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The Model
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The Model (Extended Version)

Add three new assumptions

1. Real market transactions (randomly)
2. Interbank market

3. RePo opperations



monetary units

The Model (Extended Version)
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Table : Conditional probabilities of bank failure
Recent BA Breakdowns
IB Market start 1 2 3 4 5 >5
Off 0.04 0.14 023 0.22 0.09 0.00 0.00
On 0.02 0.78 0.9 08 0.72 059 04




Microprudential
» Capital adequacy requirement
» Liquidity coverage ratio
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Macroprudential

» Leverage ratio 3%
» CAR Conservation buffer
» CAR Surcharges on SIBs
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(results shown in this section are preliminary)
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Microprudential regulation with macroprudential overlay
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Table : Conditional probabilities to become insolvent (multiplied with 100)

Recent BA failures

Regime start 1 2 3 4 5 >5

B2 0.57 1042 16.41 13.56 5.26

CAR: 4.5b 0.34 5.63 6.25
CAR: 4.5b+LCR 0.05 286 0.00 000 0.00 0.00 0.00
B3 (all) 0.35 215 0.00 000 0.00 0.00 0.00

Conclusion



Conclusion

» Simple version

e Mainstream results
Equilibrium as limiting case (grown endogenously)
o http://www.ace-teaching.de — Macro

» Extended version

o Interbank market
e RePo operations
e Banking crises: Contagion / systemic risk

> Policy analysis
e Evaluation of Basel Il
e Impact of different tools (isolated and joined)
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> CAR, _ Equity;

Loanes!™

o LiquidAssets;
> LCR = E[Outflows;] — min{E[Inflows;], 0.75-E[Outflows;]}

> LE\/, — Equity;

BalanceSheetLength;



Conclusion

Capital surcharges on SIBs

CAR of 4.5% (Basel Ill)
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. Bal heetL h;
> 5/2(:",' _ alanceSheetLength;
Z,‘ BalanceSheetLength;
> Interc = FlnaﬁczaIC.onnectlon.s,-
Z/ FinancialConnections;
> Subst — Payments;

Z,‘ Payments;
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