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1. Introduction Silver Purchase program

Nov 1933 FDR administration
gives in to silver industry
lobbying, and announces Silver
Purchase program
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1. Introduction Friedman & Schwartz

“China was most affected [...] and
it experienced widening economic
difficulties” (Friedman & Schwartz,
1963, p. 489)

“The US Silver Purchase program
must be regarded as having
contributed, if perhaps only
modestly, to the success of the
communist revolution in China”
(Friedman, 1992)
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2. Credit crunch Channel

us, 2017

> Fiat money

> Central bank:
Sets monetary policy

Issues money
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2. Credit crunch Do banks cut lending?

A. Credit-to-GDP... (1933 = 100) B. ...by 1931 silver holdings (1933 = 100)
100 _/ 100
90 90
80 80
70 70
1931 silver:
60 60 —— High
Medium
50 50 Low
1931 1932 1933 1934 1935 1931 1932 1933 1934 1935

Braggion et al. Credit, labor, and political unrest: Evidence from 1930s China 12| 32



2. Credit crunch Do banks cut lending?

log v, post — log Ly, pre = ac+ B log Silvery 1931 + v Axp + €

Braggion et al. Credit, labor, and political unrest: Evidence from 1930s China 13|32



2. Credit crunch Do banks cut lending?

log v, post — log Ly, pre = ac+ B log Silvery 1931 + v Axp + €

[¢Y] () (3) (4) (5) (6) (]
|Og Silverbv1931 0.124 0.125 0.129
(0.039) (0.047) (0.044)
log Excess Silvery 1931 0.391 0.400
(0.073) (0.070)
Exc. reserves (Y/N) 0.130  0.133
(0.041) (0.041)
Bank controls N Y Y Y Y Y Y
Incl. no—issue banks? N N Y N Y N Y
R? 0.12 0.30 0.33 0.30 0.33 0.40 0.40
N 47 46 80 46 80 46 80

Braggion et al. Credit, labor, and political unrest: Evidence from 1930s China 13|32



2. Credit crunch Do banks cut lending?

log v, post — log Ly, pre = ac+ B log Silvery 1931 + v Axp + €

(1) (2) (3) (4) (5) (6) (]
log Silvery 1931 0.124  0.125  0.129
(0.039) (0.047) (0.044)
log Excess Silvery 1931 0.391 0.400
(0.073) (0.070)
Exc. reserves (Y/N) 0.130  0.133
(0.041) (0.041)
Bank controls N Y Y Y Y Y Y
Incl. no—issue banks? N N Y N Y N Y
R? 0.12 0.30 0.33 0.30 0.33 0.40 0.40
N 47 46 80 46 80 46 80

Braggion et al. Credit, labor, and political unrest: Evidence from 1930s China 13|32



2. Credit crunch Do banks cut lending?

log v, post — log Ly, pre = ac+ B log Silvery 1931 + v Axp + €

[¢Y] () (3) (4) (5) (6) (]
|Og Silverbv1931 0.124 0.125 0.129
(0.039) (0.047) (0.044)
log Excess Silvery 1931 0.391 0.400
(0.073) (0.070)
Exc. reserves (Y/N) 0.130  0.133
(0.041) (0.041)
Bank controls N Y Y Y Y Y Y
Incl. no—issue banks? N N Y N Y N Y
R? 0.12 0.30 0.33 0.30 0.33 0.40 0.40
N 47 46 80 46 80 46 80

Braggion et al. Credit, labor, and political unrest: Evidence from 1930s China 13|32



2. Credit crunch Do banks cut lending?

log v, post — log Ly, pre = ac+ B log Silvery 1931 + v Axp + €

[¢Y] () (3) (4) (5) (6) (]
|Og Silverbv1931 0.124 0.125 0.129
(0.039) (0.047) (0.044)
log Excess Silvery 1931 0.391 0.400
(0.073) (0.070)
Exc. reserves (Y/N) 0.130  0.133
(0.041) (0.041)
Bank controls N Y Y Y Y Y Y
Incl. no—issue banks? N N Y N Y N Y
R? 0.12 0.30 0.33 0.30 0.33 0.40 0.40
N 47 46 80 46 80 46 80

Braggion et al. Credit, labor, and political unrest: Evidence from 1930s China 13|32



3. Identification Credit supply & demand

Silver Banks Social
Purchase lend less unrest

Commies
take over

Braggion et al. Credit, labor, and political unrest: Evidence from 1930s China 14 | 32



3. Identification Credit supply & demand

Silver Banks Social
Purchase lend less unrest

Great Commies
Depression take over

Braggion et al. Credit, labor, and political unrest: Evidence from 1930s China 14 | 32



3. Identification Credit supply & demand

Silver Banks Social
Purchase lend less ) unrest

Great Commies
Depression take over

Braggion et al. Credit, labor, and political unrest: Evidence from 1930s China 14 | 32



3. Identification Credit supply & demand

Braggion et al. Credit, labor, and political unrest: Evidence from 1930s China 15| 32



3. Identification Credit supply & demand

Firm Firm Firm Firm
A B C D)

Braggion et al. Credit, labor, and political unrest: Evidence from 1930s China 15| 32



3. Identification Credit supply & demand

Braggion et al. Credit, labor, and political unrest: Evidence from 1930s China 15| 32



3. ldentification Credit supply & demand

Braggion et al. Credit, labor, and political unrest: Evidence from 1930s China 15| 32



3. Identification Credit supply & demand

Braggion et al. Credit, labor, and political unrest: Evidence from 1930s China 15| 32



3. Identification Credit supply & demand

Braggion et al. Credit, labor, and political unrest: Evidence from 1930s China 15| 32



—~

reprise

4. Credit crunch (

B URESSREFNESCORERSNENRE
F| E<EORGEEFLIROWREAKE | SEEINRFEECHERN | FRAER

HOUEREETHcEN, CA<ERERAEY ENRE
ECESEEE¢INREIRER AR TRENSE SSEUXERE
F1] #RELEHASR CIEERN

EHESANEESEUREK | SKEAKENREFILNENEREIRAT
2| $RTHEZTHCALL L CFIRERUEAERINCRETRECTFRIN
£E #KE|4ITEET | CERESKITUBREFNETEECE | GEE

spEWIFEFESFRE

- g

HEERE< IFRERNNE (xrER § R) (MEORERIB U I+ | $<mimE
SN I SRR A MR R TR REER KR SR RBRR EREN
T e N SERY) (S EREH) aENERESa
ENRIEE ISR ER S0 N EERUE ) SNFE S ARREXERERY
e VR T | o RS MRS R ERY
b\ TEN
FHEBURAE <EHECETRERSSE | 5EE
i il e
' fantit B
cERuER B RET AR +TA | 22 1%)
K ERMRMEE REE KT E< S RTCE SRR R SRR
NESEETEORE | BRZSEINEEHNRUEEEE
B uREEENEE REEERRE | TRESY | REK SRR
EEREHEHEEHER .
W AREEERESESECRER (FAHE) |11 - BRI EELERE oo NAEER
$KEFSHENENE NI EL O UREE A ST R ERCRE (HENE
) mEEe L A RRE EETRRRR AR
X REREKTHENTSEREN KRR RN L R REEEH AR E

Credit, labor, and political unrest: Evidence from 1930s China 16 | 32

Braggion et al.



—
(D]
(%)

-
o
(O]
et

~—

e
O
e
=
=
O

=

o
()
b

O

<

LO

(90

(@)]

T
o
= 0 <
23 —~ X
8] o W —
T v =N _ Tl
o = 2 N — AR
O D g 3 —~ ~ I~

- .. o O — .- N
- @© 0n — .= C c o
w 3 egG.ZgOhn
0T 2 g LT .=
- 'S .= € € c c 2
o = Cuuoanaaa
6d - O £ 3 0O c c .—
~.E <NV OZ2unnhk
A A

= Ny

HEERE< 3 -..“a BEE (xkER & R (9RORER 28 URI I+ | #<miRaE
SaEN e iuus%qn{umu; TEREERLEE LA RURERREHN

ExRax e uapzmmgnagumxi%uvnnuuE&naﬂa
BNEE nIﬁm. =T ) BHEE S RE AR EXEREAY
WERLR L REH | mi AT E NN RRE RIS

LN T EN) £

RFEANRIE<ERECRTHERHSE | DB
1 Amnl ﬂﬁﬁ&ﬂ!ﬁlﬂ%ﬂ*%hiﬁ.zB!‘nﬂlmmmu*!ﬁ.l'l”iﬂ

___,Mﬁannn o #HRe RE+T€ | & _L

T ke PR NEE RETEEKTHE<EHHRTEE SRR ERT AHENTSE
zam»mmnc»m | HE T UK EHNRUREEE

2 S REESERE | TRETE | DREKSEYRIK
-.,ﬁanm__ia;mg

H *NREERESEEROORH (FEND) || - ERIEE<EEE G AR
S EFHHEEETENERER OFIRETH SR K RNFERORE (HaRe
) BEEH EH HeRRRE RORREAE

K OREKAEKTHENDEENE NI KRR AL KE R RREE Hi R E

Credit, labor, and political unrest: Evidence from 1930s China 16 | 32

Braggion et al.



4. Credit crunch (reprise) The test
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(1) (2) (3) (3) (4) (6)
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Bank controls Y Y Y Y Y Y
Firm fe. N N N Y Y Y
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5. Real shock

Silver Banks Social
Purchase lend less unrest

Great Commies
Depression take over

Braggion et al. Credit, labor, and political unrest: Evidence from 1930s China 18 | 32



5. Real shock

Silver Banks Social
Purchase lend less unrest

Great Commies
Depression take over

Braggion et al. Credit, labor, and political unrest: Evidence from 1930s China 18 | 32



5. Real shock

Chinese National Railways
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6. Social unrest
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6. Social unrest
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6. Social unrest Causes (Shanghai)
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6. Social unrest The test

A. Labor unrest (1933 = 100)

180
1931 silver:
—— High
150 ——— Medium
Low
120
90
60

1931 1932 1933 1934 1935
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6. Social unrest

The test

AUnrest; = o+ BSs +v'x¢ + &5

Silver pool

Excess silver pool

Exc. reserves (Y/N) pool

City district, f.e.
industry, nationality f.e.
RZ

N

# Unrest episodes

Unrest log—duration

) ) (3)

-0.246
(0.065)
-0.229
(0.056)
-0.675
(0.208)
Y Y Y
012 012 012
1,743 1,743 1,743

(4) (5) (6)
-0.601
(0.244)
~0.602
(0.207)
-1.326
(0.783)
Y Y Y
008 008 008
1,500 1500 1,500
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6. Social unrest Communist penetration

Shanghai Municipal Police files
(1894-1949)

> British—run municipal police
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Peeen ol 100 T > Infiltrating and monitoring
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at Party, who presided, W
31ng Shince Tooone-fah amd . . .
Chinese Authoritios, > ...including Communists
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6. Social unrest Communist penetration

A. Labor unrest (1933 = 100) B. Communist penetration (1933 = 100)
180 360
1931 silver: 1931 silver:
—— High —— High
150 =——— Medium 270 =——— Medium
Low Low
120 180
90 90
60 0
1931 1932 1933 1934 1935 1931 1932 1933 1934 1935
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6. Social unrest Communist p

ACommunist penetration; = &+ 3S¢ +v'x¢ + &

(1) (2) (3) (4) (5) (6)
Silver pool -0.085 -0.056
(0.049) (0.043)
Excess silver pool -0.083 -0.062
(0.049) (0.034)
Exc. reserves (Y/N) pool -0.167 -0.061

(0.132) (0.144)

City district, f.e.

industry, nationality f.e. N Y N Y N Y
R? 0.00 0.23 0.01 0.24 0.00 0.24
N 1,500 1,500 1,500 1,500 1,500 1,500
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7. Alternatives

Silver Banks Social
Purchase lend less unrest

Great Commies
Depression take over
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7. Alternatives Exchange rate shock?
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7. Alternatives Exchange rate shock?

Exchange
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7. Alternatives Exchange rate shock?

> Compare traded/non—traded industrial sectors
Exchange rate shock should be more painful for traded

= No sign. differences (actually slightly weaker fx for traded)
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7. Alternatives Endogenous 1931 silver?

Exchange
rate shock

Silver
Purchase

Banks Social
lend less unrest
r

Nonrandom Great Commies
exposure Depression take over
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7. Alternatives Endogenous 1931 silver?

> “Native” Chinese banks issue parallel copper—based currency
> Easier in areas with greater copper availability

> Lower demand for silver—based currency
= Lower silver reserves

> The instrument: Copper availability at local mines
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7. Alternatives Endogenous 1931 silver?

1000 - 2500K ten

100 - 1000K ton
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7. Alternatives Endogenous 1931 silver?

> Compare traded/non—traded industrial sectors
Exchange rate shock should be more painful for traded

= No sign. differences (actually slightly weaker fx for traded) v/

> Use copper mines availability as an IV
Related to unique feature of Chinese currency system in 1930s; local
copper availability arguably exogenous

= Similar results as our baseline tests
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8. Conclusions

> Social/political impact of economic shocks

> 1930s China as an ideal laboratory

> Support Friedman—-Schwartz argument

> Social consequences are material

Braggion et al. Credit, labor, and political unrest: Evidence from 1930s China 32|32



9. Additional material Other events?

> 1931-1935 period of stable government & internal politics

> Only event: Japanese aggression of Machuria (18 Sep 1931)
Early in the sample; pre—dates Silver Purchase by 2 years

> Any impact?

Braggion et al.

o

o

Not on credit-to—-GDP
Not on Chinese Treasury bonds' spread to British Gilts

No banks have HQ in Manchuria; branches there account for
only 2% of total

Only 1-2% of loans have Treasuries as collateral

Results robust to excluding Zhabei district firms, where
Japanese interests concentrate
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9. Additional material

Other events?

25 4

Yield

Year

—— China —— Russia —4 Japan —e— India ‘

Source: Goetzmann, Ukhov, and Zhu (2007)
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9. Additional material Other events?

> Chinese government bond
yield spreads to Gilts stable
over 1931-35

> On average, yields on
government debt actually
slightly decline

Q oV o)
YD
NN N
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9. Additional material Silver flow to Shanghai

12.0

0.0

-12.0

-24.0

-36.0

Braggion et al.

Net Flow of Silver, Foreign Banks, Shanghai (%)

1929 1930 1931 1932 1933 1934 1935
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9. Additional material Model details

Bank's problem:

maxT1(o,S)=r L+S+pgB—N —7'%[(1 —pg)(1—0)N]?

Exp. return on loans L Silver shortfall if “run”

with N=0S+ (1 —-0)B, 0> 65 =60%, and 1] =7 — L.

Solution yields:

r—1

-1
6= max{(f. {1"‘ S(1—pg)(ar +7W)] }
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9. Additional material Model details

Silver Purchase program like AS < 0; if shock turns bank from
unconstrained to constrained:
1—-0 F—1

—(S—AS) — ———
o oL + my

AL = (1—pp)
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9. Additional material

Exchange rate shock?

Bank lending
. Silverx 5 Excess Exc. silverx 2
Silver Traded N R Silver Traded N R
0.247 -0.071 0.109 -0.010
©o76)  (0.082) 233 080 (4050 (0.040) 233 08
Labor unrest
Silver  Silver poolx N R2 Excess Exc. silver N R
pool Traded Silver pool pool x Traded
-0.612 0.436 -0.564 0.395
(0112)  (0.108) 1743 014 (0.100) (0.097) 1743 0.14
Communist penetration
Silver  Silver poolx N R2 Excess Exc. silver N R
pool Traded Silver pool pool x Traded
-0.208 0.177 -0.207 0.169
(0.080)  (0.087) P90 024075 (0.081) 1000 024

Braggion et al.
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9. Additional material Endogenous 1931 silver?

AlogLls, = og + BlogSilvery 1031 + v Axsp + €fp
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9. Additional material Endogenous 1931 silver?

AlogLls, = og + BlogSilvery 1031 + v Axsp + €fp
log Silvery 1031 = m¢ + dCoppery, 1931 + 7' Axfp + Efp
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9. Additional material Endogenous 1931 silver?

AlogLls, = og + BlogSilvery 1031 + v Axsp + €fp
log Silvery 1031 = m¢ + dCoppery, 1931 + 7' Axfp + Efp

OLS \Y 15t stage

) 6 ® @ ®
|Og Silver1931 0.176 0.324 0.334
(0.057)  (0.193) (0.109)
Copper (w.a.) -4.479 4872
(0.853) (1.526)

Bank controls Y Y Y Y Y
Firm f.e. Y N Y N Y
R2 0.86 — — 0.57 0.58
N 229 229 229 229 229
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9. Additional material

Endogenous 1931 silver?

IV estimates (2"¢ stage)

log Silver poolyg3;
log Excess Silver poolyg3;

Exc. reserves (Y/N) (pool)

District, industry, nationality f.e.

N

Labor Communist
unrest penetration
-0.593 -0.141
(0.273) (0.135)
-0.523 -0.125
(0.242) (0.120)
-1.874 —0.430
(0.864) (0.414)
Y Y Y Y Y Y

1,743 1,743 1,743

1,500 1,500 1,500

Braggion et al.
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9. Additional material Placebo: Hong Kong

A. Republic of China (1933 = 100) B. Hong Kong (HSBC) (1933 = 100)
101 150
97 125
93 100
89 75
Loans—to—Deposits
Loans—to—Assets
85 50 I
1931 1932 1933 1934 1935 1931 1932 1933 1934 1935
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9. Additional material

Actual lending relationships

Relation (Y/N) Alog(# Unrest episodes)

1) ) (3) (4)
Distance -0.018
(0.007)
Silver -0.027
(0.014)
Excess silver -0.024
(0.013)
Excess reserves (Y/N) -0.180
(0.085)
City fe. Y Y Y Y
N 1,899 60 60 60
R? 0.01 0.09 0.09 0.13
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