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Summary

 Objective: 
– Quantify the risk of contagion from the banking to the 

sovereign sector within and across borders in the euro area. 

 Method: 
– Event study (using difference and difference-in-differences 

specifications) around ECB’s release of the outcome of its 
Comprehensive Assessment (CA) on October 26, 2014.

 Data:
– Equity returns and CDS spreads on 130 banks and 26 different 

euro-area countries.
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Main results

 Headline Result: 
– Bank risk in stressed countries appears to be shared within 

the euro area.
– The bank risk from stressed countries spills over onto 

sovereigns that are unlikely to face sovereign distress.

 Evidence:
– Bank-sovereign nexus in “stressed” countries not affected.
– Bank-sovereign nexus in “non stressed” becomes significant.
– Changes in CDS spreads in “non stressed” countries become 

more sensitive to equity values of banks located in “stressed” 
countries. 
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Contribution: New channel of interconnectedness

 Links between bank risks and sovereign risk within a given country
– “Deadly embrace” / “Doom loop”.
– Acharya et al. (2014), Cooper and Nikolov (2014), Farhi and Tirole (2014), and Acharya and Steffen 

(2015).

 Links between bank risks across different countries
– Counterparty credit risk and information contagion.
– Lang and Stulz (1992), Jorion and Zhang (2007, 2009), and Helwege and Zhang (2012).

 Links between sovereign risks across different countries
– Information contagion and explicit/implicit fiscal guarantees. 
– Augustin et al. (2015), Kallestrup et al. (2013), Lucas et al. (2014), and Benzoni et al. (2015)

 Links between bank risks in one country and sovereign risks in other countries
– Explicit and implicit guarantees to preserve monetary union.
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Timeline
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Oct 10 Oct 26

Soft InfoPre-CA Post-CA

Sep 29

Oct 13 Oct 24

Nov 4

ECB announces CA 
results to be published 

on Oct 26
CA results released

ECB and NCB start 
communicating about 

CA results



Timeline
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Oct 10 Oct 26

Soft InfoPre-CA Post-CA

Sep 29

Oct 13 Oct 24

Nov 4

Oct 22 Oct 23

• ECB Press Release “media 
reports… highly 
speculative”

• First leak by EFE, Spain

Bloomberg leak 1: 
Names of some banks 
that failed and some 
banks that did not.

Bloomberg leak 2: 
Exactly 25 banks failed

October 13 to 21:
Media reports on potential 
outcomes of CA



Comments: Methodology

1. Information contained in the CA: 
– The CA announcement revealed significant new information beyond what 

was anticipated by market participants.  Aggregate results might not had 
contained new information, but country and bank level results were “true 
news”.

– Comment: Is there a more precise way to separate the effect of aggregate 
vs. entity level information? Why don’t you compare the log returns of the 
Post-CA and Soft Info periods? – This comment also applies to the CDS 
spreads in the next step.
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Comments: Methodology

2. Response of sovereign and bank CDS spreads:
– CDS spreads increased in “non-stressed” countries, despite bank equity 

values in these jurisdictions remaining flat.
– Violation of sovereign risk ceiling: Average CDS spreads in some “stressed” 

countries fell below their corresponding sovereign CDS spread.
– Comment: Can you say something about the strength of the implicit and 

explicit guarantees in different countries? Is there more of a guarantee for 
Italy vs. Greece? 

– Which country is leading the charge as “guarantor of last resort”? Run the 
same exercise but disaggregate the “non-stressed” countries., then 
aggregate from “safest” to “least safe”.
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Comments: Methodology
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Comments: Methodology

3. Structural change of the domestic bank-sovereign nexus: 
– The domestic bank-sovereign nexus was not affected in “stressed” countries. 

The authors interpret this as evidence of stressed sovereigns being unable to 
provide a backstop to their own banking sectors.

– The domestic bank-sovereign nexus becomes significant for “non-stressed” 
countries. The authors interpret this as evidence of risk sharing across euro area 
countries, as the CA kick-started single banking supervision.

– Comment: Is the increased significance of the nexus in “non-stressed” countries 
due to the fact that some of their banks issue CDS, or hold distressed debt?

– Controlling for liquidity in CDS (e.g., volume): Another view could be that CDSs 
in “stressed” countries trade less. Therefore, investors use a “second best” 
alternative to acquire protection for the most correlated, but “non stressed” 
entities.

– In addition, it is difficult to separate the portion of the CDS that can be 
attributed to the issuer and to the notional entity. Additional distress for issuers 
could lower CDS spreads and inhibit the domestic bank-sovereign nexus for 
“stressed” countries.
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Comments: Methodology
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Comments: Methodology

4. The cross border bank-sovereign nexus: 
– A decline in the equity market value of banks located in stressed countries 

is associated with an increase in perceived sovereign risk of non-stressed 
countries in the euro area. This is the case after the completion of the CA, 
and not before. 

– Comment: Why are average equity prices of  banks in “stressed” counties in 
the RHS of the specification? Do the results hold if you run it on CDS 
spreads?

– Could the exercise be repeated for previous stress test results, such as 
those undertaken by the European Banking Authority between 2010 –
2013?
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Comments: Transmission channels

 What happened to banks and sovereigns in jurisdictions not in the 
euro area (e.g., US, UK, etc.)? Is there a cross border bank-sovereign 
nexus with these countries?
– The difference between the effect on euro area entities and non-euro 

area entities is more likely to be due to the proposed transmission 
channels. 

 Can we disentangle between implicit and explicit guarantees? 
– Market-based expectation of the commitment of non stressed (i.e. core) 

countries to preserving the euro area. 
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Comments: Bank-sovereign causal link

“Changes in sovereign CDS premia after the announcement of the CA results 
are plausibly due to the arrival of adverse news about the health of the 
banking sector, and not due to new information about sovereign risk.”

 However, future sovereign tax revenues depend on domestic economic 
growth.

 Domestic economic growth itself depends on the economic growth of 
other euro-area countries, particularly for exporting nations.

 The growth of these other euro-area counties itself depends on their 
banks’ lending behavior.
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Other comments

 Present disaggregated data for each one of the countries in the 
“stressed” and “non-stressed” groups. 
– It would be good to see that the relationships are not being driven by one or two 

countries (e.g., France for CDS spread staying high after CA).
– This would also help to see who is leading the chare in absorbing “stressed” 

countries’ banking risk.

 I am still not 100% clear on how single banking supervision increases risk 
sharing at a sovereign level.

 It is not clear what section 4.2 contributes to the paper. Maybe provide a 
better explanation of why the CDS-equity sensitivities should be different 
for “stressed” and “non-stressed” countries.

 Table 2 should be presented as a panel of charts
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Overall impression

 Very nice paper

 Interesting and policy relevant contribution

 Nicely executed

 Must read on the flight back home!
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Thank you!

17



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /PageByPage
  /Binding /Left
  /CalGrayProfile (Gray Gamma 2.2)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.6
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.1000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams true
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo false
  /PreserveCopyPage false
  /PreserveDICMYKValues true
  /PreserveEPSInfo false
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Remove
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
    /SymbolMT
    /Wingdings-Regular
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 150
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 150
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.00000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /ColorImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 150
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 150
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.00000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /GrayImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 600
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.00000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (None)
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<


    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e55464e1a65876863768467e5770b548c62535370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200036002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc666e901a554652d965874ef6768467e5770b548c52175370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200036002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /CZE <>
    /DAN <>
    /DEU <>
    /ESP <>
    /ETI <>
    /FRA <>



    /HUN <>
    /ITA (Utilizzare queste impostazioni per creare documenti Adobe PDF adatti per visualizzare e stampare documenti aziendali in modo affidabile. I documenti PDF creati possono essere aperti con Acrobat e Adobe Reader 6.0 e versioni successive.)
    /JPN <>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020be44c988b2c8c2a40020bb38c11cb97c0020c548c815c801c73cb85c0020bcf4ace00020c778c1c4d558b2940020b3700020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200036002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /LTH <>
    /LVI <>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken waarmee zakelijke documenten betrouwbaar kunnen worden weergegeven en afgedrukt. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 6.0 en hoger.)
    /NOR <>
    /POL <>
    /PTB <>


    /SKY <>

    /SUO <>
    /SVE <>
    /TUR <>

    /ENU (Use these settings to create Adobe PDF documents suitable for reliable viewing and printing of business documents.  Created PDF documents can be opened with Acrobat and Adobe Reader 6.0 and later.)
  >>
>> setdistillerparams
<<
  /HWResolution [600 600]
  /PageSize [595.276 841.890]
>> setpagedevice


