

	
	

	









	




	







	









		

		
		

	
	




	
	


	
	



	
	


	
	
	
	
	
	
		
			
			
		

		
		
	

	

	



	
	
	
	

	







	















	Skip to main content












	

	

	
	

	

	
	












			

			





			






	




	


	
	





	








	

	
	
		
		
		
		
		
		
		
		
		
		
		
		
		
	

	
	
		
		
		
	


















	
		
	

	

	
		
	

	







	
		
		
		

		
		
		
		
			
				
				









	
	    












    
    






    
    







    




    






    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    






    
        
    


    
            
            
                
            
            
                
        Add Paper to My Library
        
        

    















	














	
	    







 



	




	







	




































    



			

			
				
				
				
				
				
						
				
				
				
					
						Share:
							
	
	
	


					

					
				
				
				




				
				

    
        
        
        
            

		
		
		
			
				
			
				
			
				
			
				
			
				
			
				
			
		

		
            

		
		
		
			
		
			
				
			
		
			
				
			
		
			
		
			
		
			
		
			
		
			
		
			
		
			
				
			
		
			
				
			
		

		
            

            
        

        
    

    


    




				
				
					

					
					Permalink

						Using these links will ensure access to this page indefinitely

						
							
							Copy URL
						

						
							
								
								Copy DOI
								

							

						
				

				
			

		


		
			
				
				




	
	
		
	

	
	
		
		
	

	
	

	
	
	
	Vulnerable Banks

	
    
        
            
            







    
    










    
    
    
    











			
        

    
	

	
	
		
		
			64 Pages
		
		

		Posted: 20 Nov 2011
		
			Last revised: 13 Mar 2013
		
		
	

	
		
			
			




	See all articles by Robin M. GreenwoodRobin M. Greenwood
Harvard Business School - Finance Unit; National Bureau of Economic Research (NBER)
Augustin Landier
HEC
David Thesmar
Massachusetts Institute of Technology (MIT) - Sloan School of Management; National Bureau of Economic Research (NBER); Centre for Economic Policy Research (CEPR)


		

	
	
	
	
	


	
	
		
			[image: Multiple version icon]There are 2 versions of this paper
		
	


	
		
		

		
			
				

				
					

					
						
							
						

						
							
								
									Vulnerable Banks

								
							
							
							
								
									Number of pages: 64
								
								
									Posted: 20 Nov 2011
								
								
									Last Revised: 13 Mar 2013
								
							

							
							
								
								You are currently viewing this paper
							

							
						

						
							
							Downloads
							  612
							
						

					

					
					

					
						
							
						

						
							
								
									Vulnerable Banks
									

								
							
							
							
								NBER Working Paper No. w18537
							

							
							
								
									Number of pages: 46
								
								
									Posted: 20 Nov 2012
								
								
									Last Revised: 25 Feb 2023
								
							

							
						

						
							
							Downloads
							   86
							
						

					

					
				

			

		

	

	


	
	
	
	
		
		
	
	
		
			Date Written: November 7, 2011

		
	

	
	
		
		
	

	
	
		
	
	
		Abstract

		When a bank experiences a negative shock to its equity, one way to return to target leverage is to sell assets. If asset sales occur at depressed prices, then one bankâ€™s sales may impact other banks with common exposures, resulting in contagion. We propose a simple framework that accounts for this effect and adds it up across all related banks. The framework explains how the distribution of leverage and risk exposures across banks contributes to systemic risk. We compute bank exposures to system-wide deleveraging, as well as the spillover of a single bankâ€™s deleveraging onto other banks. We use the model to evaluate a variety of policy proposals, such as caps on size or leverage, mergers of good and bad banks, and equity injections. In our model, â€œmicroprudentialâ€� interventions, which target the solvency of individual banks, tend to be less effective than â€œmacroprudentialâ€� policies which aim to minimize spillovers across firms. We apply the framework to European banks vulnerable to sovereign risk in 2010 and 2011, and US banks between 2001 and and 2010. 
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