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Risk transfer does not transfer systemic risk
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Abstract: It had been believed that the risk of a bank going bankrupt is lessened in a straightfor-
ward manner by transferring the risk of loan defaults. But the failure of American International

Group in 2008 posed a more complex aspect of nancial contagion. This study presents an ex-
tension of the asset network systemic risk model (ANWSER) to investigate whether credit default
swaps mitigate or intensify the severity of nancial contagion. The empirical distribution of the
number of bank bankruptcies is obtained with the extended model. Systemic capital bu er ratio
is calculated from the distribution. The ratio quanti es the e ective loss absorbency capability of

the entire nancial system to force back nancial contagion. The key nding is that the the risk

transfer in an interbank network does not mitigate the severity of nancial contagion.
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1: Balance sheet of the n-th bank. The balance
sheet consists of interbank loans [,,, external assets
en, equity capital c,, interbank borrowings b,, and
deposits d,,.
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2: Balance sheet of the n-th bank after the risk
transfer of interbank loans and additional loans. The
value of the additional interbank loans as a fraction
of the value of the risk-transferred interbank loans is
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3: Systemic capital bu er ratio s which is calcu-
lated as a function of v by comparing the number of
bank bankrupcies in nancial systems with risk trans-
fer and without risk transfer.

4: Interbank network of N = 500. The size of a
vertex represents the value of assets of a bank. The
width of an edge represents the value of an interbank
loan between the banks at its ends.
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5: Number of bank bankruptcies as a fraction of
N as a function of 7 for k = 0.05, p = 0.3 (a baseline
interbank network), and f =0, 0.2, 0.4, 1 when N =
500, M =2, S =10, and 6 = 0.3.
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6: Systemic capital bu er ratio 75 as a function
of v in solid lines for x = 0.05, p = 0.3, and f = 0,
0.2, 0.4, and 1 when N = 500, M = 2, § = 10, and
6 = 0.3. The leverage ratio I’ for f =0, 0.2, 0.4, and
1 are shown by broken lines.
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7: Systemic capital bu er ratio «s as a function of
v for k = 0.05, p = 0.1 (a less heavily concentrated
interbank network), and f =0, 0.2, 0.4, and 1 when
N =500, M =2, S =10, and § = 0.3. The leverage
ratio I’ are shown by broken lines.
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8: Systemic capital bu er ratio v, as a function of
~ for k = 0.05, p = 0.5 (a more heavily concentrated
interbank network), and f =0, 0.2, 0.4, and 1 when
N =500, M =2, S =10, and § = 0.3. The leverage
ratio I’ are shown by broken lines.
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