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...and Concentrated

5 main issuers of Danish covered bonds represent 95% of the
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...and Concentrated

Holders of Danish covered bonds are mostly large institutions
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Loan limit requirements
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Regulatory cliff effect

(Some) SDOs lose SDO-status→
Fall in solvency of banks due to increase in risk weights and
hence in risk-weighted assets
Increase in calculated large exposures, possibly breaching
large-exposures regulation
(Possible) Fall in liquidity ratings, breaching liquidity
requirements

We focus on the first of these channels
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The shock

We only consider the shock to be the loss in solvency from
the change in risk-weights
If SDOs lost their SDO status there would likely also be an
immediate price impact
We ignored this as we wanted to focus on the regulatory
effect
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Return to solvency
We assumed banks attempt to return to solvency after the
shock
Most banks have greater solvency than the minimum
required so have some flexibility to reduce solvency levels
If banks could use a solvency buffer they might avoid fire
sales
However, might still need to sell assets as large-exposures
regulations begin to bind
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