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Motivation

ldentification of structural shocks

Empirical strategy

* Global financial crisis =» New monetary policy tools
leading to the expansion of central bank balance
sheet size and substantial modification of its
composition.

 COVID-19 crisis = Further expansion in asset
purchasing and lending programmes in order to
address market strains and providing policy stimulus.

» Balance sheet policies (BSP) seem to have been
integrated into the standard central bank toolkit.
Emerging debate on the potential side effects of BSP
on financial stability in the medium and long term.
=» EXxcessive risk-taking from financial institutions?
=» Risk of feeding an asset price bubble?

 Research question: What are the effects of BSP on
systemic risk in the post global financial crisis
period in the euro area, the United States and
Japan?

Table 1: sign and zero restrictions values

1. Evaluate the effects of BSP on the aggregate systemic risk

Focus on the SRISK indicator

 Combines an economic analysis of Acharya and al. (2010) and
an econometric model developed by Brownlees and Engle
(2012).

* Increasingly used as a proxy for aggregate systemic risk at the
macro level in the financial system (Engle and al. 2015;
Colletaz, Levieuge and Popescu 2018).

* Definition: "The expected capital shortfall of a given financial
institution, conditional on a crisis affecting the whole financial
system” (Benoit et al., 2017).

SRISK =k [D + (1-LRMES) E] - (1-LRMES) E

where k is the capital requirement, LRMES is the Long-Run Marginal
Expected Shortfall, E is the current market capitalisation of this firm and
D is the book value of debt which is calculated as the book value of
assets minus the book value of equity.

=>» Allows our two-level analysis (main contribution of the
paper).
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IRF of SRISK to BSP shock (euro area, United States, Japan)
Dots depict the median and the shaded areas the associated 95-percent confidence interval from the PVAR; horizon is monthly; srisk is in $ millions; the 12 firms with the lowest leverage in blue and the 12 firms with the highest leverage in red)
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Variables /Shocks ump | suppl demand | cmp .
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cpi + - + +- » Variables: CPI, industrial production index and short-term interest rate, completed with CB total assets
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. - . 2. Evaluate the effects of BSP at financial institutions level according to their leverage
Table 2: sign and zero restrictions periods
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IRF of SRISK to BSP shock (euro area, United States, Japan)
Red dots depict the median, the dark blue-shaded band the associated 95-percent confidence intervals and the light blue-shaded band the associated 68-percent confidence intervals; horizon is monthly; srisk in € billions for the euro area and $ millions for the United States and Japan
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Policy implications and research extensions

* My results suggest that BSP do not have negative spillovers on systemic risk but contribute to financial stability in the short and medium term (even in the long
term for Japan). Financial stability could become an explicit objective of central banks in the same way as price stability.
* Need to capture the effects of each monetary policy instrument / for the APP, which types of assets effectively reduce systemic risk?




