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Abstract

This paper analyses systemic risk in global banking system using the market
price-based methods and the asset-liability based network approach. For the latter
we use the BIS consolidated banking exposures of 19 national banking systems to
the core debtor countries for 2005Q4-2013Q4 and the network based systemic risk
index (SRI) is developed from the spectral eigen-pair method of Markose (2012).
We develop the market price based SRIs from the MSCI Financials for each of
the 19 countries for the well known indexes of DCC-MES, DCC-∆CoVaR and
SRISK. We compare and contrast the network and market based SRIs for early
warning signals and for the ranking of systemically important countries and those
that are vulnerable over this period. We find that the eigen-pair method gives
early warning before the financial crisis of 2007. It is also able to identify the
increasing vulnerability of the Belgian and Portuguese banking systems before the
bankruptcies of their major banks occured. The market price-based SRIs tend to
be contemporaneous with the crisis and they are found to covary with standard
risk management measures of risk, such as VaR, betas and liabilities.
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