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Summary

Presents a unifying framework for bank capital regulation, and 
uses the perturbation approach with a few calibrated sufficient 
statistics to perform “quantitative” positive and normative 
analyses (e.g., assessing different policy proposals).

Entrepreneurs: 

Households (depositors):

Bank:

where 

Nonlinear capital regulation 
(nonlinear function of default risk)

Capital adequacy ratio, 
e.g., 8%



Summary –cont’d
In equilibrium (all agents respond optimally to others), behavioral 
responses can be characterized by the following sufficient statistics:

Also needs a few marginal welfare externalities to be able to 
perform normative analyses:

These statistics are then estimated using detailed German credit 
registry data (where banks provide probability of default estimate 
for each loan).





We can then assess policy – e.g., the Fed’s Basel Endgame

And, we can obtain “optimal” risk weights:



My Thoughts

Ambitious paper addressing important question!

• Circumventing complex theory and specific designs using sufficient 
statistics.

• Flexible and easy to calibrate, permitting positive and normative 
analyses around the observed equilibrium.

Generality comes at a cost …

• Silent on exact economic mechanisms and decisions (price, in 
particular, is missing).

• Needs assumptions anyway when calibrate.

• Results are local and may not be generalized for complex, nonlinear 
models.



1. Economic Mechanisms

• Silent.

– Signs of sufficient statistic estimates may be consistent with some 
mechanisms but not others.

– No system to look across all estimates to pin down the exact model.

– Not transparent on missing ingredients and simplifying assumptions.

• Cross-loan spillovers and correlations?

– Only see substitution but it’s not the same.

– Not clear why the MRS are not part of sufficient statistics and not 
estimated ….



1. Economic Mechanisms –cont’d

• Risk pricing and capital adequacy must be used together.

– The authors wonder why the sensitivity of credit to risk is weak, and 
mention price adjustments as perhaps a reason.

– Without frictions, price NOT quantity captures the expected default 
loss (plus risk premium, etc.)

– Capital captures the “unexpected” loss (or, VaR – EL). Default 
probability is actually not a sufficient statistic for unexpected losses.

– Price is part of many canonical models, and is also observable.





2. Calibration Problems

• Adhoc assumptions are made in the calibration, diminishing generality.

• For example, profits = utility. Where is risk? Firms maximize one-
period profits?

• Externalities on households are just the losses in bailout?

•  Even the proper estimation of sensitivities is not coherent. 



2. Calibration Problems –cont’d

Why not the same equation?

Should have bank-
firm fixed effects 
(b,i)

Should include all controls 
from above especially past 
default probability

Where is the slope 
effect (w’)? How to 
proxy for it?



3. Local vs. Global Assessment

• Sensitivity estimates are local, but some of the assessments look at 
large changes.



To Conclude …

Ambitious paper addressing important question!

• Circumventing complex theory and specific designs using sufficient 
statistics from a general model.

• Interesting policy-relevant results.

My two cents …

• Bring in price and cross-loan correlations. Discuss the sufficient 
statistic estimates, taken together – consistent with which models?

• Motivate assumptions used in the calibration, and perform 
sensitivity analysis. Can we really take the quantitative exercise 
seriously? Any standard error bound?

• Be careful extrapolating beyond the local estimates.
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