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How have Banks responded post-GFC?

* Leverage, Size, Aggregate Risk, ...

The Volatility Laboratory (Vlab): vlab.stern.nyu.edu/welcome/risk/ @155

SRISK: the capital a firm would need to raise in the event of a crisis
(Acharya et al. (2010, 2012); Brownlees and Engle (2011))

SRISK;; = E¢ [k(Debt;r.,+ MVir.p)) — MVieo | Rmgsp < —80%]
— kDebti—(1 — k)(1 — LRMES; ) + MV

where MV/; is the market value of equity of the bank, LRMESj; is its
long-run marginal expected shortfall, and k is the prudential capital ratio.
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Shadow always touches the feet!

* Bank finance versus Market finance
- Automatic stabilizer (deposit insurance) vs Demand for immediacy

 Market finance in a stress scenario
- Rollover risk, Freezes
- Too Systemic To Fail?

* Spillover to banks via contingent contracts (Acharya-Steffen, 2020)
- Corporate “dash for cash”
- Bank credit line drawdowns imply bank capital has contingent lock-ups...

e Central bank lender of last resort to banks

- Is “shadow banking” and “market finance” increasingly a claim on the central
bank “put” option in times of aggregate stress?

- Moral hazard of extraordinarily large central bank balance-sheets!
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