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Abstract

We study banks’ systemic risk-taking decisions in a dynamic general equilibrium model, 

highlighting the macroprudential role of bank capital requirements. Banks decide on their 

unobservable exposure to systemic shocks by balancing risk-shifting gains against the 

value of preserving their capital after such shocks. Capital requirements reduce systemic 

risk taking, but at the cost of reducing credit and output in calm times, generating welfare 

trade-offs. We find that systemic risk taking is maximal after long periods of calm and may 

worsen if capital requirements are countercyclically adjusted. Removing deposit insurance 

introduces market discipline but increases the bank capital necessary to support credit, 

implies lower (though far from zero) optimal capital requirements and has nuanced social 

welfare effects.

Keywords: capital requirements, risk shifting, deposit insurance, systemic risk, financial 

crises, macroprudential policies.

JEL classification: G01, G21, G28, E44.



Resumen

El presente trabajo estudia las decisiones relacionadas con la asunción de riesgos 

sistémicos por parte de los bancos en un modelo de equilibrio general dinámico, 

resaltando el papel macroprudencial de los requerimientos de capital bancario. En este 

modelo, los bancos  deciden la exposición no observable a posibles crisis sistémicas 

ponderando las ganancias derivadas de la asunción de riesgos con el valor de preservar 

su capital después de dichas crisis. Los requerimientos de capital reducen la asunción de 

riesgos sistémicos, pero a costa de reducir el crédito y la producción en tiempos de calma, 

generando trade-offs en términos de bienestar. Encontramos que la asunción de riesgos 

sistémicos es máxima después de largos períodos de calma y puede agravarse si los 

requerimientos de capital se ajustan de forma contracíclica. Eliminar el fondo de garantía 

de depósitos introduce disciplina de mercado, pero aumenta el capital bancario necesario 

para respaldar el crédito, lo que implica requerimientos óptimos de capital más bajos 

(aunque lejos de ser cero) y tiene efectos nada despreciables sobre el bienestar social.

Palabras clave: requerimientos de capital, transferencia de riesgos, fondo de garantía de 

depósitos, riesgo sistémico, crisis financieras, políticas macroprudenciales.

Códigos JEL: G01, G21, G28, E44.
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Table 3
Endogenous variables under baseline and optimal capital requirements

Unconditional means and variation during crises
Unconditional means Crisis variation (4-year average)

Baseline CR Optimal CR Baseline CR Optimal CR
Level variables γ = 8% γ = 15% % diff. γ = 8% γ = 15% p.p. diff.
Welfare (certainty-equivalent permanent-consumption units) 0.8127 0.8143 0.19 -1.18 -0.64 0.54
Consumption 0.8134 0.8144 0.13 -7.60 -3.91 3.68
Output (= GDP) 1.0968 1.0787 -1.65 -5.31 -2.99 2.32
Non-bank-dependent assets 1.6432 1.7237 4.90 -1.13 1.47 2.60
Bank-dependent assets (= Credit) 1.0886 0.8608 -20.92 -29.01 -24.34 4.67
Bank deposits 1.0015 0.7317 -26.94 -29.01 -24.34 4.67
Bank equity 0.0871 0.1291 48.27 -29.01 -24.34 4.67
Marginal value of bank equity 2.6247 3.3404 27.27 41.40 25.19 -16.21

Ratios (%) γ = 8% γ = 15% p.p. diff. γ = 8% γ = 15% p.p. diff.
Physical capital/GDP ratio 249.07 239.59 -9.48 -21.64 -11.08 10.56
Investment/GDP ratio 25.81 24.42 -1.39 1.76 0.69 -1.07
Credit/GDP ratio 98.93 79.69 -19.24 -28.20 -18.38 9.81
Deposit insurance cost / GDP ratio. 1.68 0.73 -0.95 9.52 4.16 -5.36
Bank/non-bank ratio 66.46 50.00 -16.46 -19.31 -13.03 6.28
Systemic exposure (% of bank equity) 74.87 47.98 -26.88 -6.03 -4.76 1.27
Intermediation margin (non-systemic bank) 1.39 2.23 0.84 2.14 1.67 -0.48
Return on bank equity (for crisis variations, geometric mean) 14.81 14.62 -0.18 -11.81 -8.75 3.06
Bank equity issuance (% of pre-issuance equity) 4.91 3.25 -1.66 3.67 1.35 -2.32
Cost of equity issuance (% of equity issued) 14.64 22.07 7.43 9.83 8.07 -1.75
This table reports relevant model variables under the baseline capital requirement (CR) and the optimal CR, as well as their variation across the two
scenarios. The rst three columns of results describe unconditional mean values, while the last three columns describe the average deviation (relative
to the pre-crisis period) during the 4-year crisis periods following the realization of a systemic shock.
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