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Can capital regulation and LTV regulation offset each other?
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Conclusions

Adjustments of banks' balance sheets in response to a macroprudential policy
innovation is crucial in cross-border propagation

* Risk averse banks are less willing to adjust their balance sheets
Securitization "leaks" across borders the impact of an asymmetric
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* Yet the overall efficacy of this tool needs to be assessed in the context of cross-
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Profit in good state — no default
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Profit in bad state — default: P* defaults on the mortgage; B* defaults on repo
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Maximize expected payoff, subject to budget constraints

P = BY wPP(x?l) fors € {g,b} + linear penalty for the default on repo

Uncoordinated macroprudential policy may lead to sub-optimal results as banks
may switch to originate-to-distribute business model

Macroprudential policy may complement monetary policy by addressing
undesirable cross-border/cross-sector shifting of risk or excessive risk taking

A framework, in which those macroprudential policy instruments that are outside

P5 = Buy PP (x5") 4 Bun PP (x) = 7ILB" (14 p1) = ViBIZ (14 pM)]] for s € {g, b} the realms of the ECB (LTV) could be coordinated (the role for the ESRB)
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