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1 Introduction

The model we propose is essentially the same of Gerali et al. (2010). We have decided
to change the banking sector which is enriched with a Special Purpose Vehicle (SPV)
involved in a securitization process.

More specifically the bank transfers a part n of its portfolio loans to the SPV against a
payment of a cost for servicing c. The SPV finances through the creation of a CDO which
is tranched into senior, mezzanine and junior. The first one is purchased by the impatient
household, the second is purchased by entrepreneurs, while the last one is in the wholesale
bank’s balance sheet. According to the literature, this measure mitigates the moral hazard
problem of the securitization process. We also consider a credit enhancement in the CDO
structure as in Fabozzi and Kothari (2008) and in Ashcraft et al. (2009), among others.
We use Bayesian methods and the observed variables are the same as in Gerali et al, but
with a 1998Q1 - 2013Q1 sample period. Below we only describe the model for the modified
parts.

2 The model

2.1 Impatient Household
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Impatient households choose ¢, hi, bl and Senior;.

2.2 Entrepreneurs
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2.3 Banks and SPV

The introduction of an SPV complicates the model. We assume that: 1) the wholesale
unit moves all resources to the lending unit; 2) the lending unit differentiates them at
no cost and resells them to impatient households and entrepreneurs, as in Gerali et al.
(2010); 3) the lending unit passes a part n of loans to the wholesale, which transfers them
to the SPV; 4) the lending unit obtains a cost (for the SPV) ¢ for servicing. All these
actions are assumed to occur in the same time.

The CDO tranches (Senior, Mezzanine and Junior) are defined exogenously as a per-
centage of loans transfered to the SPV: i.e. Senior tranche = percgenior X 1 X Bt.

2.3.1 Wholesale
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In equation (8) rwhouse; TWentr and TwWjynior are the regulatory weights from Basel II
capital requirements directive.
Wholesale unit chooses B;.

2.3.2 Lending
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where ¢ is the cost of servicing received by the lending unit and 7 is the percentage of

loans portfolio transferred to the SPV. Both 1 and ¢ are fixed parameters.
Lending unit chooses 72 () and rPE(j).

2.3.3 SPV
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where CDO; = Senior; + Mezz; + Juniors, r¢P9 considers every rate for every tranche,
while C'E; is the amount of credit enhancement.



2.3.4 Overall Profits

By aggregating profits from all units we can obtain:
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where the three final terms correspond to adjustment costs.

References

1]

2]

8]

Ashcraft, A., P. Goldsmith-Pinkham and J. Vickery, 2009, MBS Ratings and the Mort-
gage Credit Boom, Working Paper.

Bank for International Settlements, 2003, Credit Risk Transfer, Committee on the
Global Financial System.

Fabozzi, F. J. and V. Kothari, 2008, Introduction to Securitization, John Wiley &
Sons.

Gerali, A., S. Sessa and F. Signoretti, 2010, Credit and Banking in a DSGE Model of
the Euro Area, Bank of Italy Working Paper, n. 740.

Goodhart C. E, A. Kashyap, D. P. Tsomocos and A. P. Vardoulakis, 2011, Financial
Regulation in General Equilibrium, Working Paper.

Goodhart C. E, A. Kashyap, D. P. Tsomocos and A. P. Vardoulakis, 2012, An Inte-
grated Framework for Analyzing Multiple Financial Regulations, Working Paper.

Gorton, G. and A. Metrick, 2012, Securitized Banking and the Run on Repo, Journal
of Financial Economics, Vol. 104, pp. 425 - 451.

Verona, F.;, M. Martins and I. Drumond, 2013, (Un)anticipate Monetary Policy in a
DSGE model with a Shadow Banking System, International Journal of Central Bank-
ing, Vol. 9, No. 3, September.



