Regulation & Financial

Innovation

Figure 6: Relative Financial Wage and Financial Deregulation

Deregulation

T

T
1.4 1.5
Relative Wage

T

T
1.3

T

1.1

I T 1 I I I I T | ! I
1910 1920 1930 1940 1950 1960 1970 1980 1930 2000 2010

Financial Deregulation Index

—&—— Rel. Wage in Fins.

1.7

1.6

1.2

—

25




Financial Innovation, Technology
and Deregulation

Q «Consider the main
forces that have been at
work in altering the
financial landscape.
Technical Change (...),
Deregulation (...)

Change»
DER'G' Rajan, November
005)




Deregulation and Finance
Industry: Micro Effect

a Deregulation produced three effects on
finance:

a1) Dimension
1 2) Complexity
1 3) Interconnection
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A) More Finance
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B) Complexity
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C) Interconnections: Borders...

Global Cross-Border Capital Flows, 1975-2009
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C) Interconnections: Borders...
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C) Interconnections: National
Banks...
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C) Interconnections: International
Banks...
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Source: Demirer et al.,, NBER, February 2017



C) Interconnections: Markets In
the 90 ...
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C) Interconnections: Markets ten
years later ...
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Final Result: Shadow Banking and
Leverage Economy

adShadow Banking = Non Banking Firms
which perform Banking Activities

aBanking + Shadow Banking = A Big,
Complex and Interconnected Finance =
Leverage Economy
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1) Shadow Banking

Figure 2.3. Traditional versus Shadow Banking Intermediation
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1) Shadow Banking

Source: Claessens, 2016

38




1) Shadow Banking and
Banking: EU




E) Shadow Banking and
anking: EU




1) Shadow Banking and
Banking: EU




2) Leverage Economy
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2) Leverage Economy
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Summing Up

- The Great Moderation = a NICE period

- NICE = Non inflationary consistently
expansionary = stable growth with low

inflation

- With high private debt = 3
LEVERAGED NICE period

. The Great Moderation: Pros and Cons ...
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GM, i.e. The Quiet before the
Storm ...

FINANCIAL
IMBALANCES
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... The Storm (GC)
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Today: Where Does The
Pendulum Stand?
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Today: Where Do We
Stand?

Source: Gambacorta & van
Rixtel, 2013 BIS WP 412
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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; Law

Zooming on the
Actors...




Policymakers or ...

a Welfare Maximizing
Players
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Politicians

1 Career Concerned Players
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Lobbies

Q1) Banks

Q2)
Managers

a3)
Controlling
Sharehold
ers
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Jackson, 1832, Second Bank Liquidation



Bureaucracies

Q1) Reqgulators:

aA) Regulators vs
Regulators

aB) Capture
Regulation

Otherwise ...
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Conclusion?
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