Risk-mitigating Effects of
Being Prompt and Transparent

Seung Jung Lee (FRB)
Lucy Qian Liu (IMF)
Viktors Stebunovs (FRB)

2021 RiskLab/BoF /ESRB Conference on Systemic Risk Analytics
July 1-2, 2021

The paper’s views are the responsibility of the authors and should not be interpreted as reflecting the views of the Board

of Governors of the FRS, the FRS, or the IMF, its Executive Board, or its management.

Introduction

 “Risk-mitigating Effects of Being a Prompt

and a Transparent

* Debates about effects of low policy rates on risky lending & financial stability:

* Low rates encourage riskier lending to corporations.

* Some of it is “excessively” risky and a lot of it cross-border.

* Limited powers that target such lending.

* Global risk-taking channel (GRTC): Do lower U.S. policy rates lead to global
originations of larger risky U.S. dollar corporate loans? Weaken risk pricing?

* Mitigation: Do micro- and macropru powers & market discipline (MMM) that banks
face in home countries dampen sizes of such loans? Reenforce risk pricing? Why?

* Externalities: Are there global externalities of home-country MMM?

Literature

Multiple risk-taking channels of monetary policy that work through corporate lending.
* Credit risk and pricing of new loans, not volumes of new risky loans.
* Little on potential mitigants of the channel.

* Altavilla, Boucinha, Peydro, and Smets (2019).

Efficacy of MMM in mitigating credit risk of lending.

* Not in the context of a risk-taking channel of monetary policy.

Both strands often study syndicated loans.

Here: Quantity- and price-based GRTC that works through originations of corporate
loans and its mitigants.

Loan syndication

Syndication Multiple institutions lend to a borrower and charge a riskier
borrower a higher spread over the U.S. dollar LIBOR.

Disbursement Disbursed at origination.
Lenders’ income Origination fees, loan spreads.
Lenders Originate to distribute: (Mostly) banks from around the world

originate loans & sell many of them to shadow banks (CLOs, funds,
and others) within a few weeks.

Borrowers Lots of unrated and low-rated borrowers from the around the
world.

Volume of originations Magnitudes are comparable to volume of U.S. dollar bond
issuance.
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