chapter Financial Sector Reform, pp. 25–37.

Park, Yung Chul. 1991. Economic Development in the Republic of Korea: A Policy Perspective. Honolulu:

University of Hawaii Press chapter The Development of Financial Institutions and the Role of Government

in Credit Allocation, pp. 45–72.

32



Pierson, Paul. 2004. Politics in Time: History, Institutions, and Social Analysis. Princeton: Princeton

University Press.

Regling, W. and M. Watson. 2010. “A Preliminary Report on the Sources of Ireland’s Banking Crisis.”

Government Publications Sale Office .

Rodrik, Dani. 1999. “Where Did All the Growth Go? External Shocks, Social Conflict, and Growth Col-

lapses.” Journal of Economic Growth 4:385–412.

Rogoff, Kenneth. 2003. “The IMF Strikes Bak.” Foreign Policy 134:38–46.

Rosas, Guillermo. 2006. “Bagehot or Bailout? An Analysis of Government Responses to Banking Crises.”

American Journal of Political Science 50(1):175–191.

Rosas, Guillermo. 2009. Curbing Bailouts: Bank Crises and Democratic Accountability in Comparative

Perspective. Ann Arbor: The University of Michigan Press.

RTÉ. 2010. “Freefall.”. Aired on Raidió Teilifis Éireann on 6/9/2010.

Satyanath, Shanker. 2006. Globalization, Politics, and Financial Turmoil: Asia’s Banking Crisis. Cambridge:

Cambridge University Press.

Sundararajan, Vasudevan and Tomás Baliño. 1991. Banking Crises: Cases and Issues. Technical report

International Monetary Fund Washington, DC: .

The Economist. 1997. “The Kia Standard.” The Economist .

Vreeland, James Raymond. 2003. “Why Do Governments and the IMF Enter into Agreements? Statistically

Selected Cases.” International Political Science Review 24(3):321–343.

Zysman, John. 1994. “How Institutions Create Historically Rooted Trajectories of Growth.” Industrial and

Corporate Change 3(1):243–283.

33


	Banking Crisis Management Policies
	Previous Explanations of Banking Crisis Management Policymaking
	Our Argument
	Signaling Game 1: Regulatory Robustness
	Signaling Game 2: Banking Crisis Management
	Information Problems: Which Banks are Insolvent?
	What Actors Want
	The Extensive Form Signaling Game


	Application
	Korea-like Scenario
	Ireland-like Scenario

	Analytic Narratives
	Korea: 1997 
	Ireland: 2008


