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Paper 1. News and Narratives in Financial System:s:
Exploiting Big Data for Systemic Risk Assessment
(David Gregory, et al)

® Extract “market sentiment” (excitement and anxiety), by
counting words eg

Excitement Anxiety
amaze anxiety
attract avoid

beneficial bother

® Extract consensus using information entropy
® Show that text analysis is helpful
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Paper 2: Identifying Excessive Credit Growth and
Leverage (Alessi and Detken)

® Build binary classification trees

split data at each node into two sub-samples by finding best indicator/
threshold that minimizes wrong classifications

good in sample but not necessarily robust

® Grow random forest that bootstraps a large number of trees

Allows to measure importance of indicators by permutating the n-th
indicator in out-of sample (out of bag) cases

® Use random forest to determine key indicators and then grow
one tree

Very important variables: debt service ratio, bank credit to GDP, house
prices
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Comparing Different EWIs: Results from a Horse Race
Competition Among Members of the MaRs Network
(Alessi... Zigraiova)

® Compare 9 different EWI methods by running a horse race
Same banking crisis dates
Same window around crises (20 to 4 q before crises)
Same data set for explanatory variables (+ publically available data)

Authors were asked to use as many EU countries as possible and do out of
sample test for early 1990s crises

Use same benchmark to compare models (AUROC, T1 and T2 errors,...)
- (explain usefulness indicator better)
® Conclusion:

Multivariate models outperform simple models
Different models have different strength
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Discussion takes policy perspective

® What do policy makers want from EWIs?

Gauge build-up of vulnerabilities
Help to set macroprudential tools
— Discussion assumes that aim is to steer economy wide tool (eg CCB) as

other tools (eg sectoral tool CCBs) need different focus
® In Drehmann and Juselius (2014) we set out 5 criteria

EWI has a right timing (i.e. signals vulnerability ahead of crises)

EWI is stable ( i.e. doesn’t fluctuate from on-off and does not decrease
ahead of crises)

Chosen EWI is should outperform (statistically) other indicators

EWI should be robust

EWI should be intuitive
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David Gregory, et al

® Intuitive, yes but please more discussion for the novice
® Timing: excitement odd movement in 20107 anxiety — lagging?
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® Looks stable and is robust to different sources
® Outperform not asked
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Alessi and Detken

® Intuitive: Tree yes, but forest no (hence authors use tree)
® Timing:

Yes
® Stable, unclear as

Relevant periods are all lumped together
Year before crisis is not considered

Prop. price gr.
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Alessi and Detken (II)

® Outperform
By design

® Robust, but
Level parameters (eg Credit /GDP) capture time trend and heavily reliant on
tax codes and hence country specific
Odd country selection (eg many CEE countries missing but also Norway)
Why start in 1970 as big structural change since then?
Indicator importance changes

- if sample is cut in 2006. Tree seems to be very different with eg DSR at
root in full sample and M3 gap in pre 2006 (show tree)

- If there are different preferences, big problem as cost\benefits of
macropru interventions are not known

® General question: How robust is the forest with small sample of
crises?
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< 18% *18%
Bank credit/GDP
g oy G Preferred tree
No warning Bank credit gap HH credit/GDP
crisis pr.= 007
375 obs.

T Y <36p.p =36 pp. <54 5% >54 5%
No warning Warning No warning Warning
crisis pr=0  crisis pr=0.62 crisis pr=0 crisispr.=0.9

227 obs. 63 obs. 12 obs. 139 obs.
House price
growth
<40.5% *>40.5% < 8% > 8%

Bank credit House price H
erowth E3ap
<73% »73% <02Z2pp. *>02 pp. Bank credit/GDP gap

<3.4p.p. >34 p.p.
=
Balanced preferences
< 0.25 p.p. >0.25 p.p.
<17% > 17%
Waming
<79% >79% 16 obs.

House price growth HH credit/G
Bank credit/ GDP @
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Alessi... Zigraiova

® Intuitive
Some models more, some less
Paper itself unclear as big task (and 27 authors)

- Idea: Short annex for each model discussing methodology and results
Add discussion on which indicators are (not) important across models

® Timing and Stability
As Alessi and Detken
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Alessi... Zigraiova II

Performance seems verv impressive

4-20 gnarters
Horizon

Baltussen et
al.

Bush ef al

Antunes et al
Neudorfer,
Sigmund
Kauko

Behn et al.
Babecky et al.
Jov et al.
Alessi, Detken

AUROC

0.9928

0.8416

0.889

0.720
0.974

0.893
0.931
0.856

0.928

Iypel

error
(%)
6.2

50.0
16.0

35

88.75
7.3
7.9
0.0

48.0

Type IT
error (%)

31.1

23.0
21

293

1.74
220
599
425
3.0

Absoluie
nsefulness

0.314

0.135
0.4097

0.395

0.047
0.354
0.161
0.288
0.245

Table 4: In-sample performance statistics over the total honizon
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Alessi... Zigraiova (II)

® "Outperformance” main question of the paper, but
How do models compare to benchmarks?
- CCB guide, Shin’s non-core liability ratio, Taylor and Schularick...
Show which model predicts\misses which crisis, given your cut-off criteria
- In sample and out-of sample
Which model is statistically the best (see below)?

® Robustness should be strength, but

Require models to be estimated on the same sample not only same data

- How does this affect individual models?
- Homogenous sample allows for statistical comparison
How results change with different preferences

Are models robust to different crisis dating (eg Laeven and Valencia,..)
- Is Spanish crisis included?

" BANK FOR i ;
" INTERNATIONAL F i
SETTLEMENTS T i Restricted




<<
  /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


