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What is “systemic risk”?
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Two views lead to different reforms
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Systemic risk need NOT be about SIFlIs
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Immediacy: a source of systemic risk

O

Prior to fiat money, there was often a shortage of money
Solution: Commercial bank clearinghouses
Suspend conversion of immediacy, adopt joint liability

Problem: If there isn’t adequate capital with joint liability
providers, runs may not get stemmed
In extremis, bank runs can morph into sovereign crisis (Ireland)

Modern-day runs: Resolution difficulties stem from
Inability to suspend conversion of immediacy
LOLR takes on significant asset risk while providing immediacy
Safe-harbor provisions may require systemic exception




What about contagion?

O

o Macro-prudential view: Contagion can amplify problems
provided rest of the system cannot

« Withstand the distress or failures of others, e.g., because it is under-
capitalized too due to a common shock (AIG FP failure)

~ Re-intermediate the liquidated assets of distressed firms (Lehman)

o Contagion can arise without inter-connections
~ Information contagion
o Learning about common assets (Great Depression “runs”)
o Learning about regulatory policy (Greece, Cyprus interventions)
~ Flow of funds or re-intermediation contagion
o Insurance firms withdraw from bonds inducing LC runs on banks
o Corporations draw down money-market deposits affecting banks...




Top 5 Bank and Bank Holding Companies

Ticker  [Asset SRISK GICS Subindustry

BAC Bank Of America 93066.6867| Other Diversified Financial Services

JPM JP Morgan Chase 79993.74914| Other Diversified Financial Services

C Citigroup 57388.01611 Other Diversified Financial Services

MS Morgan Stanley 37679.0014| Investment Banking & Brokerage

GS Goldman Sachs 33573.11695( Investment Banking & Brokerage
Top 5 Insurers

Ticker  |Asset SRISK GICS Subindustry

MET MetLife 40686.07964| Life & Health Insurance

PRU Prudential Financial 40289.71961| Life & Health Insurance

HIG Hartford Financial Services 16146.21157| Multi-line Insurance

LNC Lincoln National Corp 13665.86848| Life & Health Insurance

PFG Principal Financial Group 9738.121129] Life & Health Insurance




NYU Stern Systemic Risk Rankings at

http://vlab.stern.nyu.edu/
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SRISK: Capital shortfall in case of 40% market correction
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MES: %Loss of market value in case of 2% market correction
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LVG: (Book Liabilitied + Mkt Equity) / Mkt Equity
200
150 |
—HIG
e _NC
\ e MET
‘ ~—PFG
100 ( —=PRU
50
.M \"\
~ :‘-,f‘ﬁ‘.;:‘\ﬁ.w-%{ Mo f'}”'ﬁ“‘\f*ﬂ;r,’%
SO GRS —
1/(?3/2006 1/3/I2007 1/3/I2008 1/3/I2009 1/3/I2010 1/3/I2011 1/3/I2012 1/3/I2013




100000

UUUUUU

SRISK: Capital shortfall in case of 40% market correction
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MES: %Loss of market value in case of 2% market correction
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MES: %Loss of market value in case of 2% market correction
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Open guestions (for Insurance Firmst!)
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