
Journal of Money, Credit and Banking / Volume 39, Issue 7 /  p. 1651-1681

Wealth and Risk E�ects of Adopting Deposit Insurance in Canada: Evidence of Risk

Shifting by Banks and Trust Companies

First published: 13 September 2007
https://doi.org/10.1111/j.1538-4616.2007.00082.x
Citations: 19

The author thanks several people for helping to vastly improve this paper: speci�cally, Ed Kane for his many insights
and suggestions, Armen Hovakimian for help with the empirical model, and Mark J. Flannery, the editor, and an
anonymous referee for their patience and numerous helpful comments and suggested directions to pursue. Any
remaining errors are the sole responsibility of the author. The author thanks the University of Western Ontario for
allowing the use of its TSE Western Database.

Abstract

LITERATURE CITED 

Baxter, Clive. (April 23, 1966) “More-Competitive Banking Theme of Changes, Due Soon. Financial Post, 60, 1.

PubMed Web of Science® Google Scholar

Bean, Walter A. (January 8, 1966) “Don't Put Trust Firms Under Bank Act Rules. Financial Post, 60, 20.

Google Scholar

Calomiris, Charles W., and Eugene N. White. (1994) “ The Origins of Federal Deposit Insurance.” In The
Regulated Economy: A Historical Approach to Political Economy, edited by Claudia Goldin and Gary Libecap, pp.
145–88. Chicago : University of Chicago Press for the National Bureau of Economic Research.

Google Scholar

JOHN D. WAGSTER

This paper con�rms that adopting explicit deposit insurance expanded risk-shifting incentives for
Canadian Banks and Trust Companies. By transferring responsibility for monitoring non-systematic
risk to the Canadian Deposit Insurance Corporation (CDIC), deposit insurance eliminated the
compensation previously paid to large-block stockholder monitors. This transfer fueled a
redistribution of insured-institution stock from poorly diversi�ed large-block shareholders to
diversi�ed investors. Also, subsequent changes in market volatility support the hypothesis that
CDIC insurance and the absorption of catastrophic risk it provided reduced systematic risk in the
stock market as a whole even as it increased non-systematic risk in the banking and trust-company
sector.
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