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		Abstract

		Bank capital regulation is intended to promote bank safety and limit the risk of bank insolvency. Whether more stringent capital requirements lead to reduced or to (undesired) increased risk-taking of banks has been discussed controversially in the academic literature. It has so far been common to assume in corresponding models, contrary to what is being observed in reality, that all liabilities are guaranteed by a subsidized deposit insurance. In our paper we will allow for uninsured debt, too. Two main new observations emerge. First, assuming a free deposit insurance is not as innocuous as was suggested by previous papers. In particular, only a positive insurance premium induces a bank to refrain from issuing uninsured debt. Second, the results concerning the reaction of a value-maximizing bank to a higher capital requirement may change substantially if the bank additionally issues uninsured debt. We identify situations in which the bank responds to the new capital regulation by increasing asset risk. 
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