
Welfare analysis of bank merger with financial

instability ∗

Akio Ino†

Yusuke Matsuki‡

January 8, 2020

Abstract

In this paper, we analyze the effect of a merger between banks by
extending a structural model of banking industry with possibility of bank
runs developed by ?. This allows us to evaluate a merger in the banking
sector, taking into account the effect on not only the merged bank itself,
but also the stability of the entire financial system. We use our framework
to analyse if the merger between Wells Fargo and Wachovia was beneficial
to the social welfare. When the model is calibrated to the data in 2008, the
merger increases the market share of the merged bank and thus allows it
to set higher markup, which implies lower deposit interest rates. Through
competition, this lowers the default probability of other banks in normal
times. When crisis occurs to banks other than the merged bank, the
default probability increases as the merged bank responds to crisis sharply.
On the other hand, when the bank run occurs at the merged bank, the
default probability is lower because it has higher profits. The merger
increases the social welfare in normal times and when a bank run occurs
at the mergerd bank, and decreases the social welfare when a bank run
occurs at the other banks.
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