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MotivationMotivation

qThe specialness of banking:

qLiabilities as medium of exchange

qSystemic Risk

q How to address it?
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Motivation: Motivation: Where Does Where Does 
The Pendulum Stand?The Pendulum Stand?



Banking RegulationBanking Regulation

qTwo approaches …

qThree periods …
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Before  the Great Depression Before  the Great Depression ……
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The  Great Depression   The  Great Depression   

7



8

Systemic Risk Systemic Risk 



Structural Structural Regulation Regulation 

q Key Assumption: in Banking Risks can be 
unpredictable

qTherefore it is necessary to use bans:

q In defining banking and financial 
businesses

q In limiting the bank degree of freedom in 
setting their business prices (interest 
rates) and/or their business products  
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The  Bank Balance Sheet The  Bank Balance Sheet 

ASSETS 
CEILINGS & 
BANNING on 
business and prices 

LIABILITIES AND 
NET WORTH 

• LOANS 
(SUPPLY)

• (FREE) 
RESERVES 

• COMPULSORY 
RESERVES

*  DEPOSITS 

*  CAPITAL:

• Examples:
• 1) Compulsory Reserve 

Requirement 
• 2) Ceilings on Loan
• 3) Ceilings on Interest 

Rates
• 4) Business Banning 

• Other Names:
• Structural and 

Conduct Regulation  
• Financial Repression: 

Constraints on 
Competition 
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Banking Stability  Banking Stability  
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The The Great ModerationGreat Moderation



Prudential Prudential Regulation Regulation 

q Key Assumption: In Banking  Risks are
ever predictable and measurable 

qTherefore it is sufficient  to use rules on 
the banking capital:

q In order to exploit the relationships 
between risks and capital requirements
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The Bank Balance Sheet The Bank Balance Sheet 

ASSETS LIABILITIES AND 
NET WORTH 

• LOANS 
(SUPPLY)

• (FREE) 
RESERVES 

•

* DEPOSITS 

* CAPITAL 
REQUIREMENTS 

• Examples:
• 1) Capital requirements 
• 2) Liquidity requirements
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The Basle Standards  The Basle Standards  



Source: Classens 2016
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The PendulumThe Pendulum



Source: Jorda, Richter, schularick , Taylor, NBER ,  
2017
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Prudential Prudential Regulation = Financial Regulation = Financial 
Deregulation  Deregulation  



Prudential Prudential Regulation = Financial Regulation = Financial 
Deregulation  Deregulation  
qPrudential Regulation = 

qBankers enjoy more degrees of freedom in 
setting their business prices (interest 
rates or fees) and/or their business 
designs 

qCreativity + Δ Technology and/or Δ
Rules = Financial Innovation

qFinance during the GM …
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A) More A) More FinanceFinance
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B) B) Complexity  Complexity  



Billio et al., WP Ca’ Foscari, 2012

21

C) C) Interconnections: Markets in Interconnections: Markets in 
the the ’’90 90 ……



Fonte: Billio et al., WP Ca’ Foscari, 2012
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C) C) Interconnections: Markets ten Interconnections: Markets ten 
years later years later ……



Summing Up Summing Up 

• The Great Moderation = a NICE period

• NICE = Non inflationary consistently 
expansionary = stable growth with low 
inflation

• With high private debt = a
LEVERAGED NICE period 

• The Great Moderation: Pros and Cons …
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FINANCIAL  
IMBALANCES 

GM, i.e. The Quiet before the GM, i.e. The Quiet before the 
Storm Storm ……



25

…… The Storm (GC)The Storm (GC)
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TodayToday: Where Does The : Where Does The 
Pendulum Stand?Pendulum Stand?



Source: Gambacorta & van 
Rixtel, 2013 BIS WP 412
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TodayToday: Where Do We : Where Do We 
Stand?Stand?
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Which Pendulum?Which Pendulum?

• Main Lesson: One Size 
doesn’t Fit All

• Insights:
• 1) Multi tools approach: 

theory, empirics and 
institutions

• 2) More contamination
among  Fields :

• Political Science and  
Law

• Zooming on the 
Actors…
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Policymakers or Policymakers or ……
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qWelfare Maximizing

Players 



PoliticiansPoliticians
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qCareer Concerned  Players 



LobbiesLobbies

q1) Banks

q2)  
Managers

q3) 
Controlling
Sharehold
ers 

31 Jackson, 1832, Second Bank Liquidation 



Bureaucracies Bureaucracies 

q1) Regulators:

qA) Regulators vs
Regulators

qB) Capture
Regulation

qAll in all …
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Prudential  vs Structural Prudential  vs Structural 
Approach, or Approach, or ……



Mangrove Approach Mangrove Approach 
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Food for Thought Food for Thought 

qThe specialness of banking: Liabilities as 
medium of exchange + Systemic Risk

qMoney = Private (Banking) Money

qAlternative Setting: More Competition 
between Private and Public Money

qCBDC = Central Bank Digital Currency  
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ConclusionConclusion
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