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Abstract

We estimate a structural model of bank supervision on work hours of Federal Re-
serve staff supervising the consolidated universe of U.S. banks, with instrumental vari-
ables to account for the endogeneity of supervision to bank risk. Model estimates in-
dicate that increased supervision lowers bank risk, but resources are only imperfectly
reallocated to riskier banks. Needed supervisory resources grow less than proportion-
ally with bank size and supervisors weight larger banks more than proportionally. We
characterize times series variation in the aggregate shadow cost of resources, and show

that it is not equalized across Federal Reserve districts.
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