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Outline

◮ Why does the financial system matter?

◮ How is the structure of the financial system changing?

◮ What are the weakest links in the system?

◮ How should one model inter-bank risk?

◮ Should we be concerned about the central clearing of

derivatives?
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Figure : Neoclassical centralized financial market.
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Figure : Completely connected over-the-counter market.
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Figure : Core-periphery financial network.
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Figure: Daily trade in the federal funds Market. Source: Bech and Atalay (2012).
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Static Network Payment Equilibrium
Eisenberg-Noe (2001)

◮ Node i has net cash ci ∈ R and a debt to node j of yij ∈ R+, so a
total debt of Yi = yi1 + · · ·+ yin.

◮ The actual payment of xij of i to j solves the equilibrium equations:

xij =
yij

Yj

[min(Yj , ci + x1i + · · · + xni)]
+
, i ∈ {1, . . . , n}.

◮ Existence follows from Tarski’s Fixed Point Theorem.

◮ Uniqueness applies under mild conditions.

◮ Eisenberg and Noe (2001), Acemoglu, Ozdaglar, and Tahbaz-Salehi
(2013).
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Network CDS systemic exposures 

Source: Brunnermeier, Clerc, Scheicher (2013). Data: DTCC.   
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