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MACROPRUDENTIAL STRESS TESTS AND POLICIES

PREFACE

Non-supervisory bank stress testing is becoming firmly embedded in the post-crisis macroprudential frameworks of
major financial sectors around the world. The Monetary and Capital Markets Department (MCM) of the International
Monetary Fund (IMF) and the Systemic Risk Centre (SRC) based at the London School of Economics (LSE) launched
a collaborative research program into macroprudential stress testing. In this exercise, the staff of MCM and SRC put
forward a universal perspective partnering with the staff of the Bank of Canada (BoC), the Bank of England (BoE), the
Bank of Japan (BoJ), Banco de México, the European Central Bank (ECB), the Hong Kong Monetary Authority (HKMA),
the Reserve Bank of India (RBI), and the U.S. Office of Financial Research (OFR).

The aim is threefold: (i) present state-of-the-art approaches on macroprudential stress testing focusing on modeling
and implementation challenges, including the modeling of systemic risk amplification (SRA); (ii) provide a roadmap for
future research and practical implementations in stress testing, and; (iii) discuss the potential uses of macroprudential
stress tests to support macroprudential policy.

The first version of this report was prepared for the MCM-SRC symposium “Macroprudential Stress Tests and Policies:
A Framework,” held at the IMF HQ, Washington, DC, December 15-16, 2016. This final version also reflects the
exchange of views at and after the symposium.
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FOREWORDS

This joint IMF-LSE report is the result of an outstanding collaborative effort. Ten years after the
global financial crisis, understanding how to use macroprudential policies is more vital than ever.
This report explores the state of the art in macroprudential stress testing and will be an invaluable
resource for policymakers, academic researchers and the private sector engaged with the problem
of systemic risk.

Dame Minouche Shafik, Director of the London School of Economics
Formerly Deputy Governor of the Bank of England and Deputy Managing Director of the IMF

The IMF-LSE report is an excellent introduction into an exciting research agenda in the field of
systemic risk, stress testing, and macroprudential policies. We must remain mindful of the speed
and magnitude at which contagion could spread, and how relatively small initial losses could get
amplified to systemic proportions with severe socio-economic consequences. The IMF experience
over the past two decades has taught us that stress tests are an effective way to understand the
dynamics of financial stress. Well-designed stress tests can generate valuable information for

policy makers to identify macro financial vulnerabilities that can form the basis of prudential policies. The IMF remains
strongly committed to the integration of stress testing in the design of macroprudential tools. | am certain this report
will spur a rich discussion on macroprudential stress testing.

Tobias Adrian, Financial Counsellor and Director
Monetary and Capital Markets Department, International Monetary Fund
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MACROPRUDENTIAL STRESS TESTS AND POLICIES

l. Introduction

1. Macroprudential stress tests (MaPSTs) are beginning
to play an increasingly major role in financial sector
policymaking. The global financial crisis in 2008 showed
us that relatively small initial losses in the financial
system can be magnified to systemic dimensions. Since
then, the financial stability authorities have prioritized the
development of stress scenarios and tests that attempt
to quantify losses from systemic risk amplification (SRA)
mechanisms. These tests capture those losses that

can be endogenously amplified through macrofinancial
feedback effects, contagion across financial entities, and
markets that have the potential to magnify moderate
exogenous shocks via endogenous feedbacks into
substantial negative financial outcomes with significant
welfare losses. Thus far, MaPSTs conducted by national
authorities, with a few notable exceptions, have remained
diagnostic tools, used to sense sources of risk and
vulnerabilities while remaining independent of the
calibration of macroprudential tools. As leading central
banks in the United States and the United Kingdom,
however, have begun to think how to link the calibration
of their policy tools to stress testing results, the debate
surrounding the extent to which MaPSTs should inform
macroprudential policy is coming to the forefront.

2. A properly designed MaPST can generate valuable
information for policymakers. MaPSTs have the
potential to offer a quantitative, forward-looking
assessment of the resilience of individual banks, and of
the financial system as a whole, to particularly adverse
shocks. Therefore, they are well suited to support the
surveillance of macrofinancial vulnerabilities and to
inform the use of relevant macroprudential policy (MaPP)
instruments. MaPSTs generate useful information for
risk management and decision-making processes in
periods of financial distress, and contribute to the design
of recovery and resolution frameworks. They also benefit
financial institutions, such as banks, pension funds, and
insurance companies, concerned about tail risk.

3. The note seeks to bring together ideas and technical
approaches for developing robust MaPST frameworks,
and to discuss potential uses of macroprudential

stress tests to support macroprudential policy.

The modeling of losses from SRA is challenging.
Amplification mechanisms are diverse and complex, and
can vary in structure and magnitude at different points

in time. The relevant data are usually scarce, and models
constrained by data availability are often subject to model
error. Given the complexity of modeling and implementing

stress tests that capture SRA mechanisms, it is unlikely
that a single integrated model can be used to capture
the whole range of possible amplification effects.
Therefore, we propose the development of
‘encompassing frameworks” (EF) aimed at integrating a
diverse collection of data and of modeling frameworks
with different characteristics as a way to maximize the
information content of heterogeneous data sources
and minimize potential model error. We further

present the various EFs being developed by authorities
around the world that capture (at various levels of
comprehensiveness) systemic risk amplification
mechanisms under the data available in their respective
countries. Therefore, an objective of this paper is

to identify major trends in theoretical and empirical
modeling and provide guidance to policymakers and
academics for implementation. Moreover, since MaPSTs
are just beginning to be implemented, we discuss

how they can be used for the calibration of MaPP
instruments and how stress testing fits into the overall
macroprudential agenda.

4. The paper proceeds as follows: Section Il discusses
the interaction of stress testing and financial policy,

and identifies key principles for developing robust
MaPSTs. Section III defines a conceptual taxonomy to
analyze systemic risk, and discusses empirical methods
that measure systemic risk and the implementation
challenges faced when using such methods. Section IV
presents MaPST frameworks currently being developed.
Section V examines how the calibration of specific policy
instruments can be improved by information produced
from MaPST. The role of communication, governance
frameworks, and accountability in ensuring the integrity of
MaPST is discussed in Section VI. Section VII concludes
the paper.
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Il. Stress Testing and
Financial Policy

A. STRESS TESTING: EVOLUTION

5. Stress testing emerged in the 1990s as a tool
employed by financial institutions to assess their
exposure to large risks.” Supervisors of banks and other
financial institutions quickly recognized the usefulness
of stress tests for the purposes of microprudential
regulation. Starting from the basic premise that banks
play a central role in assuring the efficient functioning

of the economy and that the failure of a bank poses a
significant threat to economic growth, microprudential
regulation aims to strictly control the risk of bank failure.
For this reason, microprudential stress tests (MiPSTs)
have been used as a tool to assess the risk of failure of

a single institution. Implicitly, the dictum that has served
to justify this approach, which was enshrined in the Basel
capital standard, is that “financial stability is ensured as
long as each and every institution is sound.”

6. However, the soundness of particular individual
banks is not necessarily critical to overall financial
stability, especially when it comes to smaller and non-
SIFI banks. The Asian financial crisis showed that shocks
that initially appeared to be limited to a few institutions
or a single country were able to set off chain reactions
that were transmitted rapidly and widely throughout Asia,
and ultimately, the global financial system. These events
led to the development in the late 1990s of the Financial
Sector Assessment Program (FSAP) at the International
Monetary Fund (IMF) and the World Bank, and motivated
a generation of economists’ work, raising doubt as to the
sufficiency of focusing exclusively on the soundness of
individual entities for the purposes of assuring financial
stability. For example, Crockett (2000) argues that it is
decisions taken a long time before a crisis event that
precipitated the crisis, and Danielsson and Shin (2003)
conclude that all serious financial risk is endogenously
created by market participants.

1 See Dent and others (2016) and Anderson (2016) for a
description of the development of stress testing, and since 20009, its
increasing application to the assessment of systemic risk in banking
systems.

7. The FSAP introduced the use of stress testing into
the policy toolkit.> The stress tests conducted within
the FSAP provide local policymakers with quantitative
measures of macrofinancial vulnerabilities that
complement other lessons learned from the financial
sector assessment as a whole. Additionally, stress tests
aim to achieve tractable, qualitative results that allow
for a thorough analysis of the regulatory and crisis
management frameworks in place. Exposure to the FSAP
has encouraged national authorities to develop their
own methods and tools for stress testing banks. These
frameworks are now established as a key part of the
policy toolkit available to financial authorities.

8. The stress testing of banks is intended to test the
resiliency of an individual bank or an entire financial
system against exogenous and endogenous economic
shocks. Policymakers and analysts alike postulate
hypothetical paths for macroeconomic variables and
impose tough macrofinancial scenarios on institutions
in order to test their ability to withstand these shocks in
real crises and economic downturns. Initially, the stress
tests focused on the resiliency of individual institutions
in the face of exogenous shocks. However, in the

years following the global financial crisis, the use and
prominence of stress tests has increased substantially
and a broader view of stress tests has developed. This
“macro’ perspective aims to incorporate the interaction
of financial institutions in times of stress as well as the
mechanisms that have the potential to endogenously
amplify exogenous shocks into large losses. For this
reason, stress testing authorities can pursue both
microprudential and macroprudential objectives.

B. STRESS TESTING: MICRO AND
MACROPRUDENTIAL OBJECTIVES

9. Microprudential objectives aim to prevent the failure
of individual financial entities. MiPSTs encompass

an examination of banks’ balance sheets with a focus
on capital and regulatory ratios, and increasingly

on assessments of risk management practices.
Subsequently, where deficiencies are identified,

remedial efforts by banks, including additional safety
buffers in the form of bank capital may be warranted.

2 "Review of the Financial Sector Assessment Program: Further
Adaptation to the Post Crisis Era,” IMF 2014 http://www.imf.org/
external/np/pp/eng/2014/081814.pdf
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10. MaPSTs assess the impact of an adverse scenario
on the financial system’s capital, profitability, and ability
to support activity in the economy as a whole. Since the
global financial crisis, authorities have been increasingly
focused on maintaining a “macro”’ perspective on the risk
assessment of financial systems.? By simultaneously
subjecting a number of institutions to the same scenario,
stress tests allow for an assessment of the system as a
whole after losses from SRA have materialized. SRA can
endogenously magnify losses through macrofinancial
feedback effects and contagion across financial entities
and markets (beyond the banking sector). It is worth
noting that in addition to the quantitative information
extracted, MaPSTs provide qualitative information for
assessing “reactions of the system” in periods of stress.

C. MACROPRUDENTIAL STRESS TESTING AND
FINANCIAL SECTOR POLICIES

11. Therefore, MaPSTs are an important element of the
MaPP toolkit. MaPSTs are used to obtain quantitative
and qualitative information that can be useful for setting
policy focused on the smooth functioning of systems

as a whole: that is, MaPP. The objective of MaPP is to
lower the likelihood of systemic risk, or contain it, once
underway. Most definitions of systemic risk emphasize
that such risk originates within the financial system and
then has a real impact on the economy. The authoritative
view put forward by the Bank for International
Settlements (BIS), Financial Stability Board (FSB), and
IMF in 2009 defines systemic risk as: “the disruption

to the flow of financial services that is caused by an
impairment of all or parts of the financial system; and
has the potential to have serious negative consequences
for the real economy” (BIS and others 2009). Hence,
MaPP instruments attempt to curtail systemic risk
amplification mechanisms and improve the resilience

of the system to shocks. Box 1 presents a summary of
macroprudential policy instruments used around the
world. Country-by-country experience suggests that
policymakers increasingly rely on quantitative analysis
for the calibration of MaPP instruments. Supervisory
judgment, however, retains an overriding role. In this
way, appropriately designed MaPSTs can support the

3 Ben Bernanke highlights the methods of analyzing
macroprudential issues as particularly important to understanding
systemic risk. He argues that “the analysis of risks from a systemic
perspective, not just from the perspective of an individual firm, is

the hallmark of macroprudential regulation and supervision. And the
remedies that might emerge from such an analysis could well be
more far-reaching and more structural in nature than simply requiring
a few firms to modify their funding patterns” (Bernanke 2011).

calibration processes. Table T summarizes current
calibration practices.

12. MaPSTs can also inform the design of recovery
and resolution frameworks and systemic crisis
management. Microprudential policies are bottom

up while macroprudential policies are top down.
Microprudential policy hopes to limit the risk of failure of
individual institutions; however, it does not necessarily
target a zero probability of failure. The failure of a
relatively small institution can be tolerated because

its adverse effects on the economy can usually be
contained. However, the failure of a very large institution
with deep and broad connections to the rest of the
financial system, a so-called systemically important
financial institution, can pose a major threat to the health
of the economy as a whole. For such institutions, special
resolution regimes are necessary because ordinary
bankruptcy procedures do not work. These aim to ensure
the functioning of the financial system as a whole, and
therefore, recovery and resolution are complimentary to
MaPP. In this respect, macroprudential stress testing can
be useful in addressing thresholds and scenarios in which
the socially optimal path forward for financial institutions
is recovery instead of resolution (Goodhart and Avgouleas
2074 and Goodhart and Segoviano 2015).* This is a case
of the interaction that exists between MaPP and crisis
management and resolution, another policy that has a
bearing on systemic risk (IMF 2013).

13. MaPSTs require simultaneous coordination with a
range of other policy tools in order to properly address
issues of systemic risk. These include microprudential
aspects of supervision and regulation, as well as
monetary and fiscal policy (IMF 2013). Interactions
between policies are complex and can give rise to both
complementarities and tensions, which may need to

be resolved in order to ensure the appropriate use of
instruments and policy mix (Vifials 2011) and (IMF 2013).
In general, the task of attaining financial stability is too
challenging to be left to one policy area alone.

4 Bankers will often stave off bankruptcy and resolution for too
long for a variety of reputational and behavioral reasons. Goodhart
and Segoviano (2015) argue that, fallible as they might be, annual
macroprudential stress tests can inform policymakers of banks
“flirting dangerously close to the danger area of resolution,” giving
authorities their best chance for dealing with fragile banks as a going
concern, instead of as a potentially contagious failure.
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D. CURRENT AND FUTURE STRESS TESTING
DEVELOPMENTS

14. Over the past 15 years stress tests have moved
from being an isolated risk management tool used by
banks to becoming a core part of the policy toolkit.
However, while the sophistication of stress tests has
increased substantially in recent years, they are not without
their limitations, and there are a number of areas in which
further enhancements can be made to support their use
in policymaking for micro- and macroprudential purposes
(Dent and others 2016). Table 1 presents a summary of
stress testing frameworks currently being implemented
in key financial markets by authorities. The priorities
identified for the improvement of stress tests include:

* Integration of liquidity and solvency stress tests:
As opposed to standalone liquidity and solvency
exercises, integrating liquidity and solvency allows
policymakers to model the feedback from risks that
can provoke significant losses in stressed situations.

* Further development of dynamic balance sheet stress
testing: Models need to capture behavioral responses
of banks, such as changes in business strategies and
portfolio compositions directed at coping with external
shocks. The ability to improve the modeling of bank
responses should ultimately allow us to have a more
realistic view of the potential impact of shocks on
solvency, liquidity, and profitability.

While these developments are useful from a
microprudential perspective, they are not sufficient
from a macroprudential point of view.®

15. The successful development of macroprudential
stress testing depends on the following elements:

* Further incorporation of SRA mechanisms:
A conceptual taxonomy of these mechanisms includes
macrofinancial feedback effects, and contagion
stemming from direct and indirect interconnectedness
across financial entities and markets. The following
chapter presents a conceptual framework that is useful
for characterizing SRA mechanisms and identifying
methodologies that have been implemented in attempts to
capture the losses brought about by these mechanisms.

5  While these two areas have been highlighted as priorities for
enhanced MiPSTs, the integration of liquidity and solvency risk as
well as the development of dynamic balance sheet stress tests

are enhancements that, in aggregate, if applied to all entities in a
system, could also have implications for systemic loss amplification
and hence, might also be relevant for MaPSTs. Given the additional
complexity MaPSTs entail, however, it is unclear to what extent these
areas can be accommodated.

* Expanding the scope of MaPSTs to nonbank financial
entities: MaPP hopes to contain risks across the
financial system as a whole (BIS and others 2016).
Since banks are usually the key providers of credit to the
economy, MaPP will typically apply its policy levers to
the banking system. MaPP also needs to consider the
systemic risk that can build up from activities outside
the banking system and develop policy responses to
contain such risk (FSB 2011) and (IMF 2013). Banks
interact with other entities, including pension funds,
insurance companies, asset managers, hedge funds,
and sovereign wealth funds. All of these entities
react to stress in different ways, acting as amplifiers
and dampeners, depending on the state of their
cycles. Duffie (2011) proposes that the monitoring of
systemic risk focus on the largest banks, the largest
asset classes, and the largest counter-parties. Cortes
and others (2017) propose the Systemic Risk and
Interconnectedness framework (SyRIN), to measure
systemic risk accounting for interconnectedness across
banks and nonbanks, including insurance companies,
pension funds, investment funds, and hedge funds.

16. While there have been notable improvements in the
development of MaPSTs, data and model constraints
represent significant challenges that warrant a
stimulating research and policy agenda. The objective is
to improve the understanding and quantification of SRA
mechanisms in order to make the best use of MaPSTs for
policy purposes.
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Box 1. Macroprudential Instruments

A range of instruments has been used to contain systemic risk and address the procyclical build-up of both
excessive leverage and volatile funding (IMF 2014b and ESRB 2014). These instruments are designed to
strengthen and complement each other by addressing the buildup of systemic risk through time. They can be
split into three groups:

* Broad-based buffers/capital tools. Risks from a broad-based credit boom can be addressed through a variety
of capital tools. These include dynamic provisioning requirements (DPRs), countercyclical capital buffers
(CCyBs), and countercyclical leverage ratio caps. These tools work to increase the resilience of institutions to
aggregate shocks, and to maintain the supply of credit through periods of adverse conditions. They are usually
uniformly applied to all exposures.

* Sectoral tools. \When vulnerabilities from deterioration in lending standards for loans originating from specific
sectors arise, sectoral tools (for example, sectoral capital requirements, limits on loan-to-value [LTV], debt-service-
to-income [DSTI], loan-to income [LTI] ratios, and caps on the share of foreign currency loans) can help maintain
the resilience of lenders and/or borrowers. Although they are usually applied to mortgages (residential and
commercial), they can also be used in other market segments, including consumer and some corporate credit.

* Liquidity tools. A range of prudential tools aim to contain the build-up of liquidity risks associated with credit
booms. These prudential tools are meant to ensure that financial institutions avoid fire sales that are triggered
by disruptions in funding markets. Tools include differentiated reserve requirements, the liquidity coverage ratio
(LCR, potentially calibrated by currency), and the net stable funding ratio; caps on the loan-to-deposit ratio; and
price-based tools (such as liquidity charges on non-core funding).

Countries are also gradually implementing tools to contain systemic risk emanating from contagion within
the financial system. In order to improve the resilience and resolvability of financial institutions whose failures
pose risks to the system, authorities may impose capital surcharges on all institutions deemed systemically
important, independent of the specific circumstances of these institutions. In Europe, the Capital Requirements
Directive IV (CRD IV) allows the authorities to introduce a systemic risk buffer to complement the surcharges
(e.g., G-SIl and O-SII buffers). These tools are starting to be phased in from 2016 to 2019 in equal steps of 25
percent, and are joined by measures, such as total loss-absorbing capacity (TLAC), to increase the resolvability
of these institutions (BCBS, 2013; FSB, 2015).

Calibration of Macroprudential Instruments

Operationalizing MaPP involves assessing systemic risks and selecting and calibrating tools in order

to target well-identified risks. Using a range of data sources, policymakers assess: (i) economy-wide
vulnerabilities from excessive leverage and growth in total credit or asset prices; (i) sectoral vulnerabilities
arising, for example, from growing credit exposure in specific sectors; (iii) vulnerabilities from a build-up

of maturity and foreign currency mismatches; and (iv) the structure of the financial system (for example,
concentration) and the level of inter-linkages within and across key classes of intermediaries. Because the
signaling performance of any single indicator is often imperfect, multiple indicators and various analyses are
used to assess the extent of each type of vulnerability and to choose appropriate tools. Different policy tools and
descriptions of current calibration procedures are laid out in Table 1.

In practice, policymakers rely on “guided discretion” when calibrating their instruments. Country experience suggests
that macroprudential policymaking increasingly relies on quantitative analysis, but judgment retains an overriding role
given the difficulties and data limitations faced when trying to assess systemic risk. Existing tools provide only partial
coverage of potential risks, and tentative signals on the likelihood of systemic risk events provide limited information
about the need for macroprudential actions. Moreover, the influence of policy actions on market participants’ behavior
and expectations is an area in which quantitative approaches, so far, only offer limited guidance (CGFS 2016).

13
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lll. Amplification: Conceptual
and Empirical Frameworks

A. SYSTEMIC RISK AMPLIFICATION:
CONCEPTUAL FRAMEWORKS

17. A major consideration in the design of stress

tests is the potential for a small triggering element

to result in a systemic crisis. The same trigger can
result in a crisis one day, and have a negligible impact

on another. Consequently, it is more important to
understand the deep mechanisms that propel the
amplification of a shock into a crisis. While banks are

an important channel for amplification, other financial
intermediation is increasingly relevant. The portfolio
holdings of large entities, such as mutual funds, hedge
funds, pension funds, insurance companies, central
counterparties (CCPs), and sovereign wealth funds, all
interact. Furthermore, the dependence on bank financing
for small and medium enterprises (SME) credit directly
affects the degree to which a financial crisis impacts the
real economy. Each institution has its own cyclicality and
constraints: one may ride out the cycle, another may buy,
and a third could sell.

18. It is therefore important to study the system in its
entirety and to look at how institutions and markets
interact within it. This means that the financial grid
structure matters (Glasserman and Young 2016). Cross
(direct) holdings and indirect inter-linkages can work as
absorbers and amplifiers at different times, and various
categories of entities will naturally amplify or absorb risk.
This dynamic implies that vulnerabilities embedded in the
macroeconomy and financial system, including leverage,
lack of liquidity, and information asymmetries can interact
to magnify and accelerate amplification. From a modeling
perspective, this has several implications:

+ Amplification mechanisms are caused by macrofinancial
feedback effects and direct and indirect contagion.®

+ Amplification mechanisms can change across time and
at different points of the financial and economic cycles.

+ MaPSTs need to look at the financial system in its entirety
in order to see how it absorbs and amplifies shocks.

6 A feedback loop and a cascade can be seen as isomorphic since
a cascade is a Markov chain and a feedback loop can be represented
as an infinite Markov chain with the same state variables repeatedly
appearing along the chain; see Zigrand (2014) for a foundational
basis of systemic risk.

19. The modeling of SRA mechanisms requires
conceptual frameworks that guide the development of
empirical models. One contributing factor to the slow
rate at which macroprudential principles have been
introduced into practice is that the economics profession
has been slow to develop conceptual frameworks, let
alone operational models, that can convincingly and
comprehensively capture the phenomenon of systemic
risk amplification. Initial conceptions of systemic risk
focused on the source of risks, implicitly assuming

that the risks were exogenous and not endogenous.
Eventually, the focus shifted to direct contagion and
ultimately to indirect contagion. In the following
paragraphs, we summarize some important contributions
to each development.

SYSTEMIC RISK: INITIAL INTERPRETATIONS

20. Systemic risk analysis formerly focused on the
source of risk. In the early literature, the focus was more
on the source of a shock and on identifying the origin

of financial stress, rather than on the way stress was
transmitted throughout the financial system. The goal
was to identify the "big shock” that affected more than
just a few financial institutions. Bartholomew and Whalen
(1995) write that "Systemic refers to an event having
effects on the entire banking, financial, or economic
system, rather than just one or a few institutions.” This
approach to understanding systemic financial risk pushed
research toward identifying shocks that had particularly
large effects on the financial system and its ability to
allocate resources optimally in the economy. This is
essentially an exogenous risk view.

21. Systemic risk was often directly related to the
relationship between the financial system and the real
economy. Mishkin (1995) defined systemic risk as the
“likelihood of a sudden, usually unexpected, event that
disrupts information in financial markets, making them
unable to effectively channel funds to those parties with
the most productive investment opportunities.” Although
the literature continues to acknowledge the relationship
between the financial sector and the real economy as
being relevant for policymaking, conceptual thinking
surrounding systemic financial issues has become less
explicitly focused on the real economy and more focused
on financial market structures and networks.
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SYSTEMIC RISK: DIRECT CONTAGION

22. Domino effects constituted the first characterization
of systemic risk that accounted for contagion.

This depiction of contagion focused on transmission
mechanisms that operate through direct contractual
obligations between counterparties. The underlying
understanding of the financial system that defines this
conceptualization of systemic risk is laid out in Kaufman
(1995). Systemic risk is here defined as the “probability
that cumulative losses will accrue from an event that sets
in motion a series of successive losses along a chain

of institutions or markets comprising a system. That

is, systemic risk is the risk of a chain reaction of falling
interconnected dominos.” At the heart of this analysis lie
the direct lending relationships among banks. A default
in one bank can lead to losses on that bank’s debt held
by other banks, which are then more likely to default on
their own debt, and so on. This domino effect described
in Kaufman (1995) is echoed in BIS (1994): “Systemic
risk is the risk that the failure of a participant to meet

its contractual obligations may in turn cause other
participants to default with a chain reaction leading to
broader financial difficulties.”

23. A domino approach to thinking about the spread

of losses throughout the system through a web of
connected institutions does not seem to provide a full
account of risk amplification. Adrian and Shin (2008)
argue that a focus on direct interbank linkages misses
large amounts of systemic risk created through spillovers,
and that this focus is inconsistent with the experience

of the global financial crisis.® The basic problem with the
domino model is the mechanistic manner in which losses
are treated. A loss in one bank that triggers default is
passed on to its counterparties in proportion to the size of
their contractual obligations without any spillover (indirect
contagion) onto values of the counterparties’ other

7 Inaddition, the Federal Reserve wrote, “In the payments system,
systemic risk may occur if an institution participating on a private large
dollar payments network were unable or unwilling to settle its net debt
position. If such a settlement failure occurred, the institution’s creditors
on the network might also be unable to settle their commitments.
Serious repercussions could, as a result, spread to other participants
in the private network, to other depository institutions not participating

in the network, and to the nonfinancial economy generally.” (Board of
Governors of the Federal Reserve System 2001).

8  The authors argue that if systemic risk were truly centered

on interbank lending agreements, the relatively small subprime
exposures of the major US banks would not have been enough to
bring them as close to failure as they were in 2008. They write that in
simulations of crises in which researchers use the domino model to
explain contagion, only “implausibly large shocks” could create any
“meaningful contagion.”

assets. But in attempting to mitigate the consequences
of the loss, the counterparties may undertake actions
that threaten changes in value of assets held by other
counterparties. In other words, there can be important
risk spillovers. Therefore, the key to having a more
realistic understanding of risk amplification is to
capture some aspect of the behavior of the institutions
in the network.

SYSTEMIC RISK: INDIRECT CONTAGION

24. By addressing the weaknesses of what can

be thought of as the first generation of contagion
models, researchers have explored a wide variety of
frameworks. These models provide hypothetical new
channels for risks to spread throughout the financial
system and try to generate contagion effects that are
more realistic, and also capture the approximate scale
of risk amplification observed in past crises.

25. Systemic risk is endogenous. Based on the definition
in Danielsson and Shin (2002), financial risk can be
classified as endogenous or exogenous. For exogenous
risk, shocks arrive from outside the financial system,
then economic agents react to shocks but don't influence
them. Endogenous risk emphasizes the importance

of how economic agents, who all have their individual
objectives, resources, abilities, and constraints, react

to shocks. Most financial risk, and all systemic risk, is
endogenous, and endogenous risk lies at the heart of
SRA mechanisms. Baranova and others (2017) model
endogenous risk in corporate bond markets. They focus
on how the various types of institutions can act as
amplifiers of stress.

26. Financial networks. The nature and extent of the
interconnectedness of markets and market participants
influences the manner by which positive feedback

loops and cascades grip the entire system. This makes
it tempting to apply network analysis to the financial
network in order to understand the strategic interaction
of financial entities and the systemic implication of
individual entity behavior. Systemic risk, for example, is
not necessarily driven by the largest borrowers, or most
likely to default, and the topology plays a major part; see,
for instance, Allen and Gale (2000), Acemoglu and others
(2015), and Cabrales and others (2016).

27. The impact of constraints. Constraints that have
primarily microprudential justifications can serve as SRA
mechanisms. These include margins, mark-to-market
transactions, leverage constraints, liquidity constraints,
and capital constraints. These regulatory requirements

15
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tend to bite in times of financial extremis and can impose
a predictable pattern of influencing what to buy and sell,
leading to a vicious feedback loop. Danielsson and others
(2012) propose a general equilibrium framework, whereby
low risk induces economic agents to take on more risk,
which then endogenously affects the likelihood of future
shocks and crises. This happens because of binding
constraints on risk-taking.

28. The time between risk-taking and crises. Hyman
Minsky, famously having said that “stability is destabilizing,’
argued that economic agents react to a low-risk environment
by taking on more risk, which eventually culminates in a
crisis. Danielsson and others (2018) empirically verify this

by showing that low volatility predicts crises up to a decade
in the future. This suggests that a considerable time lag
between observed risk and eventual adverse outcomes
needs to be incorporated in any modeling.

29. A taxonomy for indirect contagion. Three broad
channels of indirect contagion have been identified by
the frameworks put forward in the literature.® These
channels can be broadly grouped into three categories:

“fire sales,” “information asymmetry,” and “strategic
complementarities”

Fire sale channel

30. Adverse feedback loops and loss amplification

can arise from fire sales in financial markets. Consider
two firms, A and B, which both hold an illiquid asset x.
While not directly connected, firm A can affect firm B by
selling x at a below market price, therefore affecting the
value of x in B's balance sheet when marked to market.
An additional obstacle banks face is the procyclicality of
liquidity that leads to fire sales, and illiquidity occurring in
financial downturns, thereby negatively affecting already
suffering balance sheet positions. Shleifer and Vishny
(2011) argue that the most common mechanism for

fire sales in financial markets is collateralized lending.
Entities for which a lot of funding comes from short-term
collateralized lending agreements can become forced
sellers if there are falls in the value of the collateral they
are posting.’® Investment funds can exacerbate fire sales
in financial systems with significant negative effects on

9  See Clerc and others (2016) and Bebchuk and Goldstein (2011).

10 As an example of the pervasiveness of fire sale losses, Khandani
and Lo (2011) focus on the significant losses in quantitative long/
short equity hedge funds in August 2007 due to fire sales driven

by falls in collateral, though there were also forced sales from
unleveraged long-only funds from which investors redeemed.

the balance sheets of other actors in markets in three
ways: (i) by reducing collateral values; (i) by reducing
credit financing for banks, firms, and governments Cortes
and others (2016) and (iii) when their own financiers or
investors pull out (including lending by prime brokers
that creates a bank-funds loop). Hence, under certain
conditions, investment funds can act as systemic risk
amplifiers. During the 2008 crisis, the run on money
market funds contributed to fears of a systemic collapse,
and in 2017 and during the Greek crisis, the withdrawal
of U.S. money market funds from Europe led to funding
shortages for European banks. Other examples include
the bailout of investment funds by banks during the
global financial crisis.

31. Fire sales interact with illiquidity spirals. Funding
liquidity concerns are closely related to issues of market
liquidity and therefore affect the risk of fire sales.
Brunnermeier and Pedersen (2009) find that traders’ ability
to provide market liquidity depends on their ease of funding,
and vice versa. This mutually reinforcing relationship can
lead to liquidity spirals in which the risk of fire sales, and
concomitant discounts on assets, increases.™

32. Deleveraging of financial institutions often leads to
high levels of discounts in asset prices. Recent models
capture the characterization of the mechanism that would
trigger a levered investor to shed assets and incur a price
impact sufficient to provoke a fire sale and margin spiral.
One approach, for example Greenwood and others (2015)
employs leverage targeting. The authors examine the
deleveraging of European banks during the sovereign debt
crisis of 2011-2012 and propose a model that analyzes
the effect of deleveraging on asset prices and the level of
contagion as a result of depressed asset values.'

11 There could be a similar channel of contagion identified by
Vayanos (2004) and Acharya and Pedersen (2005), where financial
shocks in one market could affect the willingness of market
participants to bear risk and provide liquidity in any market due to
a repricing of equilibrium risk premiums. “Herding contagion” is
also discussed by Beirne and Fratzscher (2013).

12 The authors’ model is able to measure both the contribution of

an individual bank to the fragility of the financial system as well as

its vulnerability to the financial system. They assume that banks use
asset sales to de-lever in order to achieve target leverage ratios. The
policy prescriptions coming out of their model, therefore, target socially
optimal behavior of banks with respect to their responses to higher
leverage ratios. They find that minor equity injections across systemic
banks can, for example, significantly reduce systemic risk. Cont and
Schaanning (2017) have developed a small but important adaptation to
that approach: they assume that agents react to breaching a leverage
ratio threshold by making a discrete adjustment to replenish a target
buffer above the regulatory minimum, which introduces an asymmetry
in response to shocks and starker tipping-points.
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33. Deleveraging by levered entities. While hedge funds,
for example, are relatively small in global terms (with
USS3 trillion in assets under management), their use of
derivatives, active portfolio management, quantitative
trading, high frequency trading, and leverage increases
their risk potential and makes their importance larger
than suggested by their size. Leverage in hedge funds
differs significantly across funds. Although the average
hedge fund has much lower leverage than an average
bank, some hedge funds’ business models involve high
leverage and a large market share, which can lead to
potential problems, as seen in the failure of Long Term
Capital Management in 1998.

34. Adrian and Shin (2010) find evidence that marked-
to-market leverage in financial intermediaries is
strongly procyclical, implying that these financial
institutions actively manage their balance sheets to get
high leverage during booms and low during downturns.
Adrian and Shin (2014) further investigate these results
and find that banks aim to keep value-at-risk relatively
constant throughout the cycle, implying that financial
intermediaries de-risk in downturns and load up on risk
in good times, acting procyclically.’

Information asymmetry channel

35. Information asymmetry has been recognized

as a key cause of bank runs. In the face of a shock,
information about the causes and magnitude of the
shock and the risky exposures of each bank are often not
easily available, because all involved parties have a strong
incentive for guarded self-interest. Since information
processing and analysis is often difficult and costly,
participants generally require time and resources to paint
a misleadingly optimistic picture of the situation, and
consequently no hastily produced optimistic statements
from them are likely to be believed. This makes it hard

to distinguish solvent parties from insolvent in periods

of high uncertainty, and market participants increasingly
tend to make their portfolio adjustments based on rather
crude or simplistic assumptions. Such adjustments are
often implemented in an unsophisticated or ill-thought-out
manner—for example, an extreme flight to quality, ceasing
to lend at all, or doing so only to a small subset of clients.

13 Shin (2016) argues that the sources of risk have been evolving
over time. Historically, the VIX index was viewed as the principal
indicator of financial market risk and even systemic stress.
Empirically, this has held, with a tight negative relationship between
leverage and the VIX, a relationship that is now broken down. Instead,
the dollar has become a much better indicator of risk, as a measure
of the price of balance sheets.

Because these runs are concurrent and widespread, they
are likely to exert strong downward pressure on the prices
(upward pressures on interest rates) of securities held by
affected financial institutions and markets. Any resulting
liquidity problems are likely to spill over to banks not
directly affected by the initial shock.

36. The extent of information asymmetry in financial
contagion has been the subject of extensive academic
research. Informational frameworks that may drive

the manner in which banking crises develop have been
fairly extensively analyzed. Jacklin and Bhattacharya's™
research analyzed the problem of two-sided asymmetric
information, in which banks do not know the liquidity
needs of depositors and depositors do not know the
quality of bank assets. Other analyses of information-
influenced contagion are similarly based on information
asymmetries. As pointed out by Khandani and Lo (2011),
in summer 2007, financial markets began to notice some
disturbing irregularities in market behavior. The U.S.
subprime mortgage market seemed to be transmitting
risk to other parts of the market for reasons that were
hard to understand. The authors provide a possible
explanation: that the initial shock caused by the subprime
market changed the structure of information, which
resulted in contagion through a chain of fire sales.”™ ®

37. In periods of high uncertainty, the impact of
information asymmetry becomes more severe.
Informational frictions render fundamental solvency
less relevant during crises and can lead banks to asset
fire sales aimed at addressing cash flow and liquidity
concerns. Kapadia and others (2012) argue that banks
in “defensive positions” during crises make decisions
with systemic implications in order to address funding
constraints and to guarantee incoming cash flows.

14 Jacklin and Bhattacharya (1988).

15 The huge losses suffered in a few days of August 2007 by quant
hedge funds employing long-short strategies in equity markets

were seemingly completely unrelated to subprime. Khandani and Lo
(2011) point to a possible explanation, namely that the hedge funds
involved were forced to cut back their positions because their prime
brokers had decided that they needed to cut back their commitments
of contingent liquidity provision to these funds and therefore were
demanding larger margins. In other words, a shock combined with
asymmetric information forced deleveraging along the lines of the
fire sales spiral story described above. A major cause was a negative
surprise on bank profits leading to their simultaneous sale by every
quant fund and then via a deleveraging/redemption spiral spreading
to all other sectors held by the same funds.

16 Asymmetric information is not limited to banking situations and
is equally a driver of contagion in a pure markets situation; see Avery
and Zemsky (1998) and Gennotte and Leland (1990).

17
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To do this, banks can cut maturities on their interbank
loans and sell assets below market value. Kapadia and
others write: “In such funding crises, the stock solvency
constraint no longer fully determines survival; what
matters is whether banks have sufficient cash inflows,
including income from asset sales and new borrowing,
to cover all cash outflows." The actions taken by banks
to shore up their cash flow in order to reassure markets
about their solvency may have systemic consequences.

Strategic complementarity channel

38. Strategic complementarities can lead to firms
taking similar actions at the same time, amplifying
financial losses. Bebchuk and Goldstein (2011) present
a model where operating firms are interdependent,

with their wellbeing dependent upon the ability of other
operating firms to obtain financing. In such an economy,
an inefficient credit market freeze may arise in which
banks abstain from lending to operating firms with good
projects because of their self-fulfilling expectations

that other banks will not be making such loans. Similar
scenarios can also arise in other situations, for example,
lending in the interbank market.

39. Complementarities affect both investors in and
creditors of any institution, and have perhaps been

most thoroughly analyzed for mutual funds. Chen and
others (2010) analyze the emergence of financial fragility
in the mutual fund sector where funds hold more illiquid
assets, noting that these funds suffer greater redemptions
following bad performance. Goldstein and others (2017)
reached similar conclusions regarding corporate-bond
funds. During the LTCM episode as the market became
aware that LTCM was losing money, investors became
unwilling to buy or hold assets for which large further
forced sales could be anticipated. More generally, during
crises, asset return correlations are often primarily driven
by the presence or absence of distressed sellers rather than
by asset properties. Morris and others (2017) discuss asset
managers’ liquidation decisions. Faced with a requirement
to sell some number of holdings they might choose to
preferentially sell more liquid holdings, or by contrast, to
sell a greater proportion than required, and hoard cash.
Both the decision and the assumptions made by investors
about that decision have systemic implications.

B. SYSTEMIC RISK AMPLIFICATION:
EMPIRICAL METHODS

40. There are considerable challenges to developing
operational models that can convincingly and
comprehensively capture systemic risk amplification.

Data constraints, the range and variety of amplification
mechanismes, the difficulty of modeling them, and how
they interact in complex financial systems all impose
significant impediments. Moreover, authorities face
important challenges in the calibration of scenarios to
be used in stress tests.

41. The decisions that lead to a crisis take years before
the crisis event. In the words of Andrew Crockett (2000):
“The received wisdom is that risk increases in recessions and
falls in booms. In contrast, it may be more helpful to think of
risk as increasing during upswings, as financial imbalances
build up, and materializing in recessions.” This is in line with
Minsky’s notion of destabilizing stability and is verified
empirically in Danielsson and others (2018), who find that
low volatility predicts crises five to 10 years into the future.
Policymakers therefore need to be able to identify risk-taking
in as close to real time as possible, and take corrective
actions. Otherwise, there is the risk of the policy initiative
acting procyclically (see Danielsson and others 2016).

DATA

42. A major hindrance for stress testing is the
availability of appropriate data. This is a common issue
for both micro- and MaPSTs. However, since MaPSTs aim
to capture direct and indirect sources of systemic risk
amplification and how such amplification mechanisms
change their structure, as well as the speed of risk
propagation under shocks, data constraints are more
restrictive for MaPSTs.

* Direct contagion. A thorough analysis of direct
contagion requires data on the exposure networks of
financial institutions. The lack of such data—even for the
core banking sector—has led to the use of alternative
technigues such as network reconstruction (Upper and
Worms 2004) or analyses of payments data (Furfine
2001). Some policy institutions have recently gained
access to data on interbank loan exposures; however,
data on other assets’ cross-exposures is usually non-
existent or very costly to obtain. This is especially
problematic when it comes to cross-border exposures,
since data is collected nationally and often not made
available for international analyses, thus preventing the
mapping out of both sides of exposures. In most cases,
only aggregate data on the interbank exposures of each
bank to banks located in select countries are available for
research on MaPSTs. Moreover, even data on interbank
loan exposures have typically only covered the core
domestic banking network. No satisfactory database has
been developed to capture cross-exposures and the risky
influence of nonbanking institutions.
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* Indirect contagion. Reliable data to model amplification
mechanisms such as fire sales and information
asymmetries are even harder to obtain. The analysis of
fire sales requires data on the holdings and transactions
of securities for the whole financial system, involving
asset managers, insurers, other nonbanks, and banks.
Data on the interconnections of different parts of the
financial system are particularly patchy, and the picture
is constantly evolving. It seems likely, for example, that
new regulatory constraints imposed on banks have led
to nonbank entities taking on intermediation involving
risk that was formerly conducted by banks, and this
“shadow banking” has in turn created new channels of
contagion between banks and shadow banks.

43. Even for exisiting data, deficiencies remain.
Although large amounts of publicly available and
confidential supervisory-level data are available, the most
promising sources of data are typically inconsistent,
fragmented, geographically restricted, costly, and
therefore hard to assimilate. Determining the relative
importance of each data set is, consequently, a difficult
conceptual problem.

44. Accounting data. Analysts, policymakers, and
researchers have been able to use increasing amounts of
publicly available accounting data, gathering complex and
fairly detailed accounting data on banks as well as other
markets, including real estate investment trusts, asset
management firms, and insurance companies. Financial
institutions publish annual reports and financial results

in which balance sheet data are available. While this type
of data targets the fundamental values of entities’ assets
and liabilities, several aspects merit caution:

* Accounting values can be inconsistent with market
values. Hence, they might not reflect values that
investors would actually pay for assets and liabilities.
As informational frictions render fundamental solvency
less relevant during crises, market participants tend
not to believe reported numbers unless they can be
verifled—and book values typically cannot be usually
verified. To make matters worse, the gap between
accounting data and market values inevitably widens
during periods of distress, as liquidity becomes more
important and long-term equilibrium value relatively
less so. Finally, accounting data tends to miss risk
exposures related to both off-balance sheet items and
complex derivative instruments. Stressed entities have
a particularly strong incentive to hide exposures in this
manner and so the discrepancies will be widest for
precisely the entities that should be of most concern.

* Accounting data are backward-looking and usually
updated infrequently. Reported data can change from
one year to the next, solely because of adjustments
resulting from a financial institution’s recalculation.

These data usually lack granularity. Financial

reports do not often detail the data at the branch or
subsidiary level, or at the national or international level.
This impedes the assessment of potential common

risk and asset exposures of subsidiaries in different
countries, and prevents analysis of the flows among
subsidiaries, and between the subsidiaries and other
financial institutions. Moreover, granularity frequently
falters at the balance sheet level and therefore does

not properly reveal, for example, the level of risk on the
asset-and-liability side of the financial institution, but
only indicates aggregate numbers with very low levels of
detail. Furthermore, some vendors have created useful
databases’, but these databases can suffer from the
same issues of data granularity and data quality as their
sources. The BIS provides statistics on international
banking activities and banks’ foreign positions. However,
these statistics largely remain aggregated, do not
provide sufficient detail on banks’ assets and liabilities
and, therefore, may not be optimal for a detailed
analysis of banks’ activities.

45. Supervisory-level data. While regulators usually

have access to more granular data for banks operating in
their own jurisdiction, most of the reported supervisory
data are accounting data. Hence, concerns related to
consistency with market values, the data's backward-
looking nature, lags, and slow updates remain. New
databases, for example on OTC derivative trading, are now
available for research. Supervisory-level data are usually
inaccessible for institutions located in other jurisdictions.
Data collection processes can vary across jurisdictions,
and in some cases, data might become irrelevant for
systemic risk measurement, as, for example, if data are
published on an aggregate level. More important, data
collection is always a sensitive process and the results are
highly confidential, further impeding cooperation among
authorities across jurisdictions. There are, however,
several initiatives attempting to overcome these issues
(Section IV). In addition, academic access to such data

is steadily increasing in many jurisdictions.

17 For example, Bankscope covers financial statements, ratings, and
intelligence of more than 32,000 public and private banks; Calcbench,
the database developed by Wharton Research Data Services, covers
elements such as income tax, geographical and operating data,
financial statements, commitments, and contingencies of more than
9,000 public companies that have filed with the SEC.
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45. Market data. The advantages of market data are that
they are readily available in many developed and large
emerging markets; they are usually updated daily or even
more frequently, and they are more trusted than other
data sources by practitioners, and so can be expected to
have substantial impact on crisis behavior. In principle,
they also allow high- frequency monitoring of risks.

The public availability of market data also means that
market price-based models can be used, and indeed are
being used, for stress tests by private sector analysts,
academics, and policymakers who have difficulty in
accessing sufficiently complete supervisory data.
However, there are some issues to consider:

» Market data can be noisy. They may overestimate or
underestimate risks, even without relation to financial
entities’ fundamentals. However, as Demekas (2015)
argues, market data can often reflect information not
yet known to (or fully understood by) supervisors.

In addition, regardless of their relationship with
“fundamentals” (or absence thereof), market trends are
often self-fulfilling because, as argued earlier, market
perceptions can precipitate herding in periods of stress.
Therefore, a blanket dismissal of all such signals

as "noise” may be a mistake, especially as stress in
markets increases.’®

Data may not be available for all institutions in
all countries.

Shallow or illiquid markets may render prices
uninformative.

Market data cannot predict market movements from
one day to the next. Market prices, in theory, embed
forward-looking information on market expectations
that can change in a day. However, market data primarily
reflect the outcome of behavior by market participants,
not the information that influences them when they
made their market decisions. The time lag between the
decision to take on risk and the eventual outcome of the
decision could be many years or even decades. Market

18 The value of market data for policymakers is that it provides
insights into how markets view the resilience of the financial sector,
its vulnerabilities, the network structure of the financial system,

and so on. As such, market data provides relevant information on
how markets could react and contribute to risk propagation. For
instance, since interbank exposures are not available publicly, market
participants form their own view of the structure of the interbank
network and would act on these beliefs. Their representation of the
interbank network may be inconsistent with what interbank data
actually reveal; nevertheless, this is what participants would act upon,
and thus is important for policymakers to understand, since the risk
propagation may then be disconnected from what would be expected
from what actual data suggest.

data is more likely to focus on ex-post outcomes rather
than ex-ante information. Therefore, any signal may
come too late for policymakers to react. It is best to
think of market data as a “thermometer.”"®

47. Flow data. A growing trend in recent years has been
to collect flow data, in order to determine how fast and to
what extent investors can move from one asset class to
another, or from one country to another. Measuring the
intensity and speed of change in international financial
positions, and more important, understanding the causes
and consequences of such moves, requires several
elements: (i) the timing of inflows and outflows to or from
a country or an asset class; (ii) the geographic allocation
of an investor or financial institution; (iii) country and
sector flows; and (iv) overall indicators of investors’ and
financial institutions’ risk appetite dictated by their cash

or reserve positions. The availability of these data is not
uniform across countries, markets, and asset classes.
However, some commercial providers have begun to make
such data available.? Nevertheless, flow data remain
relatively scarce and are not systematic at the international
level. Some initiatives have aimed at documenting

flows between asset classes, and if made available to
macroprudential policymakers, could be valuable.

METHODS

48. SRA mechanisms are diverse, complex, and can
change their structure and magnitude at different points
in time. Policymakers must consider these characteristics
so that models are sensitive to these changes and provide
a valuable assessment of risk during a crisis, when strictly
historical information becomes an especially poor guide
for the future. This raises many challenges for modelers
seeking to capture systemic risk.

19  While this may not be an ideal approach to forecasting, it is
preferable to sole reliance on accounting and supervisory data that
are based on snapshots of the past. Indeed, given the data reporting
and collection lags and their cost and complexity, accounting and
supervisory data are much more likely to be outdated.

20 MorningstarDirect has started providing an asset flow

capability and a series of data on a variety of investment products,
including market share and cash flows data. Similarly, the Institute
of International Finance has launched a portfolio flows tracker,
providing monthly estimates (not actual data) on total portfolio debt
and equity inflows to emerging markets. Finally, EPFR GLOBAL has
developed a dataset on international flows among investment funds,
at different granularity levels, in terms of asset class, time series, and
geographical coverage. This database has already been used in some
research, including, for example, the new Global Financial Stress
Index developed in 2010 by Bank of America Merrill Lynch (measure
of global investor risk appetite), as well as the FTSE-EPFR fund flows
index (focusing mainly on country allocation of assets).
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* Crisis-consistent estimations. Models must be
designed to provide information conditional to a current
crisis, even though crises in general are infrequent and
therefore contribute little to statistical relationships
drawn from historical data.

Structural changes. Financial systems have
experienced significant structural changes over the past
few years due to technology, market shocks, regulatory
changes and the changing relevance of existing and new
players in systems (for example, central counterparty
(CCP) clearinghouses). Regulators and participants are
all highly aware of past crises, and it can be assumed
that most participants will be well hedged against
them. Consequently, past relationships will never be

a sufficient or reliable benchmark for estimating or
calibrating models.

Non-linear changes. Quantification of SRA is difficult
because of the non-linear increases in the magnitude and
speed of loss propagation observed during financial crises.
The potential for model error is considerable. Indeed, crises
only emerge when some important part of the market
finds that they were in error in some key assumption.
Furthermore, it is during crises that models often fail.

Interpretable metrics. Models must provide an
evaluation of systemic risk that is interpretable by
policymakers, and thus useful for their policy decision-
making regarding systemic risk.

Model risk. “Model uncertainty” has been defined as
model misspecification at the level of the individual
financial decision maker. “Risk of model uncertainty”
in the macroprudential context refers not only to the
possibility that any one agent’'s model is wrong and
can lead to unfavorable outcomes for the agent,

but more crucially, to the resulting risk of financial
instabilities at the system level arising from the use
of such wrong financial models, and from the way
the resulting decisions interact in the aggregate (Cont
2006). Danielsson and others (2016) find that model
risk increases with market uncertainty.

49. Alternative frameworks developed by authorities
around the world attempt to capture amplification
mechanisms in stress testing. While these developments
are welcome, the coverage of amplification mechanisms in
models currently implemented is, in most cases, restrictive.
The taxonomy discussed in the previous section allows

us to classify these models according to the amplification
mechanisms that they aim to quantify. With some
exceptions, analyses focus mainly on direct contagion
(through limited coverage of contractual obligations),

and, to a lesser extent, on macrofinancial feedbacks,

and to a very limited degree on indirect contagion. Major
central banks are already developing a modeling agenda
that attempts to cover any revealed gaps. Tables 3-10
summarize approaches to measuring amplification
mechanisms within stress testing frameworks that are
currently implemented by authorities in key financial
markets. The most common approaches that endeavor
to capture SRA mechanisms in stress tests include:?!

* Models for macrofinancial feedbacks. Some
implementations include acceleration mechanisms
stemming from liquidity constraints, which lead to
frictions between the financial market and the real
economy. Initial efforts to capture macrofinancial
feedback effects have focused on linear VAR models,
which have been useful for understanding the basic
properties of data with respect to serial correlation,
breaks, and endogeneity. There is, however, a growing
understanding that the relationship between the real
economy and the financial system displays non-linear
properties. Periods of sustained financial fragility do not
merely display greater volatility; there is a discontinuity
in the fundamental relationship between the financial
system and the macroeconomy. Moreover, a common
feature in this literature is the reliance on ad-hoc
measurements of financial stability that typically
feature a weighted average of various spreads and
interest rates. |deally, macrofinancial feedbacks could
be assessed using theoretically sound measures of
financial stability that also incorporate the non-linear
dependence and contagion among financial institutions
during times of distress. This means that linear models
are generally unsuitable. The literature on empirical,
non-linear models of macrofinancial linkages is still
rather sparse, but an increasing appreciation for the
changing relationships across time is forming in the
academic community. Thus, efforts have been made to
incorporate non-linearities observed in macrofinancial
feedbacks through non-linear econometric
methods.?? Examples include Markov-switching
vector autoregression (MS-VAR) that allow for non-
linear relationships among the endogenous variables
modeled. However, the state-switching process is
assumed exogenous, and usually volatilities in different
regimes are assumed fixed.

21 In this section, we focus mainly on methodologies that quantify
losses from SRA mechanisms and that have been implemented in
stress testing frameworks. We recognize that literature on systemic
risk modeling is much broader; however, many of the frameworks
that focus on systemic risk do not quantify losses or have not been
embedded into stress testing frameworks.

22 See Hubrich and Tetlow (2015) and Hartmann and others (2015).
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» Models capturing direct contagion through contractual
obligations. These models usually include cross
exposures of interbank loans, but very rarely include
cross exposures of other bank-to-bank assets/liabilities
or cross exposures of bank-to-nonbanks’ assets/
liabilities. The most widely used approach to capturing
cross-exposure is through network models. These
models try to quantify contagion losses through the
propagation of credit and funding risk in a system given
contractual obligations (exposures) across participants.
Aloss in a bank’s counterparty triggers default that is
passed on to the bank in proportion to the size of their
contractual obligations. This usually occurs without any
spillover because of indirect contagion to the value of
counterparties’ other non-contractual assets. Network
models are often added as an additional module to
MiPST frameworks that are built on entities’ balance
sheets and income statement models. This literature
dates back to Eisenberg and Noe (2001), Furfine (2003),
and Cifuentes and others (2005). Gai and others (2011)
developed a network model to study how repo market
activity, haircuts, and liquidity hoarding can amplify
overall risks in the interbank market. In a similar way,
Chen (2014) presents a model in which the liquidity and
network channels interact to spread the impact of an
individual default among members of the network.

A key disadvantage of these models is the extreme level
of data granularity required to map interbank lending
and identify additional cross exposures. In practice,
regulatory fragmentation means that sufficient data to
support an international analysis is simply not available
to any single entity. Another drawback is that these
models usually capture a low amount of systemic risk
(see BCBS 2015). A reason for this might be that most
applications often only capture unsecured lending
between banks and fail to include other positions such
as derivatives, cross-holdings of securities, and so
on.?® However, while there is the possibility to expand
the coverage of these models, though possibly at a
high cost, it is questionable whether the cost of such
expansion can justify the benefits, given that a basic
problem with these models is the mechanistic manner
in which losses are treated.

* Models capturing indirect contagion from fire sales
and information asymmetry. These models include
contagion from the interaction of various markets,
including interbank loans, other assets/liabilities

23 Poledna and others (2015) show that unsecured lending

only accounts for about 10 percent of systemic risk from direct
connectedness.

within the banking sector and assets/liabilities within
the nonbank sector. While some central banks are
developing datasets to measure these effects and are
making important advances in this area, there is not

yet a set of established analytical methodologies that
can both capture indirect contagion in a comprehensive
manner and that can be widely implemented in stress
testing frameworks for policy purposes. However,
progress is ongoing. Some authorities are focusing

on agent-based model (ABM) which try to explain
behavioral responses among agents in the system
(BCBS 2015). ABMs build on the contributions of
behavioral economics in order to better explain
microeconomic behavior of agents in financial
markets.?* These models include a heterogeneous set
of agents, as well as a topology that describes their
methods of interaction within an environment. They
therefore attempt to go further than network models by
incorporating the heterogeneity of agents and banks and
their behavior. Criticisms of these models often question
the assumption that all topologies describing significant
interactions across agents can be understood, foreseen,
and embedded into the models. Moreover, there is an
implicit assumption that topologies included in models
remain stable aftershocks to the system. There are

also issues related to the calibration of models, and

the detailed information necessary for the calibration
and the models’ computational feasibility. Although,
from a conceptual perspective, ABMs represent an
attractive approach to incorporating amplification
mechanisms in stress tests, it is difficult to judge their
tractability because of their modeling and computational
complexity (Demekas 2015). In addition to ABMs, other
approaches are under development. In the next section,
we describe approaches being developed by some
authorities that, in our view, represent viable options for
countries subjected to diverse data constraints.

50. Complexity can quickly become a problem, resulting
in intricate frameworks. This is especially the case when
a single analytical approach, like a balance sheet model
designed to assess vulnerabilities of individual entities, is

24 Krishnamurthy (2010) designs a model to analyze how the
uncertainty of investors in certain types of assets, especially assets
coming from recent financial innovations, can lead to a run to
safety after the shock occurred, and to a sudden escape from these
innovative products. Similarly, Kaszowska and Santos (2014) show
that some methods from the sociological and behavioral sciences
can be applied to more effectively model how market participants’
risk perceptions about the state of the market, and their expectations
about other participants’ reactions to a shock, may cause a vicious
feedback loop and, therefore, accentuate the consequences of the
initial shock.
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boosted with “appended satellite models” that make use
of supervisory information and try to capture SRA. It is
often difficult to expand frameworks if additional data or
amplification mechanisms are to be explored. Moreover,
many of these approaches rely on defined structures that
assume fixed structures for amplification mechanisms.
Therefore, their results can only capture effects that are
explicitly modeled. This could be problematic given that
structures of these mechanisms can change during
crises. Finally, while approaches of this type might work
for precise data specifications and assumptions regarding
financial system structures, they are usually non-replicable
by arm's-length institutions, academics, or market
analysts. This makes it difficult to develop a broad-based
approach that would allow implementation of consistent
stress tests and vulnerability analysis across jurisdictions.
Therefore, rather than expanding single modeling
approaches into complex frameworks, we support the
development of EFs, as described in the next section.

SCENARIOS

51. The proper calibration of scenarios is essential for
the usefulness of MaPSTs. The approaches proposed
by some authorities include countercyclical scenarios
for stress test evaluation (Bok 2015 and Tarullo 2016).
A severe scenario in financial upturns helps ensure

that banks build buffers against increasing systemic
vulnerabilities. Likewise, a less severe scenario in
financial downturns would help release buffers and
avoid tightening financial conditions, which can worsen
real economic activity. Moreover, different degrees of
scenario severity might also provide information to
authorities about the readiness of financial entities’
management, and the effectiveness of systems at

hand to confront stressed situations. Last, the proper
calibration of scenarios can also be useful for fine-tuning
crisis resolution frameworks, for example, by testing the
effectiveness of responses, by testing communication
and coordination systems, and so on, according to
different degrees of severity of crises.

52. Picking the proper severity level for a scenario is a
difficult problem. For example, the BoE (2015) proposes
an approach in which both advanced empirical analysis
with a focus on tail risk and regulatory discretion are
used to define scenarios. Yet, the success or failure of
the stress test hinges on regulators being able to identify
and test the correct scenarios. Figure 1 illustrates a well-
documented phenomenon, namely that contagion and
spillovers are often non-linear and lead to a sudden jump
in system-wide losses if the severity of a stress scenario
hits a certain threshold (Elsinger and others 2006).

This non-linear behavior has implications for scenario
selection, as it makes it less obvious which scenarios
cause significant systemic risk amplification and which
ones do not.

53. This is compounded by the fact that whether or

not systemic risk amplification occurs is not just a
function of the severity of the initial shocks; but of

the resilience of financial institutions’ balance sheets

at a given point in time and so their ability to absorb
rather than amplify those shocks. Considering Figure 1,
if 'severity’ refers to prescribed shocks to asset prices
for example, at two different time periods the point at
which contagion kicks in could be at very different places
along this line—a banking system with plenty of excess
capital will be able to absorb much larger shocks than
one with very thin buffers. Since systemic risk arises
endogenously, the severity of the first-round impact, and
the ability of institutions to absorb it, must be considered
to understand how and whether significant contagion is
likely to occur.

54. Nevertheless, for a particular conjuncture, this
tipping point effect will hold. By selecting scenarios
just short of the threshold, regulators may build a
sophisticated model that underestimates systemic

risk. Selecting a slightly more severe scenario might
cause such severe losses that, were regulators and
policymakers to use them to mechanically impose large
increases in capital requirements, they could endanger
the legitimacy of the stress testing exercise and cause
political backlash.

55. Using the results of the MaPST in such a
mechanical way however may not be appropriate.
Systemic risk amplification mechanisms often kick in
beyond certain tipping points—low levels of capital or
liquidity adequacy at which institutions start to default,
or deleverage rapidly, or start withdrawing from funding
markets, for example.

56. When modelling systemic risk amplification
mechanisms, appropriate policy responses could

be calibrated to prevent institutions from reaching
potential tipping points, rather than to absorb the full
extent of losses were they to occur. To take a simple
example: if one bank’s default leads to additional losses
for other banks; and if the existing policy response is to
require that bank to hold sufficient capital so that it would
survive the scenario; then those other banks would not
in fact face those additional losses in a real stress, and
should not be capitalized against them (as this would
constitute double-counting).
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57. Challenges doubtless remain for regulators where
there are time lags involved in banks raising extra
capital against these risks. But the point remains that a
qualitatively different approach is required when thinking
about policy responses to losses caused by amplification
mechanisms, due to their intrinsic interdependence with
institutional resilience.

58. An additional challenge comes from the fact that
it may become necessary to incorporate political
factors and consequences into the design of stress

test scenarios. There is increasing awareness of the
interplay among the political system, financial markets,
and financial regulations. If this political dimension is not
taken into account, as argued by Danielsson and Macrae
(2016) the credibility of a MaPP may be weakened, and
where, in addition, the macroprudential authority may
find it difficult to respond to political events because it
could be seen as intervening in the democratic process.
It therefore seems necessary to have strategies for
dealing with political risk in MaPST design.

Figure 1. Pattern of Systemic Losses with and without the Effect of Amplification Mechanism

Aggregate Loss in Tier 1 Capital

A

Including Contagion

| — Without Contagion

Source: Elsinger and others (2006).

B Severity of Stress Scenario

Note: Scenario B is marginally worse than Scenario A; however, the losses under scenario B are significantly higher than under

scenario A.
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IV. Macroprudential Stress
Tests: Going Forward

59. Given the current limitations to modeling SRA
mechanisms, we support the use of a variety of

data and methods under EFs. No data or modeling
approaches are sufficient for capturing SRA mechanisms;
however, many of these approaches have positive
features that could, in principle, complement each other,
and in turn provide policy makers with an enhanced
perspective, as opposed to the narrow analysis obtained
from only one data source or model. The challenge is to
combine the results of different methods into a coherent
set of information in order to obtain tractable results.
This can be addressed through the development of EFs.
These are organized yet flexible operational entities

that combine elements of separate analyses in order

to provide for a more integrated and comprehensive
understanding than a single path analysis can deliver.

60. EF should be designed to allow for the analysis of
vulnerabilities due to systemic risk through alternative
modules incorporating diverse data and methods. Once
adequacy of results is verified, there should be a defined
procedure that allows the analyst to enrich her views

by drawing information from a variety of approaches in
a consistent manner. For example, this could be done

by designing a framework that defines “connecting
metrics” obtained from, and used in, different modules.
EF could be used to connect models (whereby each
model produces an input for the next model) to generate
some output that is more than the sum of its inputs,

and potentially also more robust. We believe that this
represents a pragmatic approach to integrating diverse
types of data and modeling methods in a consistent
way, providing policymakers with three key benefits:

- Improved insights by taking advantage of
complementary methods.

- Different perpsectives on risks.

+ Reduced exposure to the risks and limitations of a single
model or single analytical framework, due to the use of a
diverse range of data sources and approaches.

61. EF can be particularly useful to national regulatory
authorities. In many cases, national authorities are
developing frameworks that take into account data
specific to their countries (we discuss some examples
below); however, frameworks can also be constructed
with publicly available data that is accessible in numerous
countries (we refer to an example of this type below,

developed by the IMF). The latter can be useful in
advancing analyses cooperatively with other authorities
(for example, monetary authorities, bank supervisors,
insurance supervisors, and so on) who employ their own
analytical tools and data. This EF can serve as a high-
level tool that can draw upon transferable inputs from
cooperating entities in addition to other information

in order to provide a system-wide analysis. These
frameworks can play a similar role in international efforts
(either bilateral or multilateral) to achieve an assessment
of systemic risks at the regional or global level.

62. Despite data constraints and the complexity of
modeling SRA mechanisms, encouraging developments
are underway. Many authorities have prioritized the
improvement of data collection and development of
frameworks that incorporate amplification mechanisms
in stress tests. Although this work is underway in many
countries, in many cases, models have not been officially
vetted; hence, they have not been publicly disclosed.

Yet, in some other cases, country authorities have publicly
announced strategies for the development of frameworks
that rely on a variety of models, and have made it clear
that they will develop frameworks that combine the
information produced by different models in a consistent
manner, thereby taking a similar approach as the one
proposed in this paper.

63. Data. Since the global financial crisis, important
progress in data enhancement relative to crisis
mitigation has been made through the IMF/FSB/G20
Data Gap Initiative and other data initiatives, such as
the FSB's work on monitoring shadow-banking risks.
However, the development of databases that allow for a
comprehensive analysis of contagion will be difficult to
achieve in the foreseeable future. Nevertheless, Banco
de México offers a good example of how to enhance
databases that assess direct contagion by expanding
their databases from interbank loan exposures to other
assets, including securities, derivatives, and foreign
exchange exposures. The set of variables, data templates,
IT systems, and legal provisions under which Banco de
Meéxico collects this data could be a useful example for
other countries looking to enhance their collection of
direct exposure data. While this is encouraging, attention
should also be given to the development of databases
that improve the measurement of indirect contagion.
As we explain below, some efforts are already making
strides on this front.

- One example of promising supervisory-level data
is credit registers. These have recently been made
available for research in a number of countries, and such
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data have the potential to provide early indicators
of crisis along the mechanism, see Schularick and
Taylor (2012).

Trade repository data and records of OTC derivatives
trading is increasingly available for macroprudential
research, as EMIR in the European Union. Such data have
the potential to elucidate how derivatives link financial
institutions and identify channels of contagion. However,
the use of such data in Europe is currently hampered by
governance restrictions, whereby researchers may only
see one side of cross-border trades.

There are a number of commercial databases that

are actively used to explore interconnections between
financial institutions and channels of contagion.

An example is given by the use of securities lending
data, which captures how market participants lend
financial securities to other market participants for a
fee and against collateral, (see, for example, Adrian
and others 2013). This creates exposures that might
create vulnerabilities in times of stress. While aggregate
securities lending data is available commercially,
information with counterparty identities could be used
by researchers in supervisory institutions.

« Financial institutions trading in derivatives validate their
internal pricing models through a commercial service
called TOTEM. Such data have become available to
researchers and commercial entities and can be used
to identify and model risk, the term structure of risk and
transmission channels between risk across maturities,
instruments, and countries.

63. Macrofinancial feedbacks. More recent applications
of macrofinancial feedback methodologies have made
use of time-varying parameter structural VAR models,

in which coefficients are allowed to break continuously.
These approaches hope to improve the measurement

of nonlinear relationships between macro and financial
linkages, and usually involve a different coefficient and
covariance matrix for each time period in addition to
featuring stochastic volatility. The Bank of Japan has
been a pioneer in the development of this type of model
and offers a good reference for how these approaches
could be made implementable in stress tests (see Table
4).2> The Bank of Canada (BoC) has developed a Bayesian
Threshold VAR to generate quantitative macrofinancial
risk scenarios where the switching process between

low- and high-financial stress regimes is endogenous and
depends on initial conditions and shocks. The IMF is also

25 Nakajima (2011).

currently developing a non-parametric Bayesian VAR to
measure time-varying macrofinancial linkages (Bazinas
and Segoviano 2017).%

65. Losses due to systemic risk amplification. Despite
the complexity of SRA loss modeling, some authorities
have made significant strides in this area and have
developed frameworks that combine different types of
modeling approaches (structured and closed form), as
well as different types of data (supervisory and market
based). Examples include:

* Bank of Canada. The BoC has developed an approach
for modeling fire sales in interbank loans. The model
captures contagion driven by bank deleveraging when
banks are leverage-ratio constrained. The model
quantifies negative externalities for other banks
via mark-to-market effects on securities portfolios,
which in turn might generate additional leverage-ratio
constrained effects, and hence additional fire sales.
Table 8 provides details of the model.

Bank of England. The main features of the BoE's stress-
testing framework strategy for 2018 represents a good
example of a comprehensive EF.?” Its framework aims to
use “a suite of models,” and the strategy places significant
importance on the development of methods that quantify
losses from systemic risk amplification. As the BoE takes
up its supervisory powers through the establishment of
the Prudential Regulatory Authority (PRA), it gains access
to highly granular data. Table 2 provides details of the
models that are currently under development to quantify
direct and indirect contagion.?®

European Central Bank. The ECB framework, named
“Stamp€” (Stress Test Analytics for Macroprudential
Purposes in the € area) was first introduced in Henry
and Kok (2013) and consists of four pillars: (i) The
macrofinancial scenario design; (i) models to translate
scenarios into impacts on banks; (iii) the solvency
calculation module; and (iv) the module for contagion

26 Since this setup is over-parametrized, one resorts to Bayesian

inference methods in which a prior is assumed for the coefficients,
which are assumed to have a distribution, that is, are not treated as
fixed; see Primiceri (2005) and Canova (2007).

27 See Dent and others (2016).

28 Some authorities have pointed out that the “suite of models”
approach has its own challenges. How are models chosen in the
suite? How are model outputs weighted? How do modelers know
what drives the results if models are combined to give a joint
answer? Despite these realistic concerns, however, a suite of simple
models within a suitable EF appears to offer a more robust solution
than reliance on a single, all-encompassing model.
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and feedback analysis. Here we focus on the last pillar.
The framework is based on a number of different
building blocks and models that are linked together
consistently and dynamically to provide a flexible

tool for assessing banking sector resilience against
identified systemic risks. The ECB's EF has been
developed to support its contribution to safeguarding
financial stability and its financial sector-related work in
the context of EU-IMF Financial Assistance Programs.
It is also used to challenge results from bottom-up
stress tests conducted by banks and their supervisors.
As the ECB takes up its supervisory powers in the
context of the establishment of the Single Supervisory
Mechanism, it has also gained access to highly granular
data. Table 4 provides details of the models that are
currently under development by the ECB to quantify
direct and indirect contagion.

66. The IMF is developing EF aimed at integrating
diverse types of data and modeling frameworks.

As opposed to authorities with supervisory powers, the
IMF operates under highly restrictive data limitations,
especially for the estimation of contagion losses.
Moreover, the IMF is tasked to analyze vulnerabilities of
a vast group of financial systems with heterogeneous
characteristics, which renders methods that rely on
fixed data configurations and granular data unsuitable.
Therefore, the IMF must develop general approaches that
can be implemented with different types and granularity
of data and can incorporate alternative methodologies.

67. An EF under development by the IMF combines
MiPST models with the quantification of SRA losses
valued through a reduced-form approach using publicly
available data. The proposed framework will use a range
of MiPST models to determine the “first order” impact of
the stress scenario and then overlay the effects of any
risk amplification mechanisms estimated with publicly
available data. Box 2 provides further details about this EF.

« This approach makes use of MiPST frameworks that are
already implemented by assessed firms (bottom up),
authorities, or IMF staff (top down),” with proprietary or
supervisory data.

- For the estimation of amplification losses, the EF relies
on an estimate of the market perception of financial
systems’ distress dependence structures based on
observed probabilities of distress. Perceptions of
dependence are clearly relevant for crisis-contingent

29 See “The IMF framework for banks’ balance sheet stress
test” (2015).

estimates, especially in periods of stress, as market
trends can become self-fulfilling. Hence, contagion

loss estimates embed realistic market reactions and
become computationally simple and relatively light on
data requirements. Using market-based estimates is an
advantage of the framework, given the data limitations
faced by the IMF which make the proper calibration

of methods that rely on ex-ante modeled structures
very challenging.

+ Because of computational simplicity and ready
availability of data to estimate SRA losses, the proposed
EF is a cost-efficient approach to implementing MaPST.
Importantly, computational simplicity does not come at
the expense of analytical rigor (Demekas 2015).2

68. As publicly available data becomes richer and
theoretical models improve, future EF will combine
theoretical models with reduced-form approaches.

For example, structural general equilibrium macrofinancial
frameworks that attempt to capture some of the systemic
risk amplification mechanisms described in the previous
section are being developed to be implementable with data
publicly available in numerous jurisdictions. *' Given the
difficulty of properly calibrating these frameworks, the IMF
proposes to use reduced-form approaches to improve their
calibration, and thus make the output of theoretical models
more consistent with empirically observed outcomes.®?

Note that the cost efficiency of the proposed reduced-
form approach allows for the parallel running of
frameworks that provide policymakers with enhanced
understandings, combining the benefits of improved
measurement of reduced-form approaches with better
insights of theoretical models.

30 This framework is built on standard asset pricing models

and the CIMDO methodology, which is based on cross-entropy
approaches (Kullback 1959). These techniques are well established
in physics (if little known among economists) and are used to infer
the multivariate density function, which in turn uses standard asset
pricing frameworks to calculate contagion losses. CIMDO approach
estimations are robust under the probability integral transformation
criteria (Diebold and others 1998).

31 See Hong and others (2017), who simulate macrofinancial and
solvency-liquidity feedback effects using a structural model.

32 For example, reduced-form approaches could be very useful

for calibrating nonlinear effects (for example, decrease in prices,
increase in probabilities of distress, and so on) and changes in
behavioral assumptions that can lead to systemic risk materializing,
especially in times of distress. A specific example of how a reduced-
form approach and a theoretical approach can be combined to
implement enhanced frameworks is presented in Espinoza and
others (2017c).
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Box 2. Quantifying SRA Losses Based on a Reduced-Form Approach: An EF Developed by the IMF

This EF supplements loss estimates of individual entities from MiPST modules with contagion losses from SRA
mechanisms that are based on publicly available and market-based information and estimated by the “systemic
risk amplification loss” (SRA-loss) module put forth in Alla and others (2017). The quantification of SRA losses
is based on the valuation of bank assets and the realization of specific events such as the failure of a financial
entity, or a scenario in which a group of entities falls into distress. These SRA losses are conditional on stressed
macrofinancial scenarios and the realization of specific events that are typically marked by a single financial
entity, or a group of financial entities falling into distress. Figure below summarizes the proposed EF.

Encompassing Framework for Macroprudential Stress Tests

Macro-financial Scenarios
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‘ ‘ Interconnectedness

structure/adverse
Other
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1. The framework takes a macrofinancial scenario as a starting point. Given the assumptions regarding the scenario,
risk parameters (probabilities of default, loss given default, and exposures at default for different assets and
entities) are individually estimated for each of the financial institutions analyzed (see left hand side of the figure)'.

2. These parameters are used as inputs to estimate losses and profitability for each entity under the MiPST
framework and scenario.

3. These parameters are also employed as inputs to estimate the system’s multivariate density (and distress
dependence structure) from which SRA losses are quantified (see right hand side of the figure). SRA losses are
conditional losses, derived from the multivariate distribution representing the financial system and using an
asset pricing model to compute the expected valuation of each firm’s assets under any stress event of interest.
Obvious candidates for events that should be checked involve entities failing the MiPST (for example, the
entities whose capital adequacy (CA) falls below a predetermined “hurdle rate” after the entity goes through
the MIPST). Moreover, the impact of the default of any entity on the system (SRA losses) can also be analyzed
in this framework. The approach, therefore, is stochastic since it allows analysts to estimate losses conditional
on being on any of the tails of the multivariate density and the probabilities of such events. SRA losses can be
added to the losses of individual entities estimated in MiPSTs.

4. The multivariate framework also permits an easy integration of nonbank financial intermediaries into the
analysis of systemic risk; thus, interactions between banks, insurance companies, pension funds, investment
funds, and hedge funds can be considered for the quantification of losses due to systemic risk amplification
mechanisms (Cortes and others 2017).

1 Thereis a suite of models that can be used to estimate these parameters, including Merton-type approaches, Value at Risk
approaches, non-arbitrage models that rely on credit default swap spreads, bond spreads, and so on.
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Box 2. Quantifying SRA Losses Based on a Reduced-form Approach: An EF Developed by the IMF (concluded)

Therefore, the SRA-loss module permits policymakers to:
+ Quantify losses due to amplification mechanisms in the bank and nonbank sectors;

- Assess whether specific entities would be able to “survive” (that is, if their CA would be above the hurdle rate) the
additional losses brought by SRA; and

- Calculate the contribution to SRA losses from each “connecting” entity in the system, and incorporate the
decomposition of contributions into the likelihood of the event and the intensity (amount) of induced SRA losses.

In order to quantify contagion losses in a financial system, it is necessary to estimate the distress dependence
structure across the entities operating in the system. It is necessary to estimate a system’'s multivariate density

in order to characterize the dependence structure that typifies how values of the entities in the system correlate.
Therefore, when an entity suffers a shock, it is possible to quantify the likely losses suffered by another entity whose
value is correlated to the entity that initially suffered the shock. We propose a statistical method (Segoviano 2006) to
model a financial system’s multivariate distribution, using observed market data on stock returns and probabilities
of distress (PoDs) of individual entities. The method constructs a multivariate distribution of asset returns that is
consistent (in the sense of the default model proposed by Merton, 1973) with the observed PoDs and is closest

to a prior distribution calibrated to match stock returns data. The construction of the multivariate density allows

us to infer the (unobserved) distress dependence structure across the entities in the system, that is, the “system’s
interconnectedness structure.” As PoDs of individual entities change across time, the distress dependence structure
inferred by the method is updated. The method allows us to estimate distress-dependence structures consistent
with market perceptions of risks that change as macrofinancial conditions evolve.

The proposed method of estimating SRA contagion losses incorporates useful features. Because market
data is rapidly updated and embeds market views of risk spillovers from direct contagion (through contractual
obligations across entities) or indirect contagion (through market price channels, including asset fire sales
triggered by stressed entities, or asset sell-offs due to information asymmetries), the method allows us to:

- Incorporate updates in a system’s distress dependence structure based on market perceptions of direct and
indirect contagion across financial entities (that can reflect nonlinear increases in periods of high volatility) in
a timely manner;

+ Quantify SRA contagion losses without, ex-ante, needing to assume structured agent interactions and
behaviors that can change in unknown manners in periods of distress;

« Estimate SRA contagion losses from readily available market information without the need for highly detailed
and granular supervisory information that is not available in many countries, nor to institutions like the IMF; and

+ Compute complementary measures of systemic risk that provide supportive information to various systemic
risk policy objectives (Segoviano and Espinoza 2017).

These features allow policymakers to get crisis consistent estimates of contagion losses and complementary
measures of systemic risk that are interpretable, that incorporate market-perceived structural changes of agent
interactions, and that can change quickly and nonlinearly in periods of distress.

By no means do we consider this EF to be complete or without limitations. As for its quantitative methods,
there are intrinsic limitations that apply, as is the case for any quantitative methodology. Moreover, while

the nonstructural approach to modeling contagion losses offers advantages by minimizing model error and
simplifying implementation, the calculated estimates are generated from a reduced-form statistical model and,
therefore, do not provide much insight into specific amplification mechanisms. Nevertheless, the quantification
of contagion losses is absolutely necessary for assessing the potential magnitude of SRA losses, which is key
knowledge for policymakers. Additionally, insights into transmission channels can be complemented by MiPSTs
and some of the contagion approaches discussed above.
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V. Linking Macroprudential
Stress Testing to MaPP

69. MaPSTs provide information that can be useful for
the definition of policies and calibration of instruments
that have a bearing on systemic risk. Within the range
of MaPP instruments, MaPSTs can most obviously be
used to calibrate capital buffer requirements. This section
discusses ideas on how to use information produced by
MaPSTs to calibrate capital requirements in a way that

is consistent with the Basel Ill framework. Ideas on how
to use information provided by MaPSTs might be further
developed as models improve and their use extends.
Consistent with this, we discuss an alternative view of
the implementation of capital buffers and pose questions
that we consider relevant for policy makers to debate.
We conclude the section by offering up ideas as to how
information produced by MaSPTs can inform a wider set
of policy tools.*

A. CALIBRATION OF CAPITAL BUFFER
REQUIREMENTS

69. The Basel Ill framework includes multiple layers of
capital buffers to ensure the resilience of the financial
system as a whole.** Banks are required to meet the
minimum total capital ratio of 8 percent of risk-weighted
assets (RWAs) at all times. Additionally, banks are required
to maintain the following capital requirements (Figure 2):

* A capital conservation buffer (CCoB). This buffer
consists of 2.5 percent of RWAs in CET1 on top of
the minimum capital requirement outside periods
of stress; the buffer, however, can be drawn down in
stress periods. Drawing down this buffer does, however,
impose distribution constraints on banks. Specifically,
banks that draw on this buffer but are not yet in violation
of minimum capital requirements can continue their
operations, but must retain a significant portion of their
earnings to rebuild their capital stock.

* A countercyclical capital buffer (CCyB). The goal of
this buffer is to enhance the resilience of the financial
system to counter systemic risks emanating from the
financial cycle (time dimension) while also reducing

33 As happens with other policies, it is important to consider
Goodhart's law when implementing MaPSTs for MaPP. The law
states that “when a measure becomes a target, it ceases to be

a good measure.” It implies that the financial system will change
when a MaPST is used for policy purposes, potentially reducing the
usefulness of the MaPST.

34 Basel Committee on Banking Supervision 2011.

the procyclicality of bank lending. The CCyB can vary
between zero and 2.5 percent of RWA, and should

build up extra capital in boom times in order to absorb
potential losses in economic downturns. The CCyB is
set by national authorities, based on the prevalent state
of the macrofinancial environment. Ideally, authorities
should increase the CCyB during a lending boom and
reduce capital requirements during a contraction.®

Surcharges for systemically important bank (SIB)
capital surcharge. The SIB capital surcharges were
introduced to protect the system from the structural
dimension of systemic risk, therefore requiring an
additional buffer commensurate to a bank’s contribution
to systemic risk. The FSB sets a series of buffers for
globally systemically important banks (G-SIBs) and
national authorities can also set buffers for domestically
important banks.

In addition to these buffers, regulatory authorities are
able to set additional bank-specific capital buffers
for banks that they regulate. There are a range of
approaches taken by different regulators. In general,
these buffers are set to ensure the capital adequacy
of each individual bank.

71. The Basel Committee on Banking Supervision

(BCBS) has proposed indicator-based approaches,
along with supervisory judgment and prudence, to
calibrate capital buffers.

- For the CCyB, the BCBS provides a reference guide
based on the aggregate private sector credit-to-GDP
gap (BCBS 2010). This guide was based on an analysis
that showed that a credit-to-GDP ratio of 10 percentage
points or more above trend issues the strongest signal
of an impending crisis (in terms of noise-to-signal ratio).
According to the BCBS buffer guide formula, when the
credit gap breaches a “lower threshold” of 2 percent, a
decision to start increasing the buffer could be merited,
if surveillance supports the judgment that systemic
risk may be building up, and when it reaches the “upper
threshold” of 10 percent, the CCyB should be set at
2.5 percent of RWA. It can also be set higher, based on
broader macroprudential considerations (IMF 2014).

35 The CCoB s set for the whole banking system and the CCyB

is uniformly set for each jurisdiction. Heterogeneity in the CCyB
requirements across banks is driven by differences in the banks'’
credit exposure across jurisdictions. For example, a British bank
with operations in Germany would face a weighted average capital
requirement across the two jurisdictions. Two banks operating
exclusively in one country would have the same buffer requirements
even though they could differ substantially in size, risk, or
connectedness.
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Figure 2. Basel lll Capital Requirements and Buffers'

Additional buffers for
systemic banks
(bank specific)

Countercyclical capital

Buffers buffer (all banks)

Capital conservation buffer

Minimum capital
requirement

0-3.5%?
: Buffers that can be
 0-2.5%° calibrated by stress tests
2.5%
8%

1o 2.5 percent.

1 The above illustrates the minimum requirements presented in the Basel Ill framework. National authorities may have additional
minimum capital requirements or other types of buffer requirements. More precisely, banks are required to meet the minimum
CET1 ratio of 4.5 percent of RWA, the minimum Tier 1 ratio of 6 percent, and the minimum total capital ratio of 8 percent.

2 National authorities can impose a capital buffer requirement on SIBs that is higher than 3.5 percent. The Basel framework
introduces capital surcharges for G-SIBs ranging from 1 to 3.5 percent. For banks that are systemically important both globally
and domestically, the higher of G-SIB and D-SIB capital surcharges applies.

3 National authorities can impose a CCyB higher than 2.5 percent, while the mandatory international reciprocity applies only up

- For the SIB capital surcharges, the BCBS has published
a methodology for assessing and identifying global
systemically important banks (G-SIBs), (BCBS 2013) and
proposed a similar framework for domestic systemically
important banks (D-SIBs) (BCBS 2012). The identification
of SIBs uses indicators that capture four dimensions of
systemic importance: size, interconnectedness, level of
substitutability, and complexity. For G-SIBs, there is a fifth
indicator: global scope of activities.*® Banks are ranked by
their systemic importance based on the indicators and
supervisory judgment, and placed in five buckets with a
gradual scale of surcharge ranging from 1 to 3.5 percent.

72. MaPSTs may also contribute to calibrating these
capital buffers. Since MaPSTs can give guidance on how
much overall capital is desirable in order to withstand
contagion losses from SRA mechanisms and assess

the economic impact of changing levels of capital, they
would be valuable tools in calibrating capital. Stress test
scenarios can also be designed to be countercyclical,
such that the degree of severity increases as the
economy moves up the financial cycle.

73. Policymakers should ensure that banks are
sufficiently capitalized to withstand a stress scenario of
appropriate severity for the position in the financial cycle.

36 Additional analytical tools, including network analysis and
market-based indicators, can be used to identify systemic institutions
(IMF 2014).

This, while banks continue supporting the real economy
through their banking activities. If a stress test suggests that
the banking system as a whole is insufficiently capitalized,
then policymakers might want to use system-wide capital
buffers to respond. For example, a CCyB or sectoral capital
requirements could be implemented. In addition, if individual
banks in the system are systemically important and are
shown to be insufficiently capitalized so as to support the
real economy in a stress period, then a microprudential
policymaker might want to increase bank-specific capital
buffers for those banks. Similarly, buffers could be adjusted
both up and down, depending on economic conditions and
stability. The possibility that both system-wide and bank-
specific capital buffers might be adjusted in response to
stress tests means that some coordination between macro-
and microprudential authorities may be required.

« In the United Kingdom, authorities intend to set capital
requirements for the system-wide CCyB and CCoB, as well
as for the bank-specific PRA buffer, based in part on stress
test results (BoE 2015). The specific sizes of the CCoB
and the CCyB are set by the Financial Policy Committee
(FPC) and the size of the PRA buffer is set by the PRA,
both of which are within the BoE. See Box 3 for a detailed
explanation of how buffers are intended to be set.

- In the United States, one idea is to introduce a bank-specific
stress capital buffer (SCB) that can replace the 2.5 percent
CCoB of the Basel Ill framework. The SCB would be set at
least as high as the CCoB and would be equivalent to the
maximum decline of a bank’s Tier 1 capital ratio under a
severe adverse scenario (Tarullo 2016).
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Box 3. Calibrating the CCyB Rate: The BoE Approach

In the U.K,, stress tests are one of many inputs into the setting of the CCyB. This box explains how the Bank of
England uses stress tests to calculate an implied CCyB rate, which informs the FPC'’s decision over the CCyB.

Each year, the BoE subjects the seven largest U.K. banks (covering ¢.80 percent of lending to the real economy)
to the same macroeconomic stress scenario, the annual cyclical scenario (ACS). The severity of the ACS varies
according to the FPC's view of the level of risk in the financial system: as risks build, the severity increases; as
risks crystallize or abate, the severity decreases. The BoE extracts an ACS-implied U.K. CCyB rate from the stress
test results by treating the seven participants as a single bank, isolating the U.K. cyclical impact at the system-
wide CET1 ratio low point. To do this, authorities receive data from participating institutions on the U.K. element
of CCyB-relevant impact items (cyclical and relevant to the U.K. banking system as a whole). Examples include
firms’ estimates for U.K. income and expenses; U.K. impairment charges; and U.K. credit risk RWA.

For some impact items that are either partly idiosyncratic, or otherwise difficult to allocate between U.K. and non-
U.K. impact, the BoE uses its judgment to estimate U.K. impact. Examples include dividend payments; available-for-
sale assets; and impact relating to defined benefit pension schemes. Its dataset is sufficiently granular to enable

a prudent and consistent U.K. allocation for most of these items. The BoE then applies the equation below to
calculate an ACS-implied CCyB rate. If the UK. cyclical stress is greater than the end-state CCoB rate, the FPC may
decide to make up the difference by setting a positive U.K. CCyB rate (or change the rate where already positive).

The ACS is published end-Q1 each year. Firms submit projections and the BoE undertakes its analysis over Q2 and Q3,
with the results and decisions disclosed in Q4. Between setting the ACS and taking decisions on the results, significant
risks could crystallize or abate. Consequently, the ACS results may be overly severe (where risks abated) or not severe
enough (where risks increased). Where this occurs, the FPC and PRA use their judgment to determine the appropriate
and coordinated regulatory response to the stress test results. The BoE emphasizes that this calculation helps to
inform FPC discussion. The FPC's ultimate judgment on the appropriate UK CCyB rate to set can take into account a
variety of other factors and indicators, including any changes to the risk outlook that could occur after the test was set.

Absolute change in CCyB-relevant Absolute change in CCyB-relevant capital requirement
capital resources between start (hurdle rate multiplied by absolute change in CCyB-relevant
and low point of the stress RWA) between start and low point of the stress

2k P |+ arwa YK
UK CCyB rate implied by ACS - CCoB%

Where: RWA base UK g[; 0

a = the stress test hurdle rate (see section 1.4
of the October 2015 approach document for
more details on the hurdle rate

Starting point CCyB-applicable RWA base

b = bank participating in BoE stress test

RWA = UK-relevant RWAs

« The numerator of the fraction represents the total absolute change in capital resources under stress plus the
absolute change in capital requirements. This is measured from the starting point to the stress CET1 ratio low point.

« The impact of the stress (numerator) is converted to an RWA-based measure by dividing by the starting
point CCyB-applicable RWAs base as a denominator. Determining the UK-relevant portion of RWAs is not
straightforward. In practice, a proxy (such as RWAs related to domestic credit exposures) might be used.

+ Where the stress impact exceeds the CCoB, the residual helps to inform the setting of the ACS-implied UK CCyB
rate. The actual UK CCyB rate itself is set in 0.25 percent increments.




MACROPRUDENTIAL STRESS TESTS AND POLICIES

- Bologna and Segura (2016) propose the introduction of an corners. Stress tests that serve the former purpose
explicit stress test buffer on top of the CCoB and the CCyB are likely to require a clear framework and be fairly
in case the losses during the stress test exceed the sum stable over time. For example, stress tests aiming to
of those buffers. Alternatively, one could see their proposal calibrate a CCyB should systematically link the severity
as forcing banks to hold enough capital to withstand the of the stress scenario to the state of the financial cycle.
stress test losses with the CCoB and the CCyB counting But there is also value in running stress tests that are
as a credit toward that capital requirement. In essence, all more exploratory. Regulators might want to consider
three proposals are similar in tying capital requirements to adopting a “wide palette,” one that takes into account
stress test losses and in giving credit for existing buffers. scenarios that are both novel and orthogonal to historical
experience. But, while these sorts of scenarios might be
74. There are many challenges for calibrating a capital extremely helpful in allowing policymakers to learn about
buffer strategy. risks, they might not be as suitable for setting capital.
Time consistency Robustness of methods

+ The measurement of systemic risk is inherently uncertain.
Risk assessment is a complex, multivariate problem. The
assessment of macrofinancial imbalances requires a
notion of financial equilibrium, which is difficult to assess.
As methods for stress testing are enriched to incorporate
SRA, they may become more prone to data and model
uncertainty. As gaps, misclassifications, and omissions
in the data are inevitable, it is therefore important to
assure the robustness of the techniques employed and to
quantify as far as possible the sensitivity of the results to
the assumptions that have been made.

- There can be sizable lags between the publication of
information, the start and the finish of a stress test. As a
result, it is possible that the stress test is somewhat out
of date by the time the results are finalized and capital
buffers calibrated. For example, bank balance sheets
can change materially during the course of a stress test,
as can overall stability and the state of the economy.
And the risks captured in the stress test scenario, or the
severity of the scenario, may no longer be appropriate
some months later. On the other hand, the financial
cycle typically moves fairly slowly (Aikman, Haldane, and

Nelson 2015), so this may not be a material concern.
B. INFORMING A WIDER SET OF POLICY TOOLS
+ The asymmetry of CCyB calibration around the

(potentially gradual) buildup of risk in a financial
upswing versus the (potentially abrupt) crystallization
of risks is another challenge.

75. Beyond informing the calibration of capital
requirements, MaPSTs could be used to inform a wider
set of MaPP tools. These may relate both to risks in the

real economy, and to those in the financial system.
Optimal level of regulatory discretion versus

quantitative calibration * Identification of firms that could cause the most severe

externalities or be most vulnerable to shocks. By

+ Mechanically linking stress tests to the calibration identifying those whose actions may most amplify and
of capital buffer requirements reduces the scope for spread distress (e.g., through their activity in making or
policymakers to apply their judgment and discretion trading in markets, or their role in providing funding to
when setting capital buffers. Stress tests are not the only non-bank financial institutions, as well as their importance
source of useful information about the appropriate size of to the real economy), or those firms that might suffer the
capital buffers, and therefore policymakers may also wish  highest losses as a result of distress of other entities.

to take into account other information when calibrating
capital buffers. On the other hand, commitment to a
systematic, transparent approach has its benefits—for
example, by acting as a form of defined rule.

Lending standards. By developing and exploiting granular,
sectoral models of real economy balance sheets, MaPSTs
could be used to explore how the distribution of borrower
vulnerabilities may evolve under different scenarios—during

+ Calibration also requires an assessment of the costs and both booms and busts. This would both add clarity to the
benefits of changing the CCyB, both for risk and resilience. risks facing the banking system, and quantify the potential
These costs and benefits are likely to be state contingent for borrowers to amplify downturns through reduced
and nonlinear, again warranting further research consumption and investment. Furthermore, it could provide

Consistency of alternative uses of stress tests a route to modelling how macroprudential policy tools can

impact on the risks of macrofinancial feedbacks, both in
terms of how they build up during upswings, and what
impact they have in downturns. Tools that target lending
standards—such as loan-to-income and loan-to-value limits

+ There may be a tradeoff between running stress tests
that are useful for setting capital requirements versus
those that are more useful for shedding light on dark
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on mortgage lending, for example—will impact on how the
distribution of borrower vulnerabilities evolves during good
times; and on the severity of losses and macrofinancial
feedbacks during a downturn. For example, Figure 3 shows
how the shape of the LTV distribution can lead to a tipping
point in the impact of a downturn on mortgage risks.
Running a MaPST that incorporates the way that policy can
impact on this distribution can provide a forward-looking
assessment of how such a policy can dampen the severity
of future stress events.

MaPP responses targeting systems’ structural
features. Quantifying the potential losses arising

from systemic risk amplification mechanisms may

also motivate other MaPP responses. For example,
following the recent financial crisis, large exposure limits,
bilateral margining, and central clearing mandates were
implemented with the aim of altering structural features
of the financial system that amplified losses in the crisis.
Using MaPSTs to understand and quantify structural
risks in a forward-looking manner could motivate policies
that similarly target the structure of the financial system.

* Improving the design of recovery and resolution

frameworks. MaPSTs can provide useful information
for designing recovery and resolution frameworks for
systemic crisis management. Bankers will often stave

MACROPRUDENTIAL STRESS TESTS AND POLICIES

off bankruptcy and resolution for too long for a variety
of reputational and behavioral reasons. Goodhart and
Segoviano (2015) argue that MaPSTs can be useful for
defining a ladder of regulatory intervention thresholds in
which the socially optimal path for financial institutions
is recovery instead of resolution. This gives authorities
their best chance for dealing with fragile banks as

a going concern (recovery), instead of a potentially
contagious failure, which usually requires resolution.

Supporting the understanding of the impact of
regulatory constraints. Modeling of SRAs in MaPSTs
can also provide insights into how existing regulations
may influence the actions that institutions might take
under severe stress, and how these actions could cause
spillovers and amplifications of shocks. MaPSTs can
identify whether, for example, risk-based or leverage
requirements are (more) likely to bind in a stress scenario.
They then can model which actions banks might take to
improve their solvency, and, taking into account liquidity
constraints, how these actions would impact the wider
financial system (see, for example, IMF 2017).%

37 Divya Kirti and Vijay Narasiman, “How is the likelihood of
fire sales in a crisis affected by the interaction of various bank
regulations?” IMF Working Paper 17/68.

Figure 3. Mortgage Characteristics

3a = hypothetical distribution of mortgage loan-to-
values in an economy
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Source: Authors’ calculations.

3b = share of mortgages in negative equity for
a given house price fall
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Note: Figure 3a shows a hypothetical distribution of loan-to-values on mortgages. The majority of these have LTVs below 80 percent,
with a large cohort just below this point. Figure 3b shows the proportion of homes in negative equity for house price shocks of 0 percent
to 40 percent. For house price falls of up to 20 percent, relatively few mortgages enter negative equity; beyond 20 percent, there is a rapid
increase in the number of mortgages entering negative equity. This nonlinearity would mean that beyond a certain house price shock,
borrower distress and credit losses to banks would be expected to increase rapidly for this hypothetical economy. LTV restrictions on
new mortgages could be applied to start reshaping the LTV distribution in order to mitigate this risk.
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VI. Governance for Effective
Macroprudential Stress
Testing Frameworks

76. Macroprudential stress testing is an ongoing process
and not an event or a one-off, and requires a strong
governance framework. A key element of its effectiveness
depends on the governance framework. Macroprudential
stress testing is not just about models and the mechanics
of applying specific tests. It accounts for the wider
macrofinancial environment within which the stress tests
are applied and used within the decision-making process.
Many assumptions are made entailing much uncertainty.
Judgments are formed on possible behavioral reactions,
systemic interactions, and feedback effects. Based on these,
a choice is made of the type of prudential instruments

to be deployed, when, on who, and how. Therefore, a

strong governance framework for MaPSTs should be fully
integrated into the MaPP institutional framework.

77. Apart from the rigor of the stress tests, ensuring

the integrity of MaPSTs becomes a key requirement.
Adequate focus needs to be placed on the roles and
duties of the various officials responsible for systemic risk
assessments. The functions of internal audit, validation,
and upkeep of the stress test framework are crucial to

the integrity of the process.

A. GOVERNANCE FRAMEWORK

78. In general, any setup that seeks to implement an
effective MaPST framework must be guided by six
principles:

« First, maintain stability and consistency across the
stress test mandates, process, models and technology,
and outcomes.

+ Second, establish a strong end-to-end governance
framework with early engagement of senior management.

» Third, establish risk and controls frameworks to
challenge and validate methodologies and assumptions
about the financial system’s response to stresses.

« Fourth, continuously test systemic factors and make
preemptive policy adjustments rather than view MST
as an annual exam that needs to be passed and then
promptly forgotten.

Fifth, integrate the flow of data that moves in various key
systemic channels into the analytic process, leveraging
resources, promoting both top-down and bottom-up
flows of information, and focusing on data quality,
granularity, and frequency.

« Sixth, adopt a forward-looking approach that integrates
outcomes across different areas of financial stability
policymaking, with the goal of broader economic
governance.

79. The appropriate governance framework depends

on policymakers’ remits and objectives driven by the
structure of the financial system. As these vary across
jurisdictions, it is unlikely that there will be one single correct
governance framework. Similar to the MaPP institutional
framework, an effective governance configuration for
MaPSTs is well served by three desirable elements:

« Providing designated authorities with a clear
macroprudential mandate to foster a willingness
to assess.

+ Ensuring the designated authorities’ ability to assess by
assuring access to relevant information and providing
sufficient technical resources.

+ Promoting effective coordination and cooperation
in systemic risk assessments while preserving the
autonomy of separate policy functions.

Will to assess

80. A clear MaPST function requires a clear assignment
of responsibility for identifying systemic risks and
providing input for policy action. Legislation should

be clear about who is responsible for MaPP including
systemic risk monitoring and should assign specific
intermediate objectives. Where a clear assignment

is lacking, extempore group actions might lead to
underinvestment in systemic risk monitoring. Thus, the
perimeter of stress tests may be kept narrow, focusing
on individual financial institutions, and failing to consider
negative externalities from direct and indirect financial
interlinkages.

81. Such responsibility should be assigned to a national
macroprudential authority, an agency, a council, or

a committee. In many jurisdictions, the central bank
takes on a leading role, given its analytical expertise on
macrofinancial risk assessment, practical knowledge
about financial markets, and the role as lender of last
resort. Some arrangements also involve the relevant
authorities with microprudential authorities because of
their role in preserving the health of individual financial
institutions and the function of financial markets. In some
cases, external experts can bring together independent
and comprehensive views on systemic risk.
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Ability to assess

82. Assuring timely access to the appropriate data is
critical for enabling the authority to properly perform
systemic risk assessments. Data gaps can hinder the
early detection of systemic risks and increase uncertainty
regarding the need for a policy response to identified
concerns, while also potentially impeding the choice and
enforcement of macroprudential measures. Closing these
gaps requires not just new data, but also improvements in
the granularity, frequency, and timeliness of existing data.

83. The designated authority needs to have the power
to collect information beyond directly regulated entities.
Financial activity can often migrate to unregulated
entities in response to regulations in unintended and/

or unpredictable ways. In closing any data gaps,
consideration must also be given to the cost of

data collection imposed on the financial industry.

Any governance framework should facilitate the flow

of information among agencies and avoid redundant

data requests.

Effective coordination and cooperation

84. Explicit mechanisms are needed to ensure the flow
of information and cooperation in risk assessment
(IMF 2014). IMF-BIS-FSB (2016) shows that most of the
observed MaPP institutional designs belong to one of
the three models (Box 4), influencing the flow of data and
risk assessments. Full institutional integration (Model

1) facilitates access to the available quantitative as well
as qualitative supervisory data, while strong institutional
separation across agencies (Model 3) may impede the
free flow of data and risk assessments. In the latter case,
legal impediments to the sharing of supervisory data

for financial stability purposes will need to be resolved
through legal obligations (Germany and Turkey) or
memoranda of understanding (Australia, Ireland, and
Switzerland).

85. To ensure that the MaPSTs are done across the
financial system, all relevant agencies should actively
participate in the risk assessment. Reaching a common
view on systemic risks based on shared information will
reduce incentives for disagreements and uncoordinated
policy actions by respective agencies (Osinski and

others 2013). Frequent contact, senior-level engagement,
open dialogue, and constructive challenge will promote
successful coordination across agencies.

86. Macroprudential stress testing and policy actions
should work hand in hand with microprudential
oversight. Shared information, joint analysis, and a strong

dialogue can reinforce the complementarities between
macroprudential and microprudential perspectives.

In high stress conditions, tensions can arise, since the
macroprudential perspective may call for a relaxation
of regulatory requirements (such as capital buffer) that
could limit fire sales (as banks do not need to deleverage
to maintain a regulatory ratio). At the same time, the
traditional microprudential perspective may seek to
retain these buffers to protect the interests of clients

of individual financial institutions (the U.K. seeks to
minimize the possibility of conflicts such that the BoE
houses both the microprudential policy via the PRA

and macroprudential arm of policy via the FPC). Stress
tests provide a framework for governing the interaction
between micro- and macroprudential instrument setting
and should help facilitate effective policy coordination.

B. ACCOUNTABILITY AND COMMUNICATION

87. With responsibility clearly assigned, accountability
requirements become the check and balance. A strong
accountability mechanism ensures that the authority
takes seriously responsibility for stress test results

and impacts on policy. The mechanism should be
geared toward obliging the authority to allocate
sufficient resources for the conduct of risk analysis

and stress tests.

88. Guided discretion should be combined with a proper
degree of transparency. Open communication promotes
public understanding of the factors affecting systemic
risk and the need for a specific tool for promoting
financial stability. A range of communication tools is
now frequently employed, such as regular testimony

to the national parliament, financial stability reports,
disclosure of policy statements, and meeting records.

In some cases, these tools have been required by law

as accountability measures (France, Germany, and the
United Kingdom).

89. There has been a trend toward greater transparency
among central banks and regulatory authorities over
the past few decades. Transparency and disclosure

can be seen as important policy levers. In fact, public
communication of stress test results has gained
momentum since the onset of the global financial

crisis (IMF 2012). Some countries were disseminating
the results of stress tests in their financial stability
reports even before the crisis, but the aftermath saw an
unprecedented degree of disclosure of stress test results
in the United States and Europe. This spurred greater
public interest in stress tests, which increased pressure
for more disclosure.
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Box 4. MaPP Institutional Framework Models

Model 1. The main macroprudential mandate is assigned to the central bank, with its Board or Governor making
macroprudential decisions. This model is the prevalent choice where the central bank already concentrates the
relevant regulatory and supervisory powers. Systemic risk assessment can bring together macro- and micropru-
dential expertise and fully exploit complementarities between top-down and bottom-up risk analyses, for example,
in the approach to stress tests.

Model 2. The main macroprudential mandate is assigned to a dedicated committee within the central bank.
This setup creates dedicated objectives and decision-making structures for monetary and MaPP, and can help
counter the potential risk for multiple mandates affecting decision-making within the central bank “(IMF 2013)".
Unlike Model 1, it can foster an open discussion of systemic risks through participation of separate supervisory
agencies and external experts in the committee.

Model 3. The main macroprudential mandate is assigned to an interagency committee outside the central bank,
in order to coordinate policy action and facilitate information sharing and discussion of system-wide risk, with the
central bank participating on the committee (as in France, Germany, Mexico, and the United States). Identification
and mitigation of systemic risk is a multi-agency effort. This model can accommodate a stronger role of the MoF.
Participation of the MoF can be useful to create political legitimacy and enable decision-makers to consider policy
choices in other fields, for example, when cooperation of the fiscal authority is needed to mitigate systemic risk.

Central Bank Model Separate Committee Model
Model 1 Model 2 Model 3
(Board or Governor)' (Internal Committee) (Committee outside the central bank)?

Argentina, Belgium, Brazil*, Cyprus, Algeria, Malaysia*, Austria (M), Canada and the U.S. (M),
Czech Republic, Estonia*, Hong Kong | Morocco, Saudi Arabia, Chile (M), Denmark (C), France (M),
(SAR), Hungary, Indonesia, Ireland, South Africa, Thailand, Germany (M), Iceland (M), India (M),
Israel, Italy*, Lebanon, Lithuania, and the UK Korea (M), Malta (C), Mexico (M),
Netherlands*, New Zealand, Norway?, Poland (C), Romania (C), and
Portugal*, Russia, Singapore, Turkey (M).
Slovakia, and Switzerland?.

Source: IMF-BIS-FSB (2016).

Notes:

1 Countries with an “*" have an additional council including other supervisors (for example, insurance supervisory authorities and
financial market authorities) that play a coordinating role.

2 The central bank mandate is confined to the CCyB.

3 “(C)" or “(M)"indicates whether the council is chaired by the central bank or by a government minister (usually the minister of
finance), respectively.
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90. Publication of stress test results can have benefits.
In principle, publication of stress test results should allow
external observers to judge the resilience of financial
institutions and the financial system to various risks.*

- Communication can make policy more effective.
Disclosure can boost market discipline by providing
market participants with information about risks
and resilience. Promoting market discipline through
an effective communication regime can act as
an important complement to direct policy actions
undertaken by authorities. The authority can use it as a
way to shore up market confidence, promote realistic
risk pricing, and (preemptively) raise additional capital
from private sources if necessary, thereby reducing the
probability of sudden reversals of market sentiment.
Even when the results are weak, public communication
can have a positive impact if it is accompanied by
credible contingency plans for financial institutions that
reflect the authorities’ commitment to financial stability.

- Transparency can boost the credibility of MaPSTs,
increasing public confidence in financial stability and
the stress testing authority.

+ Communication can improve policymakers’ decisions
by providing a credible commitment to explain stress-
testing judgments publicly.

- Publication of stress test results can enhance public
accountability.®® Transparency requires regulators
to ground their judgments and actions on verifiable
information and allow stakeholders and the public at
large to hold them to account. It provides legislatures
and the public with an effective basis to challenge the
authorities’ stress-testing judgments (BOE 2016).

38 He and Manela (2014) look at information acquisition in bank
runs and find that public disclosures of solvency information

can mitigate runs. In a similar vein, He and Manela (2014) and
Alvarez and Barlevy (2014) construct a model in which incomplete
information can make mandatory information disclosures by
banks socially optimal in periods of high contagion.

91. These considerations significantly contributed

to the design of the first U.S. macro stress testing
exercise carried out in 2009, the Supervisory Capital
Assessment Program (SCAP). SCAP had two
noteworthy features. First, it was announced, in advance,
that any bank failing the stress test would be required

to issue new shares in order to bring the bank’s capital
ratio up to the regulatory minimum under the stress
scenario. Second, the results of the test were announced
publicly in considerable detail. The reaction of most
commentators and the market was favorable. As pointed
out by Bernanke (2013), SCAP was a prime example

of the positive effects achieved by providing investors
“credible information about prospective losses at banks”
Subsequently, this opinion has been widely accepted as
one of the confirmed lessons from the crisis, and later
stress testing has been judged to a high degree on the
transparency of result reporting that is built into the tests.

92. However, a number of analysts have expressed
doubt that stress tests should be automatically
disclosed to the public. Goldstein and Sapra (2013)
survey the theoretical literature on mandatory disclosure
and identify a number of unintended consequences

of disclosure rules that suggest that they need to be
structured with care.

» Disclosure may undermine risk sharing, as has been
highlighted by Allen and Gale (2000). For example, exposure
to losses revealed by stress testing may undermine the
normal provision of liquidity in interbank markets.

- Disclosure may disincentivize private efforts toward
information acquisition and may undermine due diligence.

- Disclosure of stress test results may entice financial
institutions to make portfolio choices to “game” the tests.

- If contingency plans or credible backstops are not in
place, it can undermine market confidence.

- If stress tests are not severe enough, they can provide
a false sense of confidence in the resilience of the
financial system.

39 Asanexample, see Brazier (2015) for an explanation of how
the BoE's annual cyclical scenario is intended to make stress testing
more systematic.

40 For example, Bank C knows its exposures to Bank B. However,
Bank C does not know about Bank B's exposures to Bank A, which
faces a solvency problem as revealed in the tests. Thus, the public
announcement of stress tests results has increased agents’
information sets, but this is just a change of the information structure
that still leaves the system as a whole in a state of imperfect
information.
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93. However, these observations seem to be based on a
too hasty reading of the early literature on asymmetric
information and bank runs. An announcement of stress
test results for banks participating in a macro stress

test run by supervisors does not automatically place all
participants on an equal level of common knowledge.
Information asymmetries may still persist.“° In this
context, the question of whether revealing information to
the public increases or decreases systemic risk becomes
more complex. Therefore, a number of preconditions
should be met: stress testing should target all the
relevant risks and SRA mechanisms, it should assume
several shocks, produce a candid assessment, and

be accompanied by a convincing framework for crisis
resolution and follow-up action, including government
support, if needed.

94. Hence, the optimal degree of transparency in stress
tests is still an open question, and can vary across
different dimensions of stress tests. An assessment is
required of the trade-offs between the costs and benefits
of transparency in scenarios, methodologies and models,
results, and policy actions. (Goldstein and Sapra 2013).

* Scenarios. Most authorities disclose a substantial
amount of quantitative information about their chosen
stress test scenario. The public can then gauge the
severity of the test by, for example, comparing it to
previous recessions or financial crises. In this way, the
stress test can gain credibility. Further, the stress test
scenario allows policymakers to publicly quantify what
state of the world they want the banking system to be
resilient to, and stakeholders can then hold them to
account on that judgment. At the same time, authorities
do not typically publish paths for all of the variables
that stress test participants require in order to produce
stress test projections, possibly because policymakers
want stress test participants to develop and improve
their own capabilities to model and generate
hypothetical adverse scenarios. Providing them with
a comprehensive set of scenario variable paths might
weaken banks’ own incentives to develop and maintain
these capabilities.

Methodologies and models. There is typically less
transparency over methodologies and models.
Disclosure of the details of specific stress testing
models may lead to banks simply replicating the
regulator's model rather than developing their own,
leading to a “model monoculture” (Bernanke 2013).

On the other hand, publishing information about stress
testing authorities’ models sends a clear signal to
participants about what they regard as best practice.
In addition, publishing details about models allows

outsiders (for example, in academia) to scrutinize those
models, provide constructive feedback that leads to
model improvements.

Results. Most authorities disclose quantitative stress
test results, including for individual institutions.

This enhances accountability and market discipline
by allowing investors and market participants to form
their own assessments of the resilience of banks.

But disclosure of stress test results is limited. Not all
authorities disclose individual bank results, and those
that do tend to disclose only headline metrics (for
example, capital ratios or shortfalls). They may do so
to avoid triggering an over-reaction in financial markets
to the vicissitudes of specific entities.

Policy actions. There is wide variation in how
authorities use stress tests to inform policy actions;

in many cases, this dimension of stress testing is still
in its infancy. Nevertheless, authorities have tended to
disclose some information about the policy responses
to stress tests, such as the hurdle rate, or qualitative
information obtained and actions taken. Disclosure in
this area has the potential to boost accountability, but
disclosing too much may risk revealing commercially
sensitive information.

95. The benefits of transparency can be reinforced by
focusing on key features that define the stress tests.

Publication of a policy strategy. The framework can
encourage the development and announcement of
a preferred policy strategy based on assessments
of systemic risks and a deployment of specific
macroprudential tools. Such a strategy can generate
a degree of commitment by spelling out under what
conditions these tools would be deployed.

Periodic reports of risk assessments and policy
actions. It is essential to publish periodic reports on an
assessment of risks as well as an ex-post assessment
of measures taken. Periodic risk assessments should be
comprehensive, include macroprudential stress testing
and complementary analyses, and focus on the resilience
of the financial system as a whole. Publication of an
ex-post assessment of macroprudential measures is
useful to create a measure of success to gauge previous
actions and which can help build policy credibility.

It can also create public support for additional measures
when the conclusion is that existing measures have not
achieved their objectives. Both risk identification and
ex-post assessment may form part of a (semi-annual)
Financial Stability Report published by the central bank
or a dedicated macroprudential authority.
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* Record of meetings. Publication of a record of
meetings should establish transparency on the
systemic risk issues discussed and clarity regarding
the votes cast by members on policy decisions. Such a
record can help the authority establish a narrative that
prepares the market and the public for macroprudential
action. It can also signal to the market that MaPP will
be used unless there is a change in market behavior
(expectations channel). When such a threat is credible, it
can help change market behavior and reduce the costs
associated with the variation of macroprudential tools.
To promote accountability, the record should identify the
key decisions taken at the meeting. When voting records
are published, accountability increases and those
opposing actions are more likely to feel a need to justify
their decisions, or indecisions.

96. The way MaPST results and methodologies are
communicated is crucial to maintaining a strong
mandate. By its very nature, MaPP aims at reducing the
probability of crises, which are inherently low-probability
events. Therefore, judging the benefits of MaPSTs is

a difficult task, and the longer the interim between
crises, the stronger will be the voices claiming that the
costs of MaPST outweigh the benefits. It is therefore
important that the purpose and methods of MaPSTs

be communicated clearly. Stressed scenarios need

to be credible and the calculated losses need to be
accompanied by a convincing narrative about how the
losses could arise in practice.
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VII. Conclusion

97. In this report we have studied the development of
stress testing as a framework and presented current
discussions of its uses for formulating MaPP. In many
contexts authorities now regularly undertake stress tests
of major banks and other financial institutions in order to
assess their vulnerabilities to a variety of risks. A number
have taken the lead in organizing the stress testing
framework to provide an assessment of risk for the
banking sector as a whole. This is a challenging endeavor
because the stress testing methodology that underpins

it reflects its microprudential origins, in that it provides
indicators of the solvency of an individual institution if it is
exposed to extreme moves in external risk drivers viewed
as exogenous to the system. In order to form a genuine
system-wide assessment, the analyst needs to allow for
the ways in which risk can be amplified within the system.

98. Our study has surveyed the current state of play

in this programme. First, we reviewed the extensive
recent efforts to develop theoretical models that capture
risk amplification mechanisms in a financial system,
mechanisms that make systemic risk endogenous.
Building on the insight that the most important

systemic risks are genuinely endogenous in nature,

we considered the approaches that incorporate direct
means of contagion, for example, through interbank
exposures. The early applications of this approach
explored the ways in which a loss in one part of a
network can spread throughout the system. Treating
transmission mechanistically tends to produce a degree
of amplification that seems too small to capture the kinds
of contagion observed in the crisis of 2008 or in the Asian
financial crisis of 1997. Therefore, more recent work in
this area has introduced additional elements that may
better capture the financial sector’s potential to generate
rapid and large amplification of losses. Most of this

work develops either or both of two lines of inquiry.

One focuses on the modeling of behavior of actors within
the system (structural models), while the other explores
the structure of information within the system and how
that structure may be altered as a result of agents’
behavior as a crisis unfolds (reduced-form approaches).

99. One specific area where these approaches have
been applied is in the understanding of fire sales

and how they operate within a system with levered
investors. A hit to the value of assets of a levered investor
mechanically translates into a large percentage loss

of capital. The agent may respond by selling assets to
reduce leverage; however, the amount of assets sales
may be amplified by precautionary behavior. Investors

themselves may seek to restore a capital buffer by
holding extra capital beyond the minimum amount
needed to support the remaining assets. Or investors’
creditors may reduce the amount of leverage they will
accept, for example, by increasing haircuts. In addition
to these effects, the fact that many of the assets that
investors are forced to sell may be relatively illiquid
means that their actions will have a price impact that will
be observed and felt by players not directly connected
either to the investors exposed to the initial loss or

to their creditors. Thus, the loss can spread to other
sectors. As information of these losses spreads, an
additional amplification effect can emerge in the form
of herding behavior. While herding is sometimes treated
as a reflection of bounded rationality, recent work has
shown that it can emerge naturally by the behavior of
rational agents in market structures that create strategic
complementarities.

100. These forces have been explored in a wide variety
of modeling frameworks. Compared to theory, the work
on empirical implementation of financial models with
risk amplification is in its earlier stages. Such empirical
work is challenged on a number of fronts. Data is often
a problem. The most granular data on exposures in
individual institutions is typically observable only by
regulators and supervisors, with only limited access
given to those implementing stress tests. In addition,
supervisory data is often backward-looking accounting
data and largely confined to balance sheet information,
which may omit off-balance sheet items including
derivatives and information of agents’ behavior that

can amplify systemic risk. On the modeling front, there
is currently no framework that has emerged as the
standard workhorse model for the empirical estimation
of parameters of amplification mechanisms. Linear
models tend to be most tractable, but they must be
modified to capture the apparent nonlinearity involved

in amplification. How best to do this remains an

open question with a number of candidate modeling
approaches still in consideration. Furthermore, there may
be decreasing returns to building larger more complex
models. With enough time, effort, and resources, it may
be possible to build a great model to predict the last
crisis, but there is a risk that we may have a framework
that is too inflexible to allow us to perceive new systemic
risks as the financial system evolves, or when we try to
translate lessons from one financial system to another.
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101. In the face of these challenges, we have argued
that it would be useful for authorities to adopt a
structured yet flexible approach to stress testing for
macroprudential purposes. We refer to these approaches
as "EFs.” An EF can employ a number of separate models
as part of the analysis. Some of these can be structural
models or bottom up. Some can be reduced-form or top
down. They may tap information in alternative data sets;
e.g. market data and supervisory information. Some
models may be estimated using statistical, econometric
or finance techniques. Others may require a calibration
approach.

102. Efforts to develop EF are underway in a number
of settings. In our report, we discussed the ongoing
efforts of Canada, the EU, Japan, and the U.K. and

the IMF. One of the findings from this review is that
considerable progress has been made in modeling direct
interbank exposures. Most of the work with these effects
finds that, when implemented with banks operating at
current capital and liquidity standards, the systems seem
capable of absorbing and mitigating the effects of even
extreme stress scenarios. In contrast, there is currently
no settled view on how to incorporate amplification
mechanisms that usually arise due to fire sales, herding
and information asymmetry. Furthermore, the work

on integrating the nonbank financial sector into the
analysis is at very early stages. On a more positive front,
we discussed how efforts to integrate calibrations of
macroprudential tools can be incorporated consistently
within the Basel Il compliant framework.

103. Finally, our report examined the governance
framework that is desirable for supporting
macroprudential stress testing. There needs to be both
a willingness to act and an ability to do so. Probably the
most important step toward achieving this goal is to

give a clear mandate to a recognized institution within
the policy making framework. Furthermore, there needs
to be accountability for those in charge of formulating
macroprudential policy to the broader policymaking
authorities. Finally, there needs to be a clear policy on the
delicate issue of transparency of stress testing results.
There are costs and benefits of communicating stress
test results, which involves weighing possible effects on
operations of individual institutions versus the system as
a whole, perception of risks at different times of the cycle,
and consequences for risk sharing within the system.



MACROPRUDENTIAL STRESS TESTS AND POLICIES

VIIIl. References

Acemogluy, D., A. Ozdaglar, and A. Tahbaz-Salehi, 2015,
“Systemic Risk and Stability in Financial Networks”
American Economic Review.

Acharya, V., and L. Pedersen, 2005, “Asset pricing with
liquidity risk.” Journal of Financial Economics.

Admati, A, and M. Hellwig, 2014, The bankers’ new clothes:
What's wrong with banking and what to do about it.
s.l.: Princeton University Press.

Adrian, T., and H.S. Shin, 2008, “Liquidity and financial
contagion." Banque de France Financial Stability Review:
Special Issue on Liquidity 11, pp. 1-7.

,and H.S. Shin, 2010, “Liquidity and Leverage.”
Journal of Financial Intermediation, 19(3), pp. 418-437.

,and H.S. Shin, 2014, “Procyclical leverage
and value-at-risk. Review of Financial Studies, 27(2),
pp. 373-403.

, B. Begalle, B., A. Copeland, and A. Martin, 2013,
“Repo and Securities Lending,” FRBNY Staff Report.

Aikman, D., Haldane, A. G., & Nelson, B. D., 2015, “Curbing
the credit cycle.” The Economic Journal, 125 (585),
pp. 1072-1109.

Alessandri, P, and others, 2009, “Towards a Framework
for Quantifying Systemic Stability.” International Journal
of Central Banking.

Alla, Z., R. Espinoza, Q.H. Li and M. Segoviano, 2017,
“Macroprudential Stress Tests: A Reduced-Form Approach to
Quantifying Systemic Risk Losses,” forthcoming IMF Working
Paper, Washington DC: International Monetary Fund.

Allen, F,, and D. Gale, 2000, “Financial Contagion,” Journal
of Political Economy, Volume 108, pp. 1-33.

Alvarez, F, and G. Barlevy, 2014, “Mandatory Disclosure
and Financial Contagion,” National Bureau of Economic
Research Working Paper No. 21328.

Anand, K., G. Bédard-Pagé, and V. Traclet, 2014, “Stress
testing the Canadian banking system: A system-wide
approach,” Financial System Review, Volume 61.

Anderson, R.W,, 2016, “Stress Testing and Macroprudential
Regulation: A Transatlantic Assessment.” In Stress

Testing and Macroprudential Regulation: A Transatlantic
Assessment. R.W. Anderson, ed. London: CEPR Press,

pp. 1-29.

Avery, C., and P. Zemsky, 1998, “Multidimensional
Uncertainty and Herd Behavior in Financial Markets.”
American Economic Review, Volume 88, pp. 724-748.

Bank of England, 2015, The Bank of England’s approach
to stress testing the UK banking system, s.l.:s.n.

, 2016, The Financial Policy Committee's approach
to setting the countercyclical capital buffer, s.l:s.n.

Bank for International Settlements, 1994, 64th Annual
Report, Basel, Switzerland: s.n.

Bank of Korea, 2012, Financial Stability Report, s.l.: s.n.

Baranova, Y, J. Coen, P. Lowe, J. Noss, and L. Silvestri, 2017,
“Simulating stress across the financial system: the resilience
of corporate bond markets and the role of investment
funds”, Bank of England, Financial Stability Paper 42.

Bardoscia, M., Barucca, P, Brinley Codd, A., and Hill, J.,
2017, “The decline of solvency contagion risk”, Bank of
England Working Paper 662.

Bartholemew, P, and G. Whalen, 1995, “Fundamentals of
Systemic Risk." In Research in Financial Services: Banking,
Financial Markets, and Systemic Risk. G.G. Kaufman, ed.
Greenwich, CT: JAI, pp. 3—17.

Basel Committee on Banking Supervision, 2010, Guidance
for national authorities operating the countercyclical capital
buffer, s.l.: Bank for International Settlements.

, 2011, Basel IlI: A global regulatory framework for
more resilient banks and banking systems, s.|.: Bank for
International Settlements.

, 2012, A framework for dealing with domestic
systemically important banks, s.|.: Bank for International
Settlements.

, 2013, Global systemically important banks:
updated assessment methodology and the higher loss
absorbency requirement, s.l.: Bank for International
Settlements.

, 2015. "Making Supervisory Stress Tests More
Macroprudential: Considering Liquidity and Solvency
Interactions and Systemic Risks." BCBS Working Papers,
Volume 29. November.

Battiston, S., and others, mimeo. “Network based model
for systemic risk.”

Bazinas, V., and M. Segoviano, 2017, “Assessing Time-
varying Macrofinancial Linkages.” IMF Working Paper,
forthcoming.

43



44

MACROPRUDENTIAL STRESS TESTS AND POLICIES

Bebchuk, L., and |. Goldstein, 2011, “Self-Fulfilling Credit
Market Freezes.” Review of Financial Studies, Volume
22(11), pp. 3519-3555.

Beirne, J., M. Fratzscher, 2013, “The pricing of sovereign risk
and contagion during the European Sovereign Debt Crisis.”
ECB Working Paper Series, Issue 1625. December

Bernanke, B., 2011, “Implementing a macroprudential
approach to supervision and regulation,” speech at the 47th
Annual Conference on Bank Structure and Competition,
Chicago, lllinois, May 5,2011. s.l.:s.n.

Bernanke, B., 2013, Stress Testing Banks: What Have We
Learned? Atlanta, GA: s.n.

BIS, FSB, and IMF, 2009, “Guidance to Assess the Systemic
Importance of Financial Institutions, Markets and
Instruments: Initial Considerations.”

BIS, FSB, and IMF, 2016, “Elements of Effective
Macroprudential Policies: Lessons from International
Experience.”

Board of Governors of the Federal Reserve System, 2001.
Policy Statement on Payments System. Washington,
DC:s.n.

, 2016, Dodd-Frank Act Stress Test 2016: Supervisory
Stress Test Methodology and Results. s.l.: s.n.

Bologna, P, and A. Segura, 2016, Integrating stress tests
within the Basel Ill capital framework: a macroprudentially
coherent approach, s.|.: Bank of Italy, Economic Research
and International Relations Area.

Brazier, A, 2015, The Bank of England’s approach to
stress testing the UK banking system. London School
of Economics Systemic Risk Centre: s.n.

Brunnermeier, MK, and L.H. Pedersen, 2009, “Market
liquidity and funding liquidity.” Review of Financial Studies,
pp. 2201-38.

Cabrales, A, P. Gottardi, and F. Vega-Redondo, 2016, “ Risk-
sharing and contagion in networks.”

Calimani, S., G. Hataj, and D. Zochowski, mimeo. “Simulating
Fire-Sales in a Banking and Shadow Banking System.”

Canova, F, 2007, Methods for applied macroeconomic
research. s.l.: Princeton University Press.

Castrén, 0., and I.K. Kavonius, 2009, “Balance Sheet
Interlinkages and Macro-Financial Risk Analysis in the
Euro Area” ECB Working Paper Series, Issue 1124.

Chen, N., 2014, “Interconnected Balance Sheets, Market
Liquidity, and the Amplification Effects in a Financial
System”

Chen, Q., |. Goldstein, and W. Jiang, 2010, “Payoff
Complementarities and Financial Fragility: Evidence from
Mutual Fund Outflows." Journal of Financial Economics,
Volume 97(2), pp. 239-262.

Chwieroth, J.M., and A. Walter, 2017, “Banking crises and
politics: A long run perspective.”

Cifuentes, R., G. Ferrucci, and H.S. Shin, 2005, “Liquidity
risk and contagion.” Journal of the European Economic
Association, pp. 556—66.

Clerc, L., and others, 2016, “Indirect contagion: the policy
problem.” European Systemic Risk Board Occasional Paper,
Volume 9.

Committee on the Global Financial System, 2016,
“Experiences with the ex ante appraisal of macroprudential
instruments.” CGFS Papers, No. 56.

Constancio, V., 2016, Principles of Macroprudential Policy.
Frankfurt: s.n.

Cont, R., 2006, “Model uncertainty and its impact on the
pricing of derivative instruments.” Mathematical Finance,
16(3), pp. 519-47.

,and E. Schaanning, 2017, “Fire sales, indirect
contagion and systemic stress testing”, Norges Bank
Working Paper 2/2017.

Cortes, F, Lindner, P, Malik, S., M. Segoviano, A
Comprehensive Multi-Sector Framework for Surveillance
of Systemic Risk and Interconnectedness (SyRIN)”,
forthcoming IMF Working Paper, Washington DC,
International Monetary Fund.

Crockett, A, 2000, Marrying the Micro- and Macro-prudential
Dimensions of Financial Stability. Basel: s.n.

Danielsson, J., K.R. James, M. Valenzuela, and I. Zer, 2016,
“Model risk of risk models.” Journal of Financial Stability,
Volume 23, pp. 79-91.

,and R. Macrae, 2016, The fatal flaw in macropru:
It ignores political risk, s.|.: VoxEU.org.

, R. Macrae, D. Tsomocos, and J.-P. Zigrand, n.d. Why
macropru can end up being procyclical, s.|.: VoxEU.org.

,and H.S. Shin, 2003. “Endogenous Risk”

____,H.S Shin,and J.-P. Zigrand, 2012. “Procyclical
leverage and endogenous risk.”



MACROPRUDENTIAL STRESS TESTS AND POLICIES

, M. Valenzuela, and |. Zer (2018). Learning from
history: Volatility and financial crises. Review of Financial
Studies. Forthcoming.

Darracq Paries, M., C. Kok Sorensen, and D. Rodriguez-
Palenzuela, 2010, “Macroeconomic propagation under
different regulatory regimes: Evidence from an estimated
dsge model for the euro area.” ECB Working Paper Series,
Issue 1251. October.

Demekas, D., 2015, “Designing effective macroprudential
stress tests: progress so far and the way forward.” IMF
Working Paper, 15(146).

Dent, K., B. Westwood, and M. Segoviano, 2016, “Stress
testing of banks: an introduction. Bank of England Quarterly
Bulletin, 56(3).

__, Hacioglu Hoke, S., and Panagiotopoulos, A., 2017,
“Solvency and wholesale funding cost interactions at UK
banks,” Bank of England Working paper, forthcoming.

Diebold, F, TA. Gunther, and A.S. Tay, 1998, “Evaluating
Density Forecasts with Applications to Financial Risk
Management.” International Economic Review, 39(4), pp.

863-83.

Duffie, D., 2011, “Systemic Risk Exposures: A 10-by-10-by-10
Approach.”

Eisenberg, L., and T.H. Noe, 2001, “Systemic risk in financial
systems.” Management Science, pp. 236—49.

Elsinger, H., A. Lehar, and M. Summer, 2006. Using Market
Information for Banking System Risk Assessment. s.l.:s.n.

Espinoza, R., M. Segoviano and J. Yan, “Bringing Together
Systemic Risk Theory and Measurement,” forthcoming
Working Paper, Oxford University.

European Systemic Risk Board, 2014, The ESRB Handbook
on Operationalising Macroprudential Policy in the Banking
Sector, s.l.:s.n.

Feldkirchner, M., and others, 2013, ARNIE in Action: the
2013 FSAP stress tests for the Austrian banking system.
Financial Stability Report, pp. 100—18.

Financial Stability Board, 2011, Shadow Banking:
Strengthening Oversight and Regulation, s.|.: Financial
Stability Board.

, 2015, Total Loss-Absorbing Capacity (TLAC)
Principles and Term Sheet, s.I.: s.n.

, 2016, Thematic Review on the Implementation
of the FSB Policy Framework for Shadow Banking Entities,
s.l:s.n.

Furfine, C., 2001, “The Reluctance to Borrow from the Fed.”
Economics Letters, 72(2), pp. 209-13.

, 2003, “Interbank exposures: Quantifying the risk
of contagion.” Journal of Money, Credit, and Banking,
pp. 111-28.

Gai, P, A. Haldane, and S. Kapadia, 2011, “Complexity,
concentration and contagion.” Journal of Monetary
Economics, 58(5), pp. 453-70.

Gennotte, G., and H. Leland, 1990, “Market Liquidity,
Hedging and Crashes.” American Economic Review,
Volume 80, pp. 999-1021.

Glasserman, P, Young, H.P, 2016, “Contagion in Financial
Networks." Journal of Economic Literature, 54(3),
pp. 779-831.

Goldstein, I., H. Jiang, and D. Ng, 2017, “ Investor Flows
and Fragility in Corporate Bond Funds.” Journal of Financial
Economics, forthcoming.

Goldstein, I., and H. Sapra., 2013, “Should Banks’ Stress
Test Results be Disclosed? An Analysis of the Costs and
Benefits.” Foundations and Trends in Finance, Volume 8,
pp. 1-54.

Goodhart, C., 2016, “In praise of stress tests.” In Stress
Testing and Macroprudential Regulation: A Transatlantic
Assessment. RW. Anderson, ed. London: CEPR Press,
pp. 141- 54.

__ ,andE. Avgouleas, 2014. “A Critical Evaluation of
Bail-in as a Bank Recapitalization Mechanism.” In The New
International Financial System: Analyzing the Cumulative
Impact of Regulatory Reform. D.D. Evanoff, A., G. Haldane,
and G.G. Kaufman, eds. Singapore: World Scientific, pp.
267-306.

__,and M. Segoviano, 2015, “Optimal Bank Recovery.”
IMF Working Paper, 2015 (217).

Greenwood, R., A. Landier, and D. Thesmar, 2015, “Vulnerable
banks." Journal of Financial Economics, 115(3), pp. 471-85.

Gross, M., K. Christoffer, and D. Zochowski, 2016, “The
impact of bank capital on economic activity—Evidence from
a Mixed-Cross-Section GVAR model. ECB Working Paper
Series, Issue 1888.

, G. Poblacion, and J. Francisco, 2016, “Assessing
the efficacy of borrower-based macroprudential policy
using an integrated micro-macro model for European
households.” ECB Working Paper Series, Issue 1881.

Hataj, G., 2016, “Dynamic balance sheet model with liquidity
risk” ECB Working Paper Series, Issue 1896.

45



46

MACROPRUDENTIAL STRESS TESTS AND POLICIES

,and C. Kok, 2013, "Assessing Interbank Contagion
Using Simulated Networks. ECB Working Paper Series,
Issue 1506.

Hanson, S.G., AK. Kashyap, and J.C. Stein, 2011,
‘A macroprudential approach to financial regulation.”
The Journal of Economic Perspectives, pp. 3—28.

Hartmann, P, K. Hubrich, M. Kremer, and R.J. Tetlow,
2015, “Melting down: Systemic financial instability and
the macroeconomy.”

Henry, J., and C. Kok, 2013, “A macro stress testing
framework for assessing systemic risk in the banking
sector." ECB Occasional Paper Series, Issue 152.

He, Z., and A. Manela, 2014. “Information Acquisition in
Rumor-Based Bank Runs." The Journal of Finance, 71(3), pp.
1113-58.

Hong X, Lipinsky F., and Skibinska M., 2017, “Banking
Dynamics, Capital Shortfalls and Financial Macroeconomic
Feedback.” IMF Working Paper, forthcoming.

Hong Kong Monetary Authority, 2016, “Half Year Monetary
and Financial Stability Report,” pp. 77-80. March.

Hubrich, K., and R.J. Tetlow, 2015, “Financial stress and
economic dynamics: the transmission of crises.” Journal
of Monetary Economics, Volume 70, pp. 100—15.

International Monetary Fund, 2012, Macrofinancial
Stress Testing—Principles and Practices, s.l.: International
Monetary Fund.

, 2013, Key Aspects of Macroprudential Policy,
s.l: International Monetary Fund.

, 2013, The Interaction of Monetary and
Macroprudential Policies, s.|.: International Monetary Fund.

, 2014, Staff Guidance Note on Macroprudential
Policy—Detailed Guidance on Instruments, s.|.: International
Monetary Fund.

Jacklin, C. J., and S. Bhattacharya, 1988, “Distinguishing
panics and information-based bank runs: Welfare and policy
implications.” The Journal of Political Economy, pp. 568-92.

Kapadia, S., M. Drehmann, J. Elliott, and G. Sterne, 2012,
“Liquidity risk, cash-flow constraints and systemic
feedbacks.” Bank of England Working Paper, Volume 456.

Kaszowska, J., and J. L. Santos, 2014, “The Role of
Risk Perception in the Systemic Risk Generation and
Amplification: Agent-Based Approach”

Kaufman, G. K., 1995, “Comment on Systemic Risk. In
Research in Financial Services: Banking, Financial Markets,
and Systemic Risk. Greenwich, CT: JAI, pp. 47-52.

Khandani, A. E.,and A. W. Lo, 2011, “What happened to
the quants in August 20077 Evidence from factors and
transactions data.” Journal of Financial Markets, 14(1),
pp. 1-46.

Kitamura, T., and others, 2014, “Macro stress testing at
the Bank of Japan.” BOJ Reports and Research Papers.

Krishnamurthy, A, 2010, “Amplification mechanisms
in liquidity crises.” American Economic Journal:
Macroeconomics, 2(3), pp. 1-30.

Krolzig, H.-M., 1997, Markov-switching vector
autoregressions: Modelling, statistical inference, and
application to business cycle analysis. Berlin: Springer
Science & Business Media.

Kullback, S., 1959, Information Theory and Statistics.
New York: Wiley.

Martinez-Jaramillo, S., and others, 2010, Systemic Risk,
Stress Testing and Financial Contagion: Their Interaction and
Measurement, s.l.: s.n.

Merton, R. C., 1973, “Theory of rational option pricing.”
The Bell Journal of economics and management science,
pp. 141-83.

Mishkin, F., 1995, “Comment on Systemic Risk. In Research
in Financial Services: Banking, Financial Markets, and
Systemic Risk. Greenwich, CT: JAI, pp. 31-45.

Morris, S., I. Shim, and H. Shin, 2017, “Redemption Risk and
Cash Hoarding By Asset Managers.” BIS Working Papers,
No. 608.

Nakajima, J., 2011, “Time-Varying Parameter VAR Model
with Stochastic Volatility: An Overview of Methodology and
Empirical Applications.”

Nier, E., 2009, “Financial Stability Frameworks and the Role
of Central Banks: Lessons.” IMF Working Papers, 2009(70).

Osinski, J., K. Seal, and L. Hoogduin, 2013, “Macroprudential
and Microprudential Policies: Towards Cohabitation.” IMF
Staff Discussion Notes, June. 13(5).

Poledna, S., and others, 2015, “The multi-layer network
nature of systemic risk and its implications for the costs of
financial crises.” Journal of Financial Stability, pp. 70—81.

Primiceri, G.E., 2005, “Time varying structural vector
autoregressions and monetary policy.” The Review of
Economic Studies, 72(3), pp. 821-52.



MACROPRUDENTIAL STRESS TESTS AND POLICIES

Scheuermann, T., 2016, In Stress Testing and
Macroprudential Regulation: A Transatlantic Assessment.
R.W. Anderson, ed. London: CEPR, pp. 125-40.

Schularick, M., and A. Taylor, 2012, “Credit booms gone
bust: Monetary policy, leverage cycles, and financial crises
1870-2008." American Economic Review, Volume 102,

pp. 1029-61.

Segoviano, M., 2006, “Consistent information multivariate
density optimizing methodology,” Financial Markets Group,
DP 557, London School of Economics.

__,andC. Goodhart, 2009, “Banking Stability
Measures.” IMF Working Paper, 09(4).

,and R. Espinoza, 2017, “ Consistent Measures of
Systemic Risk”, LSE Systemic Risk Centre DP 74, London
School of Economics.

Shin, H. S, 2076, “The bank/capital markets nexus goes
global”

Shleifer, A, and R. Vishny, 2011, “Fire Sales in Finance and
Macroeconomics.” Journal of Economic Perspectives, 25(1),
pp. 29-48.

Smaga, P, 2014, “The concept of systemic risk.” Systemic
Risk Centre Special Paper No. 5.

Solorzano-Margain, J. P, S. Martinez-Jaramillo, and F. Lopez-
Gallo, 2013, “Financial contagion: extending the exposures
network of the Mexican financial system. “Computational
Management Science, 10(2-3), pp. 125-55.

Tarullo, D. K., 2014. Stress Testing after Five Years. Boston,
MA: s.n.

, 20716, Next Steps in the Evolution of Stress Testing.
New Haven, CT: s.n.

Upper, C., and A. Worms, 2004, “Estimating bilateral
exposures in the German interbank market: Is there a
danger of contagion?” European Economic Review, 48(4),
pp. 827-49.

Vayanos, D., 2004, “ Flight to Quality, Flight to Liquidity, and
the Pricing of Risk.”

Vifials, J., 2011, The Do’s and Don'ts of Macroprudential
Policy. Brussels: s.n.

Virolainen, K., 2004, “Macro stress testing with a
macroeconomic credit risk model for Finland. Bank of
Finland discussion paper, Issue 18.

Wong, E., and C.-H. Hui, 20009, “A liquidity risks stress-
testing framework with interaction between market and
credit risks." HKMA Working Paper, Issue No. 6/2009.

Zigrand, J.P, 2014, "Systems and Systemic Risk in Finance
and Economics.” SRC Special Paper No. 1.

47



48



MACROPRUDENTIAL STRESS TESTS AND POLICIES

Aenbnin ‘Aexin | ‘ebuo] ‘ueispiife] ‘exue]

1S ‘eIqJas ‘elgely Ipnes eIssSNy ‘eluewoy ‘sauiddijiyd
‘niad ‘elsbiN ‘enbiquiezol ‘eljobuoin ‘eAoploON
‘IUOPOBA ‘UOUBJST ‘UBISUMERZEY ‘BISBUOPU| ‘BIpU| 1lIEeH
‘eib1099)eIqUIEY 'Ili4 ‘eidoIy1] LopeAleS |3 Jopenod
‘BIquiojo) ‘euly) ‘eipoquie) ‘elebing ‘euinobozisH

pue elusog '|izelg ‘Uelleqiazy ‘eluswiy ‘eunusbly

‘AjoAnoadsal

'SI01e0IpUI YOlewSIU AOUS.1INO pue Alnlew pue (S)ayJew yuegJaiul ul
S$S9.1S JO S101e0IpuUl “H°9) suoIpuod AlpInbi| apim-welsAs Buluiiexs Aq
sall|igel] Jo sadA) Aq sa1ed pajenualalip 19s pue walsAs Bupjueq syl ul
sainssald Alpinbi| a1e1As||B 01 Se1el UBWaIINbal syl abueyd salLuNoy

suawalinbai anlesay

s/00} Aypinbr7

puejieyL
‘BluBWIOY ‘pUBlOd ‘BIsAele|N ‘AleBunH ‘elquiojo) ‘eulyd

N ‘elodebuls ‘AemioN
‘puepisyleN ‘eluenyl
'B2I0Y ‘pue|al| "YYS Buoy
HuoH ‘eluois3 ‘epeue)

Aasn]
‘pue|iey ] ‘eluewoy puejod ‘BISAB[E\ {UOUBGST ‘BISSUOPU|
‘elpu| ‘Aiebuny ‘eiquiojo) ‘eulyd opyg ‘euebing jizeig

uspamsg ‘aiodebuis
‘AeMION ‘pueleaz maN
'SpueliayiaN ‘eluenyi
‘BIAJET ‘BDIOY |oRIS|
‘puejal| 'yyS buoy buoH
‘pUBUIH ‘BIUO)ST ‘BpEURD

‘suolbal Jo s1amouiog Jo sadAl Ag sHW| paleiiuaIaLip

SE UONS 'S|00} PaJo|Iel-{[om UM SHSH O1LUa1sAs Jo uiblio ay) 19b.e) Janaq
0} 9|qIssod 1 sayew ejep Jejnuelb oy (SpueayiaN 2y} ‘ealoy ‘pueal]
“H-9) (sueo| abebriow Bulsixs JO Jagquunu ‘Uoedo| ‘swodul ‘abe “H-9)
SONS1a10BIRYD SI9MOLI0q Buole SoNel |1 SJ pue ALT 40 uonnguisip ayl
91B|NO(BO 0} B1EP [9A3]-UBO| 9SN OS|E SaLIIUN0D aWos "suonoe Aoljod 1oy
sjeubis |nyamod apiaold 1ayiabol Asyy asnedaq sio1ealpul Buiuiem Ajles
2100 se Ajuiof pasn aJe seoud Alladold pue sueo| abebiriow ul yimolo

o}l 8WoodUul-0}-Uueo| 10
o}kl 9WodU|-0}-291A19S-1qap uo sde)

Ooljel anjeA-0}-ueo| uo sywi

Kenbnun ‘AsxinL
‘pue|iey] ‘B1qIas ‘BISSNy ‘puejod ‘niad ‘elsbiN ‘eiskejein
‘elpu| ‘elu0is3 ‘eneol) ‘elebing ‘jizeig ‘eunuably

pueazZIMS ‘Uleds ‘AemioN
'eal0y| |9eIS| ‘pueRl| ‘HVS
Buoy| BuoH ‘eljensny

‘Bunsal ssauls Buipnjoul sasAjeue 811s}jo pue uojoadsul 81SUo uo
paseq 'sass0] JpaId pajoadxaun 1sujebe soual|isal asealoul 0} pabueyo
9Je SUBO| ueq Jo Jusawbas d1j10ads e uo sIoo) 497 4o siyblom ysiy

sjuawaiinbal jeydes |eloyoas

$/00} [©10}93S

euIyo

SN SN ‘puesZIIMS

'$9]2A0 1paJ0 Buoje s1yblem XSl 1sn[pe 01 SaAIUBdUI 90Npal

01 JapJo ul Ajgixaly paisnipe aqg ajdiourd U UeD Of1el 8Y1 ING ‘8 L0 WO)
1U82Jad € 1B JusWwalINbal WnwiuIW e se 1 saieindns uswaalbe |aseg

a1 ‘Apusung (399Ys 90UB|eg-}J0 PUB 193YS 90UB[Eqg-UO Y10g) 2Insodxa
|10} syueq e Aq |endeo | Jai| Buipiaip Ag pa1e|nojed Ajdwis st onel ay

onel abeisana

AenBnin ‘niad ‘001X ‘BIGUIOIOD ‘BJIYD ‘BIAIIOG

uledg

'210A2 8y} 190 $1800 BuluoisiAcid S3YI00WS [00) B3 ‘Salll}

peq ul Sasso| JaA02 01 1 Buisn uay pue sauli} poob Ul 8AI9S31 SSO| UEO|
[ea1j0A2131un09 e dn Buipjing Ag "S8joAd 11PaId YlIM SSLIBA PUB BJNWLIO)
19s-21d B UO paseq paielql|ed s| Buluolsinoid SSO| UBO| JO JUNOWE ay |

juawaiinbal fujuoisinoad slweuiq

olgnday yoaz)

KemlIoN ‘pue|ao|
"yvS Buoy BuoH ‘uolun
ueadoin3 ul saLUNOY

"uspinq 1gap J0309s a1eAlld sy} pue ‘spuai) Wis)-HBuo| Wolj suoneirsp
pue yimolb 9o1id 19sse pue a1el Yyimolb 1paIo Se Yons ‘sIoiedlpul
1330 JO Jagquinu e Uo meup siaxewAoljod ‘deb ayy o} uonippe u| 'Sgog
a1 Aq pasodoud aouepinb ayi Buimol|o) ‘saiel gAQD UO SUOISIOap
apInb 0} JOJEDIPUI 9100 UOWILIOD B Se saAIes deb 4g9-01-1paid sy

J1ayynq [ende [eoa1joAo1a1unoy

sa1wouo2?d buidojaasp pue Huibiswz

SIIWIOU0ID padueApy

$]00} paseq-peoig

uoneiqied

1 '0vSTO0L AJIT0d TVILNIANIYJOUIVIN 'L 318VL

49



'sasodind Aojjod |enuspnudoloiw 1o Aleysuowl 10} 68 ddeln ueyl Jayio sasodind 1oy s|oo1 Jo abesn sepnjoul a|gerayl L

"919|dwooul S| pue ‘sjuswNIsul [euspnidosoew pa1oajas Jo sejdwexs sepnjoulisiayl O

‘JJ1S 4IN| pUB (91.07) SJ9Y10 puUE Jus( :S80IN0S

Aenbnin
‘eissny ‘niad ‘euUsbIN ‘1emny| ‘eisauopul ‘eipuj ‘euiyd

SN MN

‘puepazims ‘aiodebuis
‘ueder |]aeJs| ‘UoIUN
ueadoin3 ul SaLUN0)

‘si01eolpul

34} U0 paseq 2100s a11sodwlod ay) 01 Buipioooe Jayip ueo sabieyoins
4IS-0 pue g|S-9 JO [9A3] 8y "S90UBISWINDII0 AIJUNOD JUNOODE OJU| 9Ye)
0} UoIsUaWIp 1Se| oY1 1deoxa aulepInb JeiLwIs B Jopun sg|S-q paunusp!
aABY SaNLIOYINE [euOl_N "SaNIAIOe Jo 9doos |eqo|b pue ‘Alxa|duwod
‘AIIGRINISGNS JO 3OB| 'SSOUPSI0BUL0IIUI ‘9Z1S :30urLIodW] O1WBISAS
JO SuOISUSWIP A1} 21n1deod 0} S101edIPUI 8SN YIyMm ‘Buljapinb sg0g ay)
01 BUIP1000. $G|S-9 Paiiuap! J0 1sI| 8yl Ajlenuue saysijgnd gs4 ay L

wwhm—_ohsw sdiS-d 10 sgiSs-9

S[00) [einmonis

e|qles ‘[ebauss

‘eISsny ‘niad ‘Aenbeled ‘ueisped ‘euabiN ‘eljobuoin
'SNNLINEA ‘0A0SOY ‘BAUDY ‘SBINPUOH
‘eiquies ‘'obuo) Jo oljgnday oneloowsq ‘eneol) 1puning

suonisod

‘lIzelg ‘ysape|Bueg ‘Uelieqiazy ‘eluswly ‘ejobuy ‘elueq|y 2210y ‘elLISNy abueyoxa ubla10) UO SulRIISUOD

Buipuny a109-uou uo sabieyd Aupinbiy
Jo (ones @17 ‘onel uipuny 9109 ‘Y4SN
“6-9) syuswaainbai buipuny sjqers

auenin |ebniiod ‘puejesz
‘ol|gnday 3BAOIS ‘UBISIEd 1BMNY ‘eISauopU| ‘ysape|bueg MON 'B210Y ‘pue|al|

MACROPRUDENTIAL STRESS TESTS AND POLICIES

BIqUIBZ ‘BUleyN ‘ByUBT LIS ‘edlyY YINos

‘SPUB|S| UOWO|OS HeA0|S ‘BIgJas ‘eiqely Ipnes ‘eissny
‘BIUBLLOY ‘NIdd ‘B1I3BIN ‘0000J0} ‘00IX3\ ‘BIUOPSJ.IA
‘0A0SOY ‘BOlRWIE( ‘RIPU| ‘8161039 BIqUI0j0)) ‘BuIy)
‘Ipunung ‘|izeg ‘ueliequazy ‘eunusbly ‘BlusWLY ‘elueqy

salwouo2d buidojansp pue Huibiawg

'S’ ‘puULRZIMS
‘aiodebuig ‘Aemiop ‘ealiod]
‘|9BIS| ‘pUBIBD| "YYS Buoy
BuoH ‘uolun ueadoin3 ul
S31I3UNOD ‘Bpeue) ‘eljeisny

S3IWIOU0I3 PIJUBAPY

'SUONIPUOD 183Jew Buipuny

10 1Unoooe Bupel ‘e Log Adenuepr pue | Loz AInf ulusosad G/ pue 0/ 01
pasealou| puUe ‘Se0UBAPE pUB SUBO| [B10] JO 1Ua2Jad GO 1B 189S Sem ollel
winuwiuiu 8yl ‘0 Loz Ul ‘Buipuny sjessjoym wial-buo| pue |ie1as 1usioiyns
ploy Syueq eyl ainsua 0} Oliel BuIpuN}-8100 8y} PEONPOJIUl PUB|es7
MON "WaISAS Bupjueq oy} ul Buipuny 8100-UOU JO 0}eDIPUI 84} UO PASEq
paisn(pe aq ueod Ing ‘siulod siseq Qg 0} ¢ Wolj salea ayel oy “(buipuny
2102-UOU Pa||BO-0S) SalM|Iqel| Aous.1ind ublaio) WIs}-1oys JO 0UB[Eq
abelane A|lep ,sxueq uo ealoy ul pasodul st abieyd Aupinbi v ‘810z
jlun pouad UoBAISSqO BY} Ul MOU S| PUE {7 | 0Z 1990190 Ul paysiignd
SEM PJepuels [euly Y4SN @Yl ‘8107 |1un ul paseyd aq ||im YdIym ‘G LOZ
wioJy uaoiad 09 JO YO Wnuiiuiu e uieluiew o} pabiqo ale syueq
‘S911UN02 1sow U] ‘AjpAiroadsal ‘Buipuny agels palinbal sy 03 Buipuny
9|CB1S 9|qB|IBAR S3UE( B JO JUNOWE 9yl pue SABp OE J9A0 SMOJINO
Yskeo 18U |10} 01 S1asse pinbi| Aljenb-ybiy Jo 3o01s ayy Buedwod
‘aullapInb Sg0g ay) 01 Buipiodoe pale|ndjed ale Y4SN PUe YO ayL

uoneiqied

(one1 1asse pinby ‘Y91

*6°9) syuswaiinbai saynq Aupinbiy

(2.LNO9D) S100L ADI170d TVILNIANYdOYIVIN ‘L 319VL

50



MACROPRUDENTIAL STRESS TESTS AND POLICIES

‘e1ep Jejnuelb Aiaa Buisn sanioyine Aq pa1onpuod SISdIN - £

‘safjlloyine o0} paiussald Apuanbasqgns pue syueq Aq pa1onpuod s|SdIN - 2

‘JJBIS 4IN| puB (91.0Z) SI9Y10 puUB 1US( :S80IN0S

1831
-SSa.1S INSS
2 P JO UOISUBIX® J| » PUGAH
synsal
10 J9ALIP
AjleoidAy 1ou
N N N N N N g paonpold (senuoyine) umop-dot
- - A r(Sanuoyine) dn-wonog
1591 synsal
3SB| 92IAI9S -SS2.11S INSS 10 I9ALP
3se| Alosintadng 10 UOISURIX® Ajjeoal1dAy ou
& 19UAs|sueuld |eroueul A uaym pasn & Inq pe103||09 a(S3ueq) dn-wonog
uononpo.d synsay
N N N 6 9/qeL 99S G 9|qeL @S & ¥ 3|qeL 338 \ € 9|qeL 83S uoneaydwy 3siy olwsisAs
|enuuy |enuuy |enuuelg [enuuelg [enuuelg dVSH YIM paulepun |enuuelg [enuuy |enuuy Kousnbal4
S90UBISWNDIID
AJUn0d 01 S20URISWNDIID | S9OUBISWINOIID
Buipioooe AJ1unoo 01 eale/A1UNoo
SOlIBUSOS Buiploooe 01 Buiplodoe SOlIBUSOS
L L a|diniA L z SalleA salep L z L SS9.1S 0JOBW JO JOqUUNN
u-aseyd S90UBISWINAIID
1| |9seg jo AJ1UN02 0}
uoneluswa|duwl Buiplioooe ewIUIW [BUOIBUIDIUI
N4 SalleA 2 P 10 $S30%a Ul 918l 3|pInH
Py A y \ A 2 A A P 2 O11BUSDS 0JoBW dAIsUayaIduwo)
SyUeq Jolew
sdnoJb 0L Buipnjoul | S80UBISWNDIID | SB0UBISWNDIID
Bupjueq 191 8yl JO AJunoo 0} eale/A11UN0o
sg1S-a ueiBomioN Syueq 11ed a.e syueq Buiploooe 01 Buiplodoe sjasse sjasse sysodap
UaAds ||y obJe| uanasg onsawiop /L | syueqBig XIS | 0GE ueyl o SalleA sallep |e101 UqOEd [B101 UGOGS |Ie191 UgosF ploysaly} uoisnjoul yueg

alodebuis

ealo)|
J0>jueg

(1S40 -209)
epeue)

SHYOMINV YL

NSS/va3

pad°s'n

ONILS31 SS3YLS TVNOILVNYILNI *C 3719VL

ubisaqg

51



MACROPRUDENTIAL STRESS TESTS AND POLICIES

'$$900.d sisAjeue bBusal
-SS911S N0 JO 1ied e W0 Sall|1oe)
3Ueq [BJ1US9 JO 8SN (JUBAS|RJ 81aYM)
pue ‘'sy¥O7,SUl uo 10eduwll Ssai1s
aU1 JO sIsAjeuy ‘suolisod Aupinbi
J1ay3 Buipnjoul ‘s19ays aoue|eq ajoym
194} UO OLIBUDOS SSa11S 2y} 4O 10edwil 1M]Iqel)/siosse
ay1 100fo.d syueq ‘UONIPPE Ul ' SOA SOA 3UequUOU Yueq Jayi0
|eudes buielonaiap Yim pase) uaym
OlIBUSDS SS211S 9Y} | Jayl0 Yyoes wouy buipuny Buimespyym
0 10edWI 8y} UO SUONNIISUI 4O 10edwl pue SySi ay}
‘SIS0 ay) souls sabueyo Alojenbal | suonosfoid w4 € ssasse 0} padojansp bBuiaq si [spowl
weanubis ayy uanlb Ajrenonted e ‘s}aylew yueqgJaiul uo Buisnooy
(£.L02) 10410 ‘abus||eyd [eal B SIUONEIGIBD C | -adfy puE Auntew Ajjleniul ;jopow ssans buipund ‘z
puejuaq ‘| Aq sanijiqel| jo 'S)09449 UOIISUEI} JO/pUe ploysalyl
|ende 1o3eW pue umopeslg °¢ 1eaUl|-Uou a1e10diooul 0] papusiUl sl
|eudeo AloreinBbal usamiaq diysuolieal [opow 8y ‘suonisod AoUsA|0S Syueq
ay1 punoJe suondwinsse Jayriny alinbal '$1500 Buipuny 10 suonoafold pue sa1el 8a1)-34SH JO
g ‘Aousnbauy Jaybiy aie eyep 193epN Uo B1Ep OLIOISIY UOIOUNy € Se S1S00 Bulpuny SyUEq uoibeuod
‘sabueyo Bununoooe oy snp swil | ‘suonosfold |eyded Ul sabueyd 109foid 01 yoeoidde
ybnoJy1 1a1sisuooul pue Aouanbal) mo| sueq ‘sajgeliea uoissalbal joued e sasn siy | qgel|/siesse
aJe eiep AJoye|nbal :suonelwl| eieq | OlIBUBDS | ‘]opowi 1509 Buipuny ajesajoym | SOA SOA 3uequou yueq Jayio
abueyoxa
ublai0} ‘saAlleALIBp
‘salnoas Buipnjoul
9A0QE SY 9AOQE SY 9AOQE SY SOA S}9SSE Jay10
“YIom1au ay1
‘'suondwinsse ybnoJy: ssans bBunebedoud ‘sumop
Buijopow Uo $1831 ALAIISUSS UNJ -91lIM Jayliny 01 pes| ued [elded Ul
0} Juepodull I} OS pue ‘pasn aq suononpal Buninsal jopow [einionns
p|NOO sUOoUN} Uoien|eAal a|gisne|d e Buisn anjeA Ul UMOP paxJewl ale
JUSJ9441g "UOHENYS SSaI1S [eqolb e ul $2INsodx3 "UoNeNlS SSa.1S AUl Ul )
|auuByO sIy1 Jo 10edwl [elusiod ayy Syueq ul sabueyd oy anp (sbuipjoy
2Jn1ded Aj|n} 10uUBD 0S puE ‘Sjlomiau sainsodxa | 1gep pue sueoj) SWiejo 1gap yueqiaiul
(£102) sisy10 sueagJaiul [egolb ayi jo ued jjlews 3ueqgJaiul uo 1O UOI1EN|BAS. BU} S[9pPOW SIY | (painoasun)
pue ejosopleg B $93S AJUO SIY} ‘[9A3] [BUONEU B UQD eiep Jejnuelo ‘uoibejuoo ssaisip Aouanjos SOA SUBO| yueqaiy|
1a1a
Aypinbry
abelana]
$}09}49 pUNOJ-PUOIDS
/oeqpas; [eloueuly-0JoBp

S9Jualajay

sabuajjeyn

syuawaiinbay
ejeq

uonduasaq yoeosddy

painjonng
-UON Ppainjonis

309 :ONIT3dON VS "€ 318VL

52



MACROPRUDENTIAL STRESS TESTS AND POLICIES

‘JJe1S 4N pue J0g :$20IN0S

pajuswadw)

jusawdojaasq uj

sanljiqel
/S19sSEe uequou
—AnBWwiwAse
uolewoul
/S9es a4
'SO|BS 9S8} 104 9B S8|BOSAI} JUBAS|R]
3y} 1BYM PUE ||SS O} S}9SSE YoIym
3pI03P SUONIISUI MOY PUNOIE Bpew
5Q 01 paau os|e suoidwnsse Jo Jaquunu ‘soles
v "9bua||eyo Aay e SI S19SSE JUalayIp [euoippe ul sbebus usy} syueq asoy}
10} suonouny yoeduwil 8oud pue Aupinbi| 411n220 Aewl uoibeu09 JO Spunol
12iew Buneiqie) "ssd10yod s|qissod Jay1in4 "S}98ys s0ueleq syueq Jaylo
1UaIa44Ip J0} Ssauisnqgod Buiyoayd pue S9IES | UO S}9SSE 89S0} JO aN|eA 8y} saonpal
‘sbuipjoy 1asse Jo Alenuelb Jo [aAs) 19sse Jo 1oedwll | YoIym ‘||e} 01 sa0ud SaSneod S19SSe JOo
a|gens e BuiAyiuspl sapnjoul [puueyo | 2oud syl aleuqijed | Buljjes pedloy usym SINd20 uoibeuo)
siy1 Buijepowu 1oy sabusjjeyo ooads | 01 sawn|oA Buipely 'SuleJ1suo9 Bulpuny Jo/pue [ended
“BulIN020 UoIBEIUOD JO POOYISXI| Y} pue saoud 19sse Buioey usym siasse s|qepell bujos saniiqgel|

104 suoneoljdull Jusiaip yum ‘suondo
9|qIssod Jo Jaquunu e aAey Asyl 1eyy
sI sasuodsal suonnyisul bulepow
usym abus||eyd 2109 ‘|essush v

uo elep 1eew
o101y 's1asse
a|qepen syueq
Uo e1ep Jejnuels

-8} Sy{Ueq YUM paleloosse UolBeIuod
1O S¥{SIJ 81 SSOSSE 01 Pasn S| [apoul
OIWSPEOE UB JO UOISUIXS SIY |
‘|opow uoibejuod pajelpaw-adlid

SOA

/S19SSE Yueq
Jayro—AnswwAse
UO[1BUIIOUI
/sales all4

SUBO| yueq.aiul
—AllowiwAse
UO[1BUIIOUI
/sales all4

109.pu]

uoibejuo)

53

sjuawalinbay painjonng

S90UdIRRY uonduosaq yoeolddy -UON Ppainjonas

sabuajjeyo ejeq

(0.LNOJ) 304 :9NITIAON VS "€ 31aVL



MACROPRUDENTIAL STRESS TESTS AND POLICIES

1S9} SS211S 9pIM-N3T
3y} Buunp Uo99||0d
e1ep | S 9y} Uo paseq
"B9) syueq UsIMIS] 'sdnoub Jsad ul syueq
sabeyul| o Aljigeqold 10 SUOIIPUOD ASUaA|0S BullBI0LIS1aP By} 01 Paleal
3y} uo Joud $15090 Buipuny Jaybiy Jo S19948 uoibeuod 10a1pul
‘uonezijeyded syueq saJnded 3| 'sjpuueyd 1gap 4O BUIP|OY-SSOIO pue
‘uin1al patoadxa | “AOUSAIOS JO UOKOUNY B SB SUONIPUOD Bulpuny ‘sabesul|
‘90UBIqUUNOUD JUBQIa1UI ‘S9|ES all) BIA SYO0YS Bulpuny JO S109}8
pue Alniew sy uoneauljdue ayi ainided 01 AJjIge 8yl SI }Jomauuel)
Buipnjoul ‘21n1oniis | 8yl O ainies) Ulew sy | "SYUE] JO SUOINPUOD ADUSA|OS
Al|Igel| puB 19SSe pue Aupinbi| pajdnood Jo Jusuiesl] JUSISISUOD B
910t lefeH uoneliqlied uo e1ep pajielsd JO3jomaLLel V Ysu Aupinbi| o1walsAs Jo NgY A Aupinbry
abesana]
"sdeo oneu (11Sq)
3U02U| -0}-99|AJ8S-1gap puUE Ol1el (A 1T) 8N|eA-0}-UEQ|
AjoWeu ‘syusuuniisul [enuspnidoloew paseq-1amo.loq
10 Aoeaiye ayy Buissasse Jo asodind sy} 1oy UIanoaiow
‘PaSN 8¢ UeJ }| "S}98YS 9oue|ed J1ay} JO 81N1oN.iS sy}
92UBY pUe SaNn|BA 19SSe 113y} SE [[dM Se sasuadxe pue
‘lapow sy} 01 sindul Juepodwl SWOOUl ,SP|OYasSNOoY SALP 1.yl S1010e) 8y} 0} plebal
aJe Yolym ‘siaiaweled Yum saskjeue AlAIIISUSS pue Oleuads Bullonpuod Joy
1uswAojdwaun Jo uoneinp elep AoAINs | pasn aq ued [spowl 8y (SO4H) AeAInS uondwinsuo)
104 Je|ndjiled Ui ‘saluN0d yileam pue 1ebpng pue 8oUBUI PJOY3SNOH WOJ} BYep ASAINS ployasnoy
910¢ Slay1o Auew Joj Buissiw @1e | pjoyasnoy ‘eiep |9A9] UO Paseq 3}JoMaLUel} [9POW 0JOBWI-0J0IW palelbialul
pUE SSOI9 |  SO1ISIIe]S palejl-luswAoldwg Jueq ‘eep 00BN {|opouwl 198ys 90uEeleq p|oyasnoH ‘|apow SgHAI A
‘(so1b91e11S OM] BY} JO DINIXILU B SNSI9A
Buisiel [eydeo snsian buibelans|ap spis-19Sse) oliel
elep |eudeo Jaybiy e 01 9AOW S3UBQ MOY O] SB SOLIBUOS
AINI/ISE] ‘SI0pUSA JUB134}1p UO [BUOHIPUOD ‘puBWSp B1ebaibbe pue $108)49 punol
eiep olgnd Jayio | Ajddns 11pa.o jueq aousnjjul SYO0ys oliel [eyded moy -pu0oas/joeqpasy
puE INS WOJ4 BIEP |  SSOSSE 0} Pasn SI [9poul 9y | ‘ALOU09a 8y} O} SHO0YS |e1oueUL-01oB N
Bulueq paiepljosuod |endeo yueq jo uonebedoid ayy ssasse 01 sdnolb
's'nsnid 8zZn3 Bupjueq [enpialpul Jo ajduwies e pue salLouoda N3
910Z S4oyio SSOJOB SOLIBS BWI} | 8Z 9Y3 JOoJ [opowl (YYAD-SOIN) dAISsa162.101NYy 10109/
pue ssol9 VN [BIOUBULOIOBIN [BQO[D UONOSS-SSOID-PaXIN € sl sIYL "HVAD-SIN A
(se|qelen 19ays
20UB|[Eeq AdY Jay1o pue
onel |eydeod uo elep
[BOLOISIY + 397 'Ad
‘so1e|dwo) 159} SSa11S ‘Alddns
3y} WOJJ e1EP S9SN pUE pUBLWSP 1PaJd Yl0g JOJ SUOIDL) SaIN1ea) pue
0L0Z slayio g073) |9A9] Aunoo 1e 10309s Bulpueq onsijodobijo ue Buisseduwiodous swily
pue salled paiebaibbe elep |9A9) PUE SP|OYasNoy PauleliSUod-Aj|eloueul) Yim ‘eale
boeuieq | a1e1s Apeals ay1 Jo uoneiqie) | JUeq pue elep OIoe 04n3 3y} 10} [9pOoW ALIOUOD3-Paso|d B SI SIYy | ‘39Sd A

S9JULI9}9Y

sabuajjeyo

syuawaiinbay eleq

uonduasag yoeoiddy

painyonnsg
-UON painonas

803 :ONIT3A0N VS ‘¥ 319Vl

54



MACROPRUDENTIAL STRESS TESTS AND POLICIES

‘pakojdws aq ued
‘'sanbiuyos) Adosjus winwixew
se 4ons ‘sainpaoold |eonsiiels

"JUNoOYE 01Ul
ua)e) 10U ale suoloeal snousbopus ajIym ‘uoziioy
3w 1Joys B 120 a1esado Yyolym ‘swisiueyosl
UOISSIWISUEI] 193 BW-01-3ewl AQ USALIP A[AISN|OXS ale
S$109}J8 PUNOJ-PUODSS 1BY] SaWNSSE pue sabesuljiaiul
A1nba uo saljal ABojopoyial 8y "SHO0YS |B10109S
woJj Buiwiwals siano)|ids or1sswiop sy} ssasse 0}

6002 SNoLIBA ‘SIy} 104 “Buissiw ale (S1UNOD2E | ‘S|PA3| BAJE 0IN3 B} PUE A1IUNOD [BNPIAIPUI 8Y) 1B U10]
SNIUOAEY B1EP USYM SUO[108UUO0IIU WOYM-0}-0yM) BIEP | 'SJUNODJE 10}09S BAJE 0INS SISN 3IOMBWEL) UOIBRIUOD saljl|iqell/s1esse
pue ugase) [esa1e|iq Bunewnss 1UNO2oe [eoueUlH |BI0}O9S-SSOIO 8| ‘|9POW Y40M]IaU J0}03S-SSO0I) A suequou/ueq Jayi0
abueyoxa

ubla.o} ‘SeAlBALIDP
‘Sa}INas Buipnjoul
SELS-NEG)

SJomiau
3y Ul Bunoesaiul AjlediweuAp syueq buiziwndo yum
‘lapowl paseg-juabe ue Ag pajuawajdwod aq 0}
papualUl S| [9POW YI0M1aU ay} ‘Uoibeuod Jo Buljepow
ay1 aAoJduwll 01 Japuo U] “Buies dnsijeal siow e ul
uolBe1U0D pue UOoIEBWIO} Ylomlau ay) Bulnided 0y
A3y SI 19y4BW Yueqiaiul oy} ul uonedionied syueq

10 s109dse [eJ0IABYSQ pUB DIWEBUAP JO uoielodiooul
3y 'SS9jayLIanaN “Wsiueydaw Buipeased-sso|

OI1E]S Jayiel pue |eolueydaW e Uuo paseq Ajeble|

S| U0IBeIUOD YUBQI1UI JO SIOMBUIELS 1USIIND BY |
SOMBWELS 9y} Ul pa1da|al ale sjelids Aupinbi

4ons "suoiebiqo J1vyy [|14n} O3 JOPIO Ul S}SSE J1Isyl
21epinbi| 01 Bulkil syueq Aq paieqladexs Jaynny aq
Ued $aINsodxa 10a41p 8y} 0} Pale|a) S8SS0T "SYUeq

10 dnolb e JO nejop paWNSSE Ue Ia}je ‘SHIoMIaU
pa1e|NWIS U} BIA PRIHWISUBIY S9SSO| YUBdIaIUl JO
uonNQUISIp 8yl ainseaud 01 pasn aJe yoeoidde

Jauuew olweuAp sainsodxe 510MIBU P21BINWIS B BIA PAUIRIGO S2INIONIIS
€107 40N e Ul sainsodxa yueq-Ag-yueq NueqJaiul sueq SuegJlul 8Yl ‘sueq N3 Buowe s3o0ys Aouan|os Jo (paunossun)
pue [efeH | |eal uo |spow 2y} Jo uoneliqie)d -Ag-sjueq [ese1ellg | UOIsSIWSURIY 8Yl APNIS O] ‘[9POW Y0M}3U jueqiaju| A Sueo| Jueqialu|
102110

S9JUBI9}9Y

sabuajjeyo

syuawaiinbay eleq

uonduasag yoeoiddy

painyonns
-UON painonas

(0.LNOD) 993 :9NITIAON VS ¥ 319VL

uoibejuo)

55



MACROPRUDENTIAL STRESS TESTS AND POLICIES

“JJEIS JIN| PUE §O3 1S80IN0S

pajuswa|dw)

juswdojaasq uj

"3|eS a1y B 01 BuIpes| sajes Jo apeased e Jabbly Aew
$s220.d snousbopus siy] A1IN2ss 8yl Ang o ||9S

01 Jay1aym uo suoisioap Bupew Ag s19ays aoue|eq
J18Y1 1snfpe pue Alnba 1oy a1epdn siusbe yioq
'S9SEaJ09p A1IN03S 8y} Jo 991ud 8y} Sy "9o1d 19y ew
paulwlalap Alsnousbopus sil s1oedwll yolym ‘A1inoas
pInbi|| ue ||9s 01 Pa210y} ale ‘susWaIINbal Apinbi|
01192[gns a.le ydIym ‘syueq uaym abiaws sa|es all4
ooys Aupinbi| snousboxs ue Buimol|o) sajes ail
a1eJauab 01 8|ge S| pue uoneuwllo) 821d snousbopus

uoibejuo)

sjuawbas Ue Ylm wsiueydsw Bulies|o e saonpouiul [spoul
193Jew snoleA Jo yidap 1axew sajel uopndwapay 9y 'SI0}03S [BloUBUL} OM} BU} USaMIS] pue qgel|
10} BunUNOooY 81N1ONIIS | "syueq pue siabeuew ulyum sao1d 19SSe 01 So0ys Jo uoibeluod Jo /S19SSe juequou
oswiw 19y4ew o1j10ads sy} 0} punj 19sse Jo s|auueyd sy} a1ebisaaul 01 Bulwie syueq Mopeys —AldWwwAse
SIaYl0 pue | uouawouayd a|es-aliy d1e|NWIS |  SalM|igel| pue s}asse PUE [BUOIHPEJ} JO [9pOW paseq-luabe ue S| siy | uoleulou
uewiey 0} Wa1sAs ayy bupneiqien UO SOI1SI1BIS 0JOBIN ‘wid1sAs yueq mopeys-yjueq ui sa|es a4l Jo [9poN A /ssles all4
sanliqel|
/s1esse yjueq
Jayro—AnawwAse
uonewLoul
/Sd|es all4

'slayng |eyded

959y} Jo Huies ay1 1o} salbojopoylsw piepuels ayl

Aqg painideo s 1eym puokaq ob 1eyl sysi Ayuspl diay

pue siayng [I1S-0/11S-9 paubisse jo ssausieldoidde

a1 JO sjuswssasse 1oddns pinoo siy | ‘abelans|

pue ‘A}|BUOWILLIOD 19SSE ‘SSaUPa}0auU0dIaiUl JO

UOIBUIGUIOD J19y} Builoayal S)UBQ [BNPIAIPUL JO

2INSEaW OIUIS}SAS B apiAoid 0} pasn 8 UED SIsAjeue

3} JO SUIOINO BY| "SSaUPS1OBULOISIU| pUE

‘UOJ1BJIUSOUOD ‘AU[BUOLILIOD 1DSSE SHSH OIWBISAS

|BIN}onJ1s JO suoisuswiIp Juaiaylp Buluueds yoeoidde
Buliepow paseq-yiomiau e syussaid ‘sdnolb Buryueq SUEO| YuBqJaIul
oawliw eale 0Ind 1sable| 9z oy} 4oy e1ep Alosialadns pue —AloWwwAse
SI2Y10 pue SSa.3s Japun sainbi} [exded sBuipjoy sanndas Jejnuelb Buisn 109(oid [eonAjeue uonewIoul
uoisiieg pue sdejiano usamiag Mur SIUYL YsH O1wd1sAs 10} [apow paseq-3ioMisN A /sa|es all4
10341pu|

S9JULI9}9Y

sabuajjeyo

syuawaiinbay eleq

uonduasag yoeoiddy

painyonnsg

-UON po4monns

(a.LNOD) 993 :9NITIAON VS ¥ 319VL

56



MACROPRUDENTIAL STRESS TESTS AND POLICIES

sanljiqel|/siesse
sjuBquUOU/UBG JBYI0

abueyoxa

ub1o104 'SaAlBALIDP
'sa11In2as Buipnjoul
S19SSE JaY10

"PRIBA0D 9q PINOYS SOAIBALIDP uoibeuon
‘51L0Z (Mdy WwoJ) $2Insodxa ‘ininy syl Ul 'SSaUpa1oauuo0Ialul JO :
‘“Loday 110S SIY1 21e40dI00Ul 10U S0P [9poW BulISa1-SSa.1S
Wa1sAS Sjueq [enplAIpul r0g 1Ua1INd 8y} 1I9ASMOH 'Y YUBg YlM pa10auuod
|eloueul 10} sQd Jo oW se | Aj3dallpul pue A1oa.ip ‘sueq Jayio Jo dd Ul asii 8y} 0}
‘510z ueder [|oM se eiep ainsodxs panIwsuUel} 7 yueq Jo ad Ul asi syl moy buizAjeue (paunoasun)
Jo3ueg WOYM-01-Woym Wo.4 ‘Apn1s 10|1d aUO AjUO Pa1ONPUOD SBY og ‘Iej 0S Sueo| yueq.aiy|
10311
Aupinbry
abelana]
‘siseq uolienbs-Ag-uonenbs ue uo poylew aienbs 1ses)
2y Buisn parewisa a.e suonenba asay | Aous1sISUOD
elep pue sonsunay [eauidws ysed Ag psuiuuielep aie
suoneol}10ads uonenb3 'saunbiy SUONYISUI [ENPIAIPUL
3U1 JO SWINS Y1 2/8 SOLIBUSIS [NJSSaI1S Jopun sainbiy
91262160y "SUOINYISUI [BIOUBUL [ENPIAIPUL JOJ BIEP
|aued Buisn Ag pajepoul ae SUOIINIASUI [BIoUeBU|
'sO8 "SUOIINYISUI [B1oUBUL BuOwE S3IHAIOE Bulpug|
3y} WOy Sa|qeleA 1084J€ S|oA9| |eded pue 109 1pald Ul sabueyo
[e1oUBUL pUE (jeal ‘9)dwiexa 104 ‘pajepowl ale SallIAOe SUOINISUI
PUE |eujLIOU) [BIOUBUL} 9J9UM [9POW [BINJONIIS B S| SIY] 0}09S
7102 OlLIOUODD JO SaII8s 0IUIOUOJ20J0BW 9] PUE 101235 [BIoUBUL DY) :S10109S
SI9Y10 pue awi} pue ejep 19ays OM} U}IM [9poLL 0JOBU PazIs-LUnipaul e si AINH 9y L $)99}J9 PUN0J-puoIdS
einwiey| 90UB[EQ Pajie1ad “(ININ4) [9POl 21119WOU0IS0IIBIN [BIOUBRULS BY L A /)9eqpasy [eloUBUL0IOBN

S9JULI9}9Y

sabuajjeyn

sjuawaiinbay eleq

uonduasaq yoeosddy

painjonng
-UON Ppainjonns

NVdVr 40 XNVE :ONIT3dON VS 'S 318VL

57



‘JJB1S )A| pUB [og :$20IN0S

qel
/S19SSE Suequou
—AnoWwiwiAse
uoewIoUl
/Soles all4
'(9L0Z 4200300) ,Moday waisAs
|e1ouBUld 8y Ul Buiisa] $sa1S 0JoB|A|, JUBWINJ0P
Buimo||o} aU3 SB [|om Se ¥SH J1aqoid0 auyl 4o A Jardey)
995 ‘s|Ie19p 104 "UOIYSE} JBauljuou e ul Jabie| suw0daq
p|nod |e1ded uo Sueo| 4o [esods|p ay1 Ul JUNOJS|P
Jadaap ay Jo 10edw ayi ‘'spunj Aoualind ubeloy Jo
JUNOWE SUWIES 38U} 2INJ8S 0} JO PasodsIp aq 0} papaau
SUBeO| aJoul Se 1Byl SMOYS 1Nsal 8y ‘SUeo| yons
10 [esodsIp 8y} 0} paje|al S1o3JeuU UO Sal1[BUISIXD
aAllebau Buneald “Aisnosueynwis sueo| Jo asodsip uoibeuoy
suonnsul leroueul Auew J1 ‘pa1oadxe ueyl alowl
‘9102 Aq suadaap (Je1eweled snousboxa) sjesodsip uo
1940100 1Uno9sIp au1 1ey} Aljigissod e sialay ] ‘Wayl pulq
‘“Loday Ajleuoisead0 Bulpuny Aoualind ubleio) UO SIUIBLISUOD jqel
Wa1sAS sueq Aujige|ieae Jisy 1ey3 bujuinsse ‘[ended Jiayl uo /S19SSE Yueq
|eloueul [ENPIAIPUL JO 00q S)Ueq asaueder Aq sUBO| JopI0g-SSO.D JO Sa|es ally Jaylo—AsewwAse
‘9L0g ueder ‘95 Jad paziusbopua usaq Ueo| JapJog-sSoJo 10 109}J9 8y pazAjeue ‘9 Qg 1290100 ul paysignd UO[1BULIOUI
10 3ueg 10U 9ARY S109}J0 9|es-a14 pue ajijoid Buipun4 ‘pUNOJ YS 18318 9Y1 Jo BuIISal SSa.1s 0Joew ay | /sales all4
SUBO| yUueq.aiul
—AlloWwiwAse
UO[BUUIOUI
/sales all4
10241pu|

MACROPRUDENTIAL STRESS TESTS AND POLICIES

painjonng

S90UdIRRY uonduosaq yoeolddy -UON Ppainjonis

sabuajjeyo sjuawiJinbay ejeq

(2.LNOD) NVdVr 40 XNV4 :9NITIAON VS 'S 319Vl

58



MACROPRUDENTIAL STRESS TESTS AND POLICIES

(rooz
‘UBUIE|OIIA)

S9JULI9}9Y

sabuajjeyn

L661L Ul

SISO [BIOUBUL UBISY 2y} Bulinp
2s0y} 0} Jejiwis ‘[esauab ul ‘ale
sapnyubew asoym ‘ss|gelea
OIWIOUOD0I0BW Pa1d3as ay} Jo
SOLIEUSIS SNOLIBA UO Paseq sl
uonenwis ay] ‘| Jed ul sjppow
[eouIduws palewisa uo paseq
sajel 1nejap Jo syied aininy Jo
UOI1B|NWIS SBA|OAUI }JOMBWIELS
3y} 'z 1ed 104 JUSWUOIIAUD
2]UIOU0O8010BW By} Bulule|dxa
S|opouw aAIssalbaioine Jo 19s e
PUE ‘S)UE(Q JO 91EJ }NEejap ay}
Buiuiedxs [apow uoissalhal
a|dinw e JO S1SISU0d yoes
UOIYM Ul S|9POLU XSH 1PaId
OILIOUOJ30J0BW JO UOIIONIISUOD
ay1 1oy ‘seould Aadoud [eal

pue Sa1el 1SaJ91Ul [Bal ‘BuIyD
pue|UIBIN| PUE YH JO symmolb
dao |eas :palinbal a.e sa|qelen
OIWIOUOOD0J0BW 931U} ‘SIY}
wioly 1edy sso| yusuedu
ay1 BuIsned ‘pa1indo0 sey 1UaAd
Ue 1By} SI9pISU0 A|qeuoseal
Sueq ayl alaym ainsodxs 1eyl
0110adsal Yym sso| Juswliedw
10} 92UBMO||B U1 JO ONEl

ay1 SI yolym ‘onel uolisiaold
oIj10ads syueq Ag painseaw

Sl @1el neop ay1 ‘| 1ed Jo4

syuawiaainbay eleq

‘(soss0)

1Pa10 JO) Solel

1neyap 9|qissod jo
uonnguisip bunesousb
1o} uone|nuiis (QIN)
ol4eQ SO e (2)

pue ‘sojuleuAp
2lLWLIOUOD010BW

pue (onel uoisiroid
oiy1oads Aq paixoid)
salel 1nejap uo
suonenbs Jo WaisAs e
Yum |apouwd [eauiduwis
ue (1) sesudwoo
MIOMaWELS INQ

uonduasaq yoeosddy

painyonns
-uoN

SYo0ys
OlWOUOOS0I0BW 0} SYUe] |[e1al
s,6uoy BuoH jo sainsodxa
1IpaJ0 8y} Bunsal ssaus

104 pasn s| yJomael) ay |

painyonns

$109}J3 punoi
-puo9as/yoeqpasy
|eloueuly-01oe

VIAXH :ONIT3dON VS "9 318VL

59



MACROPRUDENTIAL STRESS TESTS AND POLICIES

(9L0z
‘Kyzoyiny
Aie1ouo

Buoy buoH)

S9JUBl9}9Y

‘ymolb
ueo| pue a1el buipus| uo
10edwl S1 pue sonel v

‘Syueq UO JUIBIISUOD B4} JO

uonelodioodul (g) pue 'sasso|

Sueq wolj Buisiie Jano||ids
sjueqJaiul Jo uonelodiooul
(z) 'uonnguisipal oljojuiod
3Ueq pue 3si Aupinbi
19%/ewW JO UOol10eIaIUI JO
uolesodiodul (1) soueisul
10} ‘[ouUBYD YOBqpaa}
dAISUBYIdUIOD 2I0W B 10}
1USUIBOURYUS IO} SEalE
ulewaJ a1ay} UJoAoMoH
"SYSIJ JO UOlIBWIISa-Iapun
Ue 0} pe3| P|N0D YOBqpas)
[BIDUBUIOIOBU B}

1UN020E. 01Ul BUBE] INOYLIM

slomaulel) Buiisal -ssaus
e buisn 1eyi moys dn-1as

ay1 wouy sbuipuiy [eouidwg

sabuajjeyo

‘9|qelen
Aloreue|dxs Ue se papn|joul Os|e
S1 0l}eJ UBO| PalISSe|O SyUeq
‘ymodb ueo| pue aiel Buipus)
104 suolenba sy} u| 19sse uo
ulnjal pue {ol1el 19SSe-03-UE0)|
'9z1S 'so|qelien [ars|yueq (z)
pue ‘a1el yimoub aoud Anadold
3U1 pue 10108 81eJ0dlod Buoyy
BuoH ayy 104 Aljigeqgoud yneyep
paseg-1aylew 'salel 1salaiul
Muequaiul ‘B1els yimolb 4go
[EUILUOU [SPOWL OJOBW By} WO
pallled sa|gelieA 01oew noy (1)
apnjoul sajgelea Aiojeue|dxs
ay] ‘AlpAnoadsal ‘onjel UeO)
palIsse|o pue ‘Yyimolb ueoy
‘91es Bulpus| syueq aJe [opow
Buiueq ayy ul suoienba aauyy
3y} JO So|qelieA Juapuadap ay |

1101095 Burjueq

3y} WOJy 3oeqpasy) syl ainyded
01 pappe aJe aiel Buipua| pue
ymoub ueoj s1ebaibbe sy ajiym
o0ys |BUJaIXd SNouaboxs ay}
21n1ded 01 papn|oul ale xapul
XIA 8Y1 pue y1moub 4aso plHom
‘21e) ymmouh aoud Auadold ayy
pue 10108 81e10d1090 Buoy
BuoH sy Joy Aujigeqgold ynejop
paseg-1aslew ‘salel 1sa191ul
JUBQIa1UI ‘91BJ UOIIB[JUl D1kl
ymolb 4go |eululou apnjoul
|Spow 0Joew ay) Ul S9|geleA
0JoBW snousbopua aAl 8y |

syuawialinbay eleq

‘uone|nwis s,poriad
1XaU 10} (Moeqpasy
|BIoUBUIOIOBW BY}

971 sindul se [apowl
0J0BW 83U} 0} %2Bq
paj pue pajebaibbe
usy1 ale aiel Buipus|
pue yimoih ueoj uo
10edwi palenwis
ay] "a1eJ Bulpus| pue
‘yimolb ueoj ‘onel Ueo|
PaIISSE[D ,SHUBQ UO
10edwl ay1 a1e|NWIS
01 |apow Buryueq
palew|1sa oy} ol
paj ale sa|geleA
0JOBW PaleNWIS 8y}
‘|el1 yoea Jo4 ‘|opowl
oJoew ayy buisn sjeu

00001 Aq sa|geren

0JoBW Jay10 3y1
a1e|nwiIs 01 pakojdwis
Sl poyisw N au}

YO0YS PaWwnsse ue

yum ‘pouiad yoes uj

RIEIIERISle[sCETREIN
yum sarewlnss bunsay
-SS211S 8y} U1eyqo 0}
paydope s| ainpaodoud
Bupepdn |enuanbas

B Ylim poyiaw
uone|nwis JIN Uy

uonduasaq yoeosddy

painyonns
-uoN

‘Buoy

BuoH ul syueq paresodiodul
AJ|e20| 6 JO 19SEIEp |2URd B
Buisn Ajo1eledas paiewss ale
suolenbs 9a4y} 8y ‘sajgeLiea
0J0BW Ul sabueyd ay} 01
puodsal pjnom (Aujenb 1asse Jo
2INsSeauW ) Ol}1el UBO| palIsse|d
pue ‘Yymolb ueo| ‘axel bulpus)
SYUEQ [ENPIAIPUI MOY 9q1IOSaP
1eyy suoenbs [eouiduws aa.yy
SuUIelU0D [opowl Buisjueq ay |

"SUUISY JOIIB BY1 JO XIiew
90UBLIBAOD-90UBILIEA POJBUUIISD
SU1 SB |[9M SB "YVA ay} Ul
papnN|oul S|qeLIBA PaXO0ys
pabbe| ay1 ybnoiyl ss|qeLiea
oJoew Jayio 0} ayebedold pjnom
9|qelleA o1oew Aue uo 3ooys e
1BY} Yons poyiaw uoissaibal
paiejaiun ABuiwass ay1 Aq
pa1ewWISa S| [9pouUl 0Joew

3y ‘10109s Bupjueq ayl Wwolj
30eqpasy 9|qissod Se |jam se
‘SY00YS 0I0BW [BUJIXS ainided
1ey1 Sa|gelieA snouaboxa

3OS SapNjoul OS|e [9poWl 8y |
‘Buoy| BUOH Ul S3|geleA 010BW
AoX 91} JO saouspuUadaplalUl
pUE SOIWEBUAP 8yl

$9q1I0SaP 181 [SPOU VA

e S| [9poW 0JoBWw 8y |

1101095 |e3)
a1 pue Bupjued ay1 full Yorym
‘lepow Buijueq sy pue [ppow

0Joew ay} 'syo0|q bulp|ing urewl
OM] JO S1SISUOD YIOMaWIBL) 8Y |

painyonns

(d.LNOD) VIAIXH :9NITIAON VS "9 314Vl

$109}J3 punoi
-puooas/yoeqpasy
|eloueuly-01oe

60



MACROPRUDENTIAL STRESS TESTS AND POLICIES

E

Bl1S 4| pPue YIAMH :S20.N0S

saljiqel|/siesse
Sjuequou—AllouwwAse
uolewWIOuUIl/S3les all4

sal

Iqel|/s}ssse yueq
Jayro—AnawwAse
uonewlojul/sajes all4

SUBO| yueqgJalul
—AnswwAse
uolnewlojul/sales all4

108.1pu]

salljiqel/siesse
yjuequou/sUEq J8Ui0

abueyoxa ubio}
'SOAIIBALIDP 'S9NIIN0SS
Buipnjoul s1esse Jayi0

uoibejuo)
“(pasn S ynegap Jaybiy
sI s)asse Jo sbuipjoy |eso1e|iq ‘lopow uone|nwis SNy} pue 'sasso| (INLIN) 1oxew
3yl uo uondwinsse ooy pe ue | QA 9yt Ag paululialep -01-3{Jew Ul Nsal [|IM Mueq
'910J219Y1 ‘9|CE|IBAE JOU BJB | 9IB SOSSO| JUSWISIAU| 1By} AQ panss! Sa11IN09S 1gop
BIEP YONs ‘sISAjeue oy} Ul :810u) | "SI }Nejap JO [pow aU1 p|oy Jo yueq eyl 01 Buipug)
paNss| Sa1111N29S 1Gap pue | |ein1onis adAl-uous|N Sueqlaiul aAeY 1Byl Syueq
Buimoliog yueglaiul 0} 10adsal e buisn syueq jo JBY30 "Panss! Sa13Inoas 1gap
yum ainsodxa yueq |elaie|iq S 1nejap Jaybiy Bulpue1SINO S JO aNjeA 18y ew
‘(slyy 1o} uonn|os |eonoeld | (1) pue pjoy SHUeq 1eyl s1osse OJUl d1e|SUBl] [[IM 3U1 S90NPaJ XSl }NEJap SHUEq
e papinold Apealje sey 1UsWISaAUl Jofew Joy elep S9SSO| N LN 3UL 3UO UO Y00US [BIUI UY "SYUEq
3JOMBUIEL) PISIASI B :2}0U) 2o11d 19sse Aouanbauy-ybiy (g) 'Sp|oy yueq ayl 1eyr 12410 Ag panss| sallinoas
abua||eyd e OS[E S| SYUBQ | ‘SYUBQ [BNPIAIPUI JO S801d %001S S}9SSE JUBWIISaAUI 1g9p Jo Buipjoy pue Buimo.log
paisi|un JoJ sJomauel) (7) ‘s1ossE JUBWISAAUI UlBW 3y} 10} SasSO| N 1IN Jueglaiul apnjoul sainsodxa
sy Adde o1 moy (z) pue 2y} 10} sojiyoid Aunjew sy} AqQ paulwiaiap s! |BJa1e|Iq 9S8y "Syueq buowe
(6002 'INH aInsodxa yueq |eJaie|iq uo | Buipn|oul ‘'S1eays adueleq Syueq 3ueq e 01 %o0ys Ysi salnsodxa |eJaie|ig Buisn (painossun)
13 Buom) elep jo Ajigejieae ay (1) [enpiAIpul JO elep pajielaq (L) }yneyap [eriul uy paielodiooul s ysi uoibeiuoy SUEo| yueqialu|
102.11Q
Aypinbry
abelana

S9JULI9}9Y

sabuajjeyn

syuawiaainbay eleq

uonduasaq yoeosddy

painyonns

(2.LNOD) VIAXH :9NITIAON VS "9 314Vl

61



MACROPRUDENTIAL STRESS TESTS AND POLICIES

“JJBIS NI PUE |gY '$90IN0S

qgel|/s1esse
juequou—AlldwuAse
UOIBULIOJUI/S|eS 1l

sanljigel|/siesse jueq
Jaylo—AnswwAse
UOIeWIOUI/SD[ES a1l

Sueo| yueq.alul
—AisWwiwAse
uoneuliojul/sa|es all4

19311puy|
sall|iqel|/s1esse uoibejuo)
Juequou/yueq Jayio
abueyoxa ublaio}
'SOAIIBALIDP ‘SBININJS
Buipn|oul s19SSe Jay10
= Z'L =b 'bg Aq uonelay 1o punol
siseq 4oea 1e SSa.1sIp 01Ul 06 1Byl SHUE] JO 189S aYL
ss0lb e uo paseq punjuou Burousp usyl pue ‘g awli} 1e s|ie) 1eyl |, ueq
pue puny yiog—sanijiger | Jabbu1 e yum Buniels 'sisAleuy slomiaN, Buisn (painoasun)
pUE S19SSE 3ueqJau| uoibejuoo bunenuis 1oy wyilobie |elpusnbas SUEO| yuegJalu|
102.1q
Aypinbry
abelana]

'2ININJ 81 10}
pauued si yoeoidde siy |

‘sysu Alpinbi| pue Aouanjos
$91210dI0OU| PUE SI0}EDIpUl J0I09S [eloUBUl
SapN|oul [2POW SIY] ‘|opowWw oJ9eW padueyul

S9JUvI9}9Y

‘[SPOW HVA

3y} 01Ul Papn[oul Sa|qelleA
3y} 01 payW| 818 S400ys
0JOBW 0S|y "S3|qelieA
Buowe diysuoneal
pa10adxa Yyum [opow
snoluowlisted Buimes

sabuajjeyo

Hoyep

[BOSI) pUB ‘©OUB[EQ 1UNOJJE
1U2.1IN2 ‘'s10dxd ‘a1el
1SaJa1ul Uonelul ‘Ymolh
s,olsawiop ‘(orel obeddi|s
"971) sloyedlpul Ayjenb-jesse
|9A8] dnoib-3ueq pue
-Wa1sAs ale sjuswialinbal
elep Jofew ay] ‘S|oAd)
dnoub-sueq Jolew

pue waisAs 1e paljdde
usa( Sey [apow Sy L

syuawalinbay eleq

ISPOIN VA A

painjonng
-UON paJnjonas

uonduasaqg yoeoiddy

VIANI 40 XNVE JAY3S3Y :ONITAAON VIS 'L 318VL

$193}J8 pUNOI-puoddS
/joeqpas) [eloueULoIoR

62



MACROPRUDENTIAL STRESS TESTS AND POLICIES

[9A3] Yueq-UEo|

‘Wa1sAs Bupjueq ayl apISINo pue uiyim

€10z 1e sallelpaulalul | y1oq Buisiie s309448 uolbeluod a|gissod Joj Junodde Ajny
SI2Y10 pue |eloueUl Jo 01 3J0M18U B 10N11SU0D 01 9|q1ssod si 1l ‘SallelpaulIalul
uiebiey S)JOMIaU Joj asuodsal sainsodxa uo 3UBQUOU PUE YUeq BUIBpISUOD ‘sainsodxe WalsAs Sall|Iqel|/s1asse
-0UBZI0|0S snouabopus ayi Bulspoy | uonewloul pajielad [e1oUBUILIBIUl UO Blep Jejnuelb Ajpwainxe Buisn A 3uBqUOU/MUEBG JaY10
S 0lWe1SAs paroadxa Jo %0 L Alybnod 1o}
SIUNOOOE AJUO 'SYIOMBWIELS 13Y10 Ul Pa1oLisal Aj|eoldAy si
SSOUPa108ULO0DIBIUI JOBIIP YIIYMm O} ,'SHSodap pue sueoy,
01 9np 2Insodxs YuegJaiul 1Byl puly SIoyine ay | "Sasso|
pa10adxa 0lWe1SAs 01 syunowle BulAlea ul 91ngLIL0d
sadA} ainsodxa Jnoj syl yorym ur (021xa|A) A13unod e oy
3|1jo.Jd 3S1 O1WL1SAS B 9182.0 01 3|gE Uayl 2./ sioyine
8y ,Sennoss, pue ‘abueyoxs ubialoy, 'susodsp pue uoibejuoy
SUeO|, ,'SOAIIBALIDP, 01Ul S2INSOdXa |BIOUBUL) SBIISSE[D
|9A3] ueq 1ey1 $2INS0dXa JO YI0MIBU JoAB|-IN0} B 818210 (G L07) abueyoxs
G102 -Ueo| 1e sainsodxa SJ3U10 puUB BUPS|Od "S3I11INJ3S JO SOSSE|D SNOLIBA JO uba.o} ‘sanlleALIap
SI2Y10 pue SYJOMIaU Joj asuodsal Jueguaiul uo [9POW 3I0M]BU B JONJISUOD O} 3UB] [BJJUD B} SMO|e ‘sanNoas Buipnjoul
Bupa|od snouabopus ayy Bulspoly | uonewloul pajielad $2INS0dxa UBegJalul Uo e1ep Jejnueld Alpwaix3 A S19SSE Jay10
SJIOMIBU B} Ul
0L0Z [9A9] MUBQ | SYUBQ JOYI0 UO S}NeJop pPunoJ-1sil JO S10844 Uoibeuod
SI2Y10 pue -Ueo| 18 saunsodxa | 2y} Sainseaul Uay}l [9poW YIomiau \ “(Mojaq paqlosap)
o|[lweler S¥JOMIaU Joj asuodsal JUeqgJaiul uo S31111N29S JaY10 Se ||am se ‘sysodap pue sueoj uo (paunossun)
-ZaulIeN snouabopus ayy Bulspoy | uonewloul pajielad $2INS0dXa UBQgJalul WO} dUI0D S103448 UoIbeluo) A SUBeO| 3ueqlaiu|
1811
sainsodxa
pue Buipuny sjueqiaiul
SYJOMIBU Joj asuodsal | pue Buipuny jueq uo
snouabopus ay} Bulspoly | uonewIoul pajielad ssaJboud ul o Aupinbiy
abelana]

S9JULI9}9Y

sabuajjeyn

sjuawaiinbay eleq

uonduasaq yoeosddy

painyonnsg
-UON painonas

OJIX3AN 3d OONVE :ONITIAON VS '8 37aV.L

$109}J PUNOJ-PUOIAS
/}oBqpasy [BloUBUL-0IOBN

63



MACROPRUDENTIAL STRESS TESTS AND POLICIES

1JBIS 4N PUB 0DIX3\ 8p 0dUeg :92IN0S

pajuswadw)

juswdojanaq uj

sanijiqel|
/S19SSE Yuequou
—AnswiwAse
uonew.oul
/sajes all4

Sanliqel|

/S19SSE Yueq
Jayro—AnawwAse
UO[1BULIOUI
/sales all4

ssaiboud ul yIopm A

SUBO| Juequalul
—AnawwAse
uoleuwLIoU
/So|es all4

painyonns

S90UdIRRY sabuajieyy  sjuawaiinbay eleq uonduosaq yoeolddy -UON painonns

(2.LNOD) 0OIX3N 3d OONV4E :ONITIAON VYS '8 319VL

103.1pu]

uoibejuo)

64



MACROPRUDENTIAL STRESS TESTS AND POLICIES

sunJ 01 9|qndsosns
Sall|Igel| pue s1asse
pinbijji pue pinbij uo
uolew.oul pajielsg

“U0IS109p Janojjos Bulpuny

119Y3 SNY} pUE ‘syueq Jo sonsiaioeieyd Alpinbi syl
Buipiebal aAoadslad Jiayy abueyo 01 wiay) pes|
Kews yoiym ‘Burynejop ,syueq Jayio buiriasqo Jaye
sjasse pinbi||i pue pinbi| syueq jJo anjeA 19x1ew sy}
Buipiebau syaljeq JIayl maiAal SI0}PaId SHUBQ SJaym
uoI6EIUOD UOBUWIOJUI JO }NSSI B SE SZ|[Blla}ew 0S|
ued ysi Alpinbi 1anoaiol “(yoeoidde Bulepow
aweb [eqo|B) syesse pinbi| ssa| pue pinbi| jo Buipjoy
pue ainjonJis Buipuny “a°1 ueq ayl o sonsiie1oeleyd
AlpInbi| ay1 pue %si ADUSA|0S 8y} UO PISE(] 10U 1O
3ueq Jiay} buipuny snuiuod 0} uoisioap syl Buew
SIOUPaID SHUEQ JO }nsal e se Ajsnouabopus
9zi|ela1ew ued 3si AupinbrT -ajnpow ysi4 Aupinbi

Aypinbry

‘(sa1noss

10} saAIN2 201d Jo uoielqied syl Smoj|e asiiadxe
193JBW 3IYM ‘YNOIYIP/2AI0S[gNS 001 8q pjNOMm
uolielqed se) ssaooud Buibesans|ap ayl Ul SUEO

O 3|BS 2} JaPISUOD 10U 0P A\ "S108443 UOoIBEIU0D
So|es-a.1) PA1EID0SSE 8Y) 104 3|de) 8y} JO W0NOd aY}
39S "2I0WAUE paulelisuod oliel-o6eians] 10U ale Aoy}
alaym uiod 8y [1un (sal|igel| Waspal 0} spasdo.d
3Y1 9SN pue) Sa111INJ3S 193JeW JO 3[es ay} ybnoiyi
abeJans|ap Aoy} '01IBUSDS SSBI1S Y} Japun (Mooys
2011d }93/BW 0} BNP S8SSO| 19¥IBW-0}-3}Jeul) SaSSO|
Buipel} Jo/pue Sasso| 1Ipalod JO }NSal B Se paulelisuod
-5bBIBAS| BW029] SHUE( }| *d|npow abesansT]

abelana]

S90UdIRRY sabuajjeyy  swawalnbay eleq

'SS211S [eIOUBU JO [9A3] 3} UO
Buipuadap sanieauljuou pue sabesjul| [eloueuoloBW
10} SIUN0D2E 1BU] [9POW YA Ploysaiy | Ueisakeg e
Buisn soleusds 3si saiesausb pog ay) ‘sasodind
JUSWISSISSE XS OIWS1SAS 10} SIsAjeue [eulaiul

5,004 9y} JO 1Xa1U02 3y} U] (S10944 pueLISp pue
Ajddns y1oq Bunos|jai) SUOIIPUOD PaSSaIls Jopun aq
pjnoMm syueq 1By} 108} a1 PaquUs SOLIBUSOS 90UlS
painided Ajiordwi ale Asy) ‘pajapowl Ajpioljdxs jou
3le 108442 puUnoJ-puodas ybnoyyy ‘LS 14S0-209

uonduasaq yoeoiddy

painjonng
-UON paJnjonas

$1934 pUNOI-puoI3sS
/abe)ul| [eloueuly-01oR

J08 ‘9NITIdON VS ‘6 3719VL

65



MACROPRUDENTIAL STRESS TESTS AND POLICIES

‘JJe1S 4IA| pue Dog :$201N0S

qel|/s1osse
juequou—AllBwUAsE
uolieullojul/sales all4

sBuipjoy
S3111IN03S SYUB( UO

‘(se|eS 241} [BUONIPPE 80UBY ‘S108}48 PaUIB)ISUOD
olel-abelans| euollppe alesousb uiny ul Aew siyy)
S01|04110d S3111INO8S UO S108)49 193JewWw-0}-3Iew syueq
19410 10} Alljeussixs aaneban “(sinpow Buipuny ayx
104 suonedldwi sey Siy} ‘yons se) salyjigel| Waspal 0}
pasn ale s3|es S8(11INJ3s 8y} Woly spasoo.d yseod ay |
“(paJapISUOD OLIBUSDS SSa11s 8y} Japun bBuloess aq
p|NoMm pue palosje 8q Pinom Asyl Moy pue Saiindas
3y} Jo slap|oy Jayio Jo adA} 8y} JUNODIE O1U| SB¥E}
UOIBIqI[ED SIY}) PRISpPISUOD JusWBaS Sa131IN03s sy}

J0 Uy3dap 193JeW 8y} pUE SHUEQ ||e Wolj a1ep 03 aoe|d
uaXe) 9ARY 1By} Syueq AQ Sa|es |10} a4} JUNOOJe

ojul Bupiel ‘parelqi|ed SI SalllIN0as 8say} JOj PaAI9da)
201d 8y "yduaq 1sa1ealh ayi sepirosd yoiym
'S9111IN08S BU} ||9S PUe Mued ay3 Ag pjay Sa11INdss JO
2dA1 yoes jo Junowe paxiy e Bul|as jo (eAndadsiad
onel-abelaAd| B WIOLY) 1jouaq 9y} JopIsuod Asyy
‘PaUIBIISUOD Ol1EJ-9DBISAS| B.JE SYUE( [BJ9ASS IO BUO
uayMm :$s900.d 8|eS "PauIel}SUOD Oliel-abBIaAs| Usym

SaI}|IqeI|/S19SSE Yueq
Jayro—AnawwAse

uonewIoul pajie1ag Buibelanajop ueq Aq uaALp S| uoibeuoD a|es-all4 A UOI1BUUIOJUI/SDES Bl
sueo|
sueqlaiul—AnawwAse
UOIBWIOUI/SD|ES dlI4
193.1puY|
gel|/s1osse
suequUOU/AUE] Y10
‘uoIBeIU0D SBIES-811) 01 DNP SBSSO| PUB S3SSO| 1IPaJD
Auedisiunoo Buisned ‘snp Ajjeulblio syunowe sy 0}
|euonJodoud si 18y} Wns e sal1iedlaiunod yueglaiul
J1oyy Aedau syueq yoiym ut ‘(L00z) 90N pue Blaquasiy
1O WyIob|E 83Ul SasN 44 MHIOMIBU quegJalul 8yl
1B3]0 0] "S3UEQ Jay10 0} suonebiqo ||ny Jiayy Aedal 0y abueyoxa ublaio)
9|geun aq Aew SYUEQ SWOS ‘sasS0| ApINbi| pue 1palo ‘SOAIIBALIDP ‘SBININODS
10 UoIeZI|eal 8yl BUIMO||0 “[opow YJoM]au yueqaju] A Buipn|oul s3aSSE Jay10
sainsodxs (painoasun)
sueqlaiul pajielag A SUeO| Jueglaiu|

S9JUaI9}9Y

sabuajjeyo

sjuawaiinbay eleq

uonduasaqg yoeoiddy

painjonng
-UON paJnjonas

(a.LNOD) 904 :9NITIAON VS "6 31aVL

1002110

uoibejuo)

66



MACROPRUDENTIAL STRESS TESTS AND POLICIES

(rLoz
‘o||nJeL)

pue (9102
‘welsAs
OAI9SOY
|esopa4 oy}
1O SIOUIDA0S)
J0 pleog)

S9JUaI9}9Y

‘pa1sneyxa
aJe $904n0sal papunyald
9S0U1 JI S90IN0S3l [BIoUBULY
|BUOIIPPE O} SIaquuaWl
Bulies|d BUIAIAINS UO ||BD
ued 0s|e 1ng ‘}nejap e

10 10edwi ay a1ebiIW

ued 18yl $92IN0S3l
papunyald 199]|09 S400
‘9)dwexs 104 ‘slaquiawl
11941 JO U0 JO }nejep

31 WOJJ SS811S HWISUEBI}
10 81EIA9||E UBD (SdDD)
Sal1edJaunod [eius)
"S911edIa1uN0D SaAIIRALIDP
wioly suibiew Jabie| oy
SjuswWalInbal pue yneop
|BIMIUI BY1 JO }NSal e se
sa11JedJa1unod Jayio Jo
Hneyap jo Aujigeqoid syy

Ul aseaJoul ue buljspow
apN[oul PjNOM UOIN}SUI
|e1ouBUl Jofew e Jo 1nejap
3y} JO S109}J0 punol
-puooas bBuneiodioou|

sabuajjeyo

‘9|geAlasqo
Ajisea aq 10U Aew
1ey1 suonnnsul
9S0U} JO Joineyaq

31 UO UOBUIIOUI
pue ‘aye|nbal 1ou
S90p 9AISSY |BlopaS
3y} eyl suonnsul
Auew Buipnjoul
‘sanJedisiunod
1sable| 1oy

pue soHg able|

Jo (senneallap
‘SIUBLIYILILIOD

ueo| ‘Buipel; “H9)
sainsodxe 19ays
90UB[EQ-}JO PUE 198YS
20Ue|eg-UO Y10q Uo
uoneuwoyur lejnuelb
alinbaJ p|noo s108440
puUNOJ-pPUODSS JO
uonejuswa|duy

sjuawaiinbay eleq

"SUOIINISUI [eloueUly Jofew Jo

1NeJap 8y} JO S1084Jd punol-puodas Buelodiodul 01Ul 00| |[Im
1ey1 welboid yoieasal e Bupelapun aq ||IM 9AI9SY |elapa
3y Yooys 1eslew |eqo|b ayy uo paseq ‘sainsodxa Buloueuly
S9I11JNJ3S PUEB DAIIBALIDP ||B UO SSO| PaSSalls 18U |e10] 1sable|
2y} 9onpo.d pjnom 1eyy AlJediaiunod sy} Jo }nejop paroadxaun
W01} 9SIIE 01 PAWUNSSE aJe S9ss0| 8say ] ‘suoliesado [ejpo1sno
Jo Buipeuy |enueisgns yium soHg 1ybie Joy palewnss ale
synejap Auediaiunod 1sable| 8yl wodj $8sso 'suonesado
Buipely 1sab.e| ayl yum SOHg XIS 9yl JO ¥sil Aledlaiunod 1oy
(VAD) suisnipe uoleniea 1paJo pue ‘suolisod Aunba pue
Buipely ul sabueyd anjeA 18y/ew-01-3Jeul [eliusiod apnjoul
300ysS 19yIeW [BgO|D 9y} Ul $8SS0T Aluleraoun pausiybiay pue
SS9.1S 193/ew apimpliom Bunos|ial ‘'spealds pue ‘salel 1sa191ul
'seo1ud 19sse Ul sabueyd uappns pue abie| se Yons siojoe}

»s1d [eqo|b Jo abuel peoliq e 03 400ys |edlay1odAy ‘swi-auo

e S1300ys 183lew |eqo|b ay] ‘a|qissod se abie| se ale S108440
pUNOJ-1SJ1} 9Y} 1By} 991ueIend S90P 3 ‘DA0ge PagLIOSap 9SOy}
pUOASQ S109}48 PUNOI-PUOISS [BUOIIPPE 3Jn1ded 10U S0P SIYL
3|IYM "HNEJSP 0} SEM (XO0US 193Iewl Sy} Ul PaqLIOSSP SUOIIPUOD
193/eW ay} Japun) sasso| 1soble| 9yl 9sNeo pinom ynejop
9s0yM ApiedJs1unod ayl I SaLI00IN0 91ndWw0d 0} PaloNIisul
ale syueq Bunedioned usws|e Alediolunoo 1sablie| ayy Jo
1nejap ayy Bunusws|dwi ul ‘paiyL ‘Aueduloo |ejoueul) Jofew

e JO aJn|Ie} 8y} JO 108448 ,pUNO. pUOISS, BY1 1031} P|NOYS
SUOIIPUOD 193w ‘snyJ "suoliniisul Juepodul AjjeoluusisAs
[BJOADS JO SSB11SIP U1 PUE |4|S B JO }Nejap ayl mes 1eyi polad
e ‘8007 4O J|ey puodas ay} Ul $a01d 19SSe JO SJUSLUBAOW B}
U0 paseq Sl 300ys 1a3/ew [egolh ayl ‘puodas “AWouodsoioewl
ay1 01 [euded yueq ul auljoap paidafoid syl wolj 91elall 10U op
S1S91 $S2.1S "WR1SAS Bupjueq ay1 Wol) S109)9 uoneoljldue
3y} 109|43J pP|NOYS SOIWEBUAP 0JOBW By} 0S ‘S10109s Bujueq
3EeaM UM PaIBIOOSSE U 9ABY SUOISS9a1 Yons ‘1sed syl u|
's201Jd 19SSE Ul Sauljoap 1ueaniubis yim pajdnod suoissadal
9J9A3S UO Paseq ale SOIeUSIS 0JoewW ayl ‘1Sl "SAem

1UBJaIp M3} e ul palnided Ajondwi aue Asyy ‘paresodiodul
AJ1101/dxa 10U 81 S109})9 PUNOJ-PUOIBS JUsald 1e ybnoyly

uonduasaq yoeoiddy

JAY3S3Y TVH3d3d 'S'N -:ONITIAON VS "0l 379Vl

painjonng
-UON paJnionis

$1934 pUNOI-puoI3sS
/abe)ul| [eloueuly-01oR

67



MACROPRUDENTIAL STRESS TESTS AND POLICIES

sanijiqel|

/s1osse
Nuequou
»ueq Ieyio
abueyoxa
ubraioy
'SoAllBALIBP
uoibejuo)
Buipnjoul
S19SSE Jay10
(painoasun)
sueo|
Sueglaiul
10311
‘Sy{UE( || Joj $1502 Buipuny asealoul 1ybiw
syueq pazijended Aood jo aoussald sy} ‘'sny] “syueq Ayyesy
'S9|es allj Wolj SaSSO| ‘SyuBqg JBYl0 |  AjDAIIE[RJ JOJ USAS UMOP 1NYS Siaxiew Buipuny sjessjoym swios
19¥Jew-0}-yiew o} [eyded U0 S}09443 punol pue saseaJoul buipuny O 1502 8y} ‘sasso| [exded saousladxe
sueq jo Aujigndsosns ayi -pUO2SS JapISU0D | WB3SAs Buueq ayy Sy 'SISIO [eloueul) [eqolb ayi bulnp juspire
pue ‘syasse Aljenb-ybiy jo os|e pue (siasse | [suueyd uoiedyldule Aoy e sainided Jusws|s Sy} JUN0IJ. Ol
slayng Jisyy dey 01 sul Jo Buljjes ‘Aupinbi| | wa1sAs ayy Jo AOUSA|OS ||BJaA0 BU} Buiel Ag "9|oym e se WolsAs
ssaubuljim pue Ayjoeded Buimelpyim “69) 3y} Jo uolysod [ended ayy uo spuadap spuny JO 10 SYUEq
9y} 'SSa11S Japun sajes sue|d Aouabuiuod | Yoea Ydlym Ul Yo0ys apIm-LUa1sAs e [spoul pue ‘uoiisod |euded
19sse Jo sanuenb abie| | pue suoloeal syueq UMO spjueq ay1 uo Ajabe| puadap SasSs0| Y1 Yalym Ul ooys
a|puey 0} s18¥lew Jo Aljige 1noge suondwnsse Buipuny ,10811p, pPUOAS] OB 01 S| BAIIBUISY[E BUQ "S1SO] SS1S
3y} Jo Bulpuelsispun Bupjew 4o |exded oyl syo0ys Buipuny a1e10diodul 0} Yoleasal axenspun
peouq e salnbai pue | uonewdojul bupsyieb | 01 suejd anlasay [BIopa4 8y sulelis Alpinbi| Ag paziieloeieyd
pue (SL0z uolbeuoo |efoueuty 2JInbal pjNoo | JUBWIUOIIAUS UE 103|ja) SOLIBUSIS A10SIAIBdNS JUa1INd 8y "y Uo
Ja1Zelg) 10 [aUUeYD B SI SIY | uonewswsaldw] |  pasnooy ‘UbISap AQ ‘B1e S3SI0IOXD 1591 SSaIS | SY4A/4VOD dYL Aupinbiq
abesana

S9JUaI9}9Y

sabuajjeyo

sjuawaiinbay eleq

uonduasaq yoeoiddy

(2.LNOD) 3AY3ASIY TVYHIA34 "S'N :9NITIAON VS 0L 319Vl

painjonng
-UON paJnjonns

68



MACROPRUDENTIAL STRESS TESTS AND POLICIES

‘1JBIS HN| PUB 9AI9S3Y [BIoPa4 'S :S80IN0S

pajuswa|dw)

juswdojanaq uj

suequou
—AnsWwiwAse
uolew.IOUI
/S9es all4
‘sa|nJ Aupinbi|
JO UONeIqI[ed Jus.LNd
ay3 uo ybI| pays os|e
PINOY S}Nsal 8y "BsIoA
S0IA 10 (YV710) MaINSY
pue sisAjeuy Aupinbr 'sbuipjoy
SAISUSYa1dWwo) [enuue “S3ueq Jaylo Je[IWIS YHM SWLIL JSYI0 UO S3SSO| JoyIewl-0)-34Jew asodu
ay3 Joj uiod buniess e se U0 S3109442 punol p|NOY UIN} Ul uoinoaxa pidel e Joj palinbal sjunoosip soud
1S9] SSa11S [ENUUE BY} Ul -pUODSS JoPISUOD |  B|eS-alld 'S}aSSe pInbi| s3] pue saiNdes Ainseal] aYi| S19sse
payoeal SUoISNoUoD 3yl os|e pue (siasse pinbi) Auienb-ybiy yiog—siasse bul||as Aq ||ej1oys Buipuny ayy
Buisn Aq sdeylad ‘uonoaiip Buijies ‘Aupinbij dn a¥ew 01 paoIo} 9q ABW SHUE( ‘UOIIENLIS 1BUL U] "S1axew
SIY} Ul S1I0Ye apInb pjnoys Buimelpyum “69) Buipuny Jay1o pue odal 0} SS829. JO SSO| 919|dLIOD B JO W0}
B3 SIY} Ul yoleasal sue|d Aousbunuod | ayi axer 1eyr syooys Aupinbi| a1eiodiodur Ajioljdxe oy moy Apnis
‘ybnoy} ‘wnwiuiw B 1y | pue suonoeal syueq | 03 suejd aAJesay [elapa4 sy “palesodiodul Ajoljdwi ale ssjes sanljigel|
“9A31Yoe 0} |e0b }NoIyIp 1noge suondwnsse a1y wolj Buisiie s109)4 uoibeIU0D SN} pue ‘suusiueyosul /S19sse
(9102 e 59 Aew yoym ‘palinbai Buyew 1o S9|ES a1} UM Palelo0SSe S108443 Uoiealyljduwe syl 10981 Jueq Jayio
‘o||n.ey) ag Aew bBunsay ssans | uonewloul bulsyied PINOYS SOLIBUSIS 0JOBW JUSILIND BY} Ul SOIWEBUAD 010w —AnswwiAse
pue (¥ 10z Aupinbi| pue [eyded o} alinbaJ pjnod 3y} ‘9A0QE $108449 PUNOJ-PUOIBS JO 3SED BU} Ul SB UISASMOH uolewLIoul
‘o||ntel) yoeoudde pareibajul uy uoneuswaldw] | Ajo1dxa S9|eS 8l [9POLU 10U OP SOLIBUSIS 0JOBW JUIIND 8y | /Soles all4
SUEQ|
sueqgJaiul
—AnswiwAse
uolew.Ioul
/S9es all4
10211pu|

S9JUaI9}9Y

sabuajjeyo

sjuawaiinbay eleq

uonduasaq yoeoiddy

(0.LNOD) 3AY3ASIY TVYH3IA34 "S'N :9ONITIAON VS 0L 319Vl

painjonng
-UON paJnionis

uoibejuon

69









The Systemic Risk Centre (SRC) was set up in 2013 to study the risks that may trigger the
next financial crisis and to develop tools to help policymakers and financial institutions
become better prepared.

Based at the London School of Economics and Political Science (LSE), the Centre is
generously funded by the Economic and Social Research Council (ESRC).

The primary goal of the SRC is to build up research findings across the broad area of
systemic risk and to use these to construct practical tools for policymakers and private
institutions to achieve a better understanding of the risks they face. The unifying principle
of the Centre’s agenda is endogenous risk — the notion that financial risk is created by the
interaction of market participants.

The SRC is rooted in a multidisciplinary approach, bringing together experts from computer
science, law, political science and the natural and mathematical sciences, as well as from
finance and economics. This enables our researchers to investigate how risk is created through
feedback loops within and between the financial, economic, legal and political systems.

The Centre runs frequent conferences, seminars, masterclasses and other events to
facilitate and enhance collaborations and exchange of ideas. In the past years, the SRC has
hosted lectures by key policy makers including Jaime Caruana (General Manager, Bank for
International Settlements), Jonathan Hill (European Commissioner for Financial Stability,
Financial Services and Capital Markets Union), Stefan Ingves (Governor of the Riksbank
and Chairman of the Basel Committee on Banking Supervision), Haruhiko Kuroda (Governor
of the Bank of Japan), Timothy G. Massad (Commissioner of the Commaodity Futures
Trading Commission), @ystein Olsen (Governor of Norges Bank), Minouche Shafik (Deputy
Governor of the Bank of England, currently LSE Director), José Vifials (Financial Counsellor
and Director of the Monetary and Capital Markets Department, IMF, currently Chairman of
Standard Chartered), Axel A. Weber (Chairman of the Board of Directors, UBS Group AG).

The Centre has a regular discussion paper series dedicated to academic research, as well
as a special paper series focused on policy analysis. In addition, SRC’s researchers have
written a number of books, reports, opinion pieces, and publish their research in leading
academic journals.

The Directors of the SRC are Jon Danielsson and Jean-Pierre Zigrand.

systemicrisk.ac.uk ¥ Twitter @LSE_SRC





