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both by the absolute dollar book value and by sys-
temic size or relative to the dollar GDP of the 
home country in which the bank is chartered. 
The latter provides a gauge of the financial capac-
ity of a government to rescue its troubled banks, 
particularly those that are outside the country, 
where political forces are likely to play a role. The 
higher the ratio, the greater is the liability and 
potential cost of any rescue. But the impact on 
bank risk taking is uncertain. On the one hand, 
the higher cost would make a rescue less likely 
and bank creditors would prepare for assuming 
losses. In response, banks will need to pay higher 
interest rates on their deposits and will reduce 
their risk exposures. On the other hand, the col-
lateral damage associated with a bank failure may 
be expected to be so great that, to prevent official 
recognition of the loss, banks will be expected to 
be fully bailed out, likely at below-market rates 
of interest. In response, the banks will increase 
their risk exposures.

Risk is proxied by a Merton’s distance-to-
default type measure. The shorter the distance, 
the greater the default risk. To estimate the risk–
performance relationships, annual observations 
for some 820 banks across 45 countries from 1998 
through 2010 are fitted to a very large number 
of alternative linear ordinary least squares time-
series cross-section multiple regression models. 
For the period as a whole, risk is found to be 
inversely statistically significantly related to both 
measures of size for all specifications. For sub-
periods, however, this is not true. Systemic size 
is significant only for the recent (2008–09) GFC 
period, but not for earlier, lesser crises. This sug-
gests that there is more aggressive risk taking by 
large banks, whose failures are costliest to resolve 
when the environment for risk taking becomes 
more favorable to them. This is consistent with 
the moral hazard implications of too-big-to-fail. 
These results are similar to those for U.S. banks.

The authors also explore whether and how risk 
changes as banks increase their size through 
mergers and acquisitions. They find that the char-
acteristics of both the bidding (acquiring) and 
the target (acquired) banks matter. On average, 
European bank mergers tend to be risk neutral. 
The default risk of the bidder is not affected by 
the merger, even if the banks are not well-diver-
sified before merger. Risky European banks do 

not acquire banks they wish to use to reduce their 
risk exposure through diversification. Relatively 
safer European banks target banks that will 
increase their default risk exposure, particularly 
if the regulatory regime for the bidding bank is 
weak. Risk increases are largest for cross-border 
and activity-diversifying deals.

This book is an important addition to our 
understanding of the impact of bank size on bank 
risk exposure by testing the relationship, particu-
larly for European banks. Size matters impor-
tantly and may become an increasingly more 
important factor in public-policy decisions in the 
future. However, because it crams a large num-
ber of empirical tests in relatively little space, 
the book is not an easy read. But it is worth it. 
The book also contributes by including a wide-
sweeping survey of the literature. The large num-
ber of references cited under one roof at the end 
of the book will be of help to future researchers. 
It is therefore somewhat surprising to see that the 
authors omitted references to Professor Edward 
Kane’s numerous major contributions to the field. 
Kane is the godfather of much of today’s theo-
retical and empirical research on the economics 
of government-financed safety nets, particularly 
those under banking. However, the book is still 
worth a read.

George G. Kaufman
Loyola University Chicago
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This volume is third in a series of the Emotions 
Network within the European Sociological 
Association, edited by the economic sociologist 
Jocelyn Pixley. Contributors to this volume use 
and modify sociological or social anthropologi-
cal concepts to demonstrate the links between 
emotions and behavior, with a focus on the most 
recent financial crisis. Together with insights 
from economic psychology, this volume suggests 
that insights from economic sociology should be 
taken seriously in any model that claims to be 
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 contemporary. This is nothing new, per se; how-
ever, when it comes to hard-core finance, not 
much attention has been paid to the sociologi-
cal underpinnings of trading and hedging. This 
volume tries to fill this gap by linking historical 
theories of money and emotions, analyzing the 
incentive structure behind traders and bank-
ers by looking at organizational structures in 
the financial industry, inspecting the fragility of 
trust underpinning money circulation between 
financial institutions and throwing light on how 
investors have come to terms with the obvious 
fraud leading up to the financial crisis. In addi-
tion, cultural aspects are studied from narratives 
of prisoners of war camps in Japan, where differ-
ent trading mechanisms established themselves 
depending on the origin of the majority of the 
prisoners in a given camp. Plus, a European per-
spective on the financial crisis is given. 

I’d like to concentrate on two chapters of this 
edited volume that I found extremely insight-
ful, and which I recommend very highly to any 
interested reader, economist or not. The first one 
is by sociologist Brooke Harrington on “Shame 
and Stock Market Losses: The Case of Amateur 
Investors in the U.S.” The second by sociolo-
gist Benjamin Manning: “Nicotine for Protein: 
Culture and the Emotions of Hard Trading in 
Japanese Prisoner of War Camps.” 

Drawing upon her long-term observation of 
investment clubs, along with in-depth inter-
views and extensive survey data, Harrington 
investigates how people continue to participate 
in an activity where they know they are being 
deceived and defrauded. During the 1990s, the 
United States underwent a dramatic transforma-
tion: investing in stocks, once the province of the 
privileged elite, became a mass activity involving 
more than half of Americans. By joining invest-
ment clubs, millions of people across the socio-
economic spectrum became investors for the first 
time, pouring billions of dollars annually into the 
U.S. stock market and holding significant posi-
tions in some of the nation’s largest firms. Despite 
evidence of large-scale fraud, from the Enron 
accounting scandal to the role of formerly trusted 
institutions like Goldman Sachs and Fannie Mae 
in precipitating the subprime mortgage crisis, 
American’s participation in the stock market 
hasn’t decreased significantly. For this particular 

chapter, Harrington draws on interviews with 
fifty amateur investment club members in the 
San Francisco Bay area (twenty-eight men and 
twenty-two women) in 2004. These are members 
of seven investment clubs with varying composi-
tions, either all men, all women, or mixed gender. 
Of the seven clubs, four were still together and 
active in 2004 and three had ceased to exist. Most 
of the investors experienced a period of shock 
and paralysis upon learning that they had been 
deceived (not by their investment club members, 
but by the financial “system” as such, through 
deceptive accounting practices and other forms 
of financial misconduct). They commonly 
expressed feelings of resignation, rather than 
betrayal. Interestingly, they also showed feeling 
of attachment and loyalty toward their invest-
ment partners. One member makes this clear 
by stating: “We did not lose money because we 
made bad decisions; we lost money because the 
market was sinking under its own corruption.” 
All groups that stayed together showed signs of 
adapting a coping mechanism in which the group 
remained the focal point in a kind of identity 
reconstruction. Shame, often called the “master 
emotion of everyday life” (Scheff and Retzinger 
2000), was not allowed to be the overwhelming 
emotion. I would have liked Harrington to go a 
bit further in analyzing who stayed together and 
who did not. While numbers are small, it seems 
interesting that all mixed groups fell apart, while 
all “all men” clubs and half of the “all women” 
clubs remained active. Identity reconstruction 
does seem to play a role and, as such, it might be 
easier to sustain another layer of identity—that 
of the investor—in a congruent natural identity 
environment.

It’s paradoxical that the other chapter that 
attracted my attention was one that states that, 
“opportunities for experimentation in the social 
sciences are limited.” I could not disagree more. 
The use and usefulness of experiments, in par-
ticular in economics, has undoubtedly been 
acknowledged, not the least by the Nobel Prize 
committee who has awarded four economics 
prizes to researchers using experimental meth-
ods as part of their research. But before quib-
bling with this further, let’s look at what Manning 
has to tell us about culture and its influence 
on the emergence of norms. He draws upon 
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so-called “ natural experiments” that are pro-
vided by studying the emergence of exchange in 
Japanese prisoner of war (POW) camps. Japan’s 
POW camps were places of extreme depriva-
tion, where the rations were rarely adequate for 
subsistence and the prisoners engaged in various 
forms of economic activity to supplement their 
meager rations. Prior to coming to Japan, the 
POWs had been in very large camps with thou-
sands of their countrymen. In Japan, the camps 
were much smaller and no longer separated by 
nationality. It was here that the Australian POWs 
(coming from Southeast Asia) first encountered 
the Americans, who had established their norms 
in the Philippines. The interesting observation 
is that, prior to arriving in Japan, the Australian 
camps had all been integrated by reciprocity, 
while the American camps were all integrated 
by exchange. Coming together in Japan under 
extreme situations provided a test bed for the 
survival of norms. However, what determined 
survival were not the norms themselves, but the 
social structure of the camp. When the majority 
of the POWs were American, hard trading (up to 
the point of death) prevailed: when the British 
or Australians were in charge, camps were run 
more equitably. These are clearly indications of 
the importance of cultural and social causes and 
consequences of financial systems.

In general, the volume—and especially these 
two chapters—have a great deal to offer many 
audiences; not just those interested in economic 
sociology, organizations, markets, and behav-
ioral finance, but also scholars who study groups, 
demography and diversity, social capital, decision 
making, gender, and identity. Some of the claims, 
especially those regarding the “standard model” 
and prevailing norms in economics are a little out-
dated. Decades of research by experimental and 
behavioral economists are neglected, especially 
the works of George Loewenstein and coauthors 
(for a brief survey see Loewenstein 2000), when 
it comes to the effects of emotions on economic 
behavior and their incorporation into theoretical 
modeling. Nevertheless, I recommend reading 
at least a few chapters of this volume, especially 
if you are interested in John Maynard Keynes’s 
insights into emotions in finance and how listen-
ing to him might have, if not prevented, alleviated 
the economic crisis.
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This volume presents public addresses by seven 
economists that were given at Wake Forest in 
2011 and 2012. The editors state that each pre-
senter was given the following marching orders: 
“Explain to beginning economics students what 
insights can be gained from your own research 
on today’s economy in light of your study of the 
life and works of historically important econo-
mists and economic history” (p. 3). They state 
that, in choosing the seven, they sought a rough 
ideological balance and focused mainly on twen-
tieth century economists. Five of the presenters, 
Bradley Bateman (John Maynard Keynes), Bruce 
Caldwell (Friedrich Hayek), Richard Langlois 
(Joseph Schumpeter), Perry Mehrling (Walter 
Bagehot) and Robert Prasch (Thorstein Veblen), 
are generally seen as historians of economic 
thought. Peter Temin is generally seen as an eco-
nomic historian and Thomas Sargent is generally 
seen as an economic theorist. 

The volume fills a need. The profession has far 
too little knowledge of its past and of how past 
theory and discussions relate to current theory, 
models, and problems. Thus, when Ben Bernanke 
(2010) recently defended the economics profes-
sion by arguing that economists such as Bagehot 
and Henry Thornton had a sophisticated analysis 
of financial crises, I took him to task pointing out 
that most economics students had never heard of, 
let alone read, either (Colander 2011).

But the volume only tangentially fills that 
need. The collection is a nice eclectic mix with 
some excellent insights, but as a summary of 
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