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AGENDA 

!   Bank Structure & Operation 

!   Bank Simulation 

!   Discovery & Research 
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Quick Poll Question 
1. Which	  industry	  sector	  most	  accurately	  describes	  the	  	  

	  	  	  	  	  	  one	  you	  work	  in?	  

a.  Banking	  
b.  Non-‐bank	  financial	  services	  
c.  Government/Regulator	  
d.  Academic	  
e.  Other	  
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“Flight	  Simulator”	  for	  Banking	  

Banks	  Shouldn’t	  be	  Hard	  to	  
Understand	  …	  but	  They	  Are	  

! 	  	  Four	  main	  drivers	  of	  performance	  

! 	  	  Highly	  sensiBve	  to	  external	  condiBons	  

! 	  	  Adjustments	  and	  valuaBons	  cloud	  the	  picture	  

! 	  	  Complicated	  but	  not	  complex	  
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BANKS:	  	  Think	  ‘Balance	  Sheets’	  
JP	  Morgan	  FY	  End	  2014	  

Note:	  	  Debt	  is	  Short-‐Term;	  JPM	  has	  more	  
Cash	  /	  Reserves	  than	  “required”	  

Deposits:   
$1.36 trillion 

Short Debt: 
$0.62 trillion 

Long Debt: 
$0.36 trillion 

Equity 

$ 0.23 trillion 

Cash + 
Reserves: 

$0.51 trillion 

ASSET
S 

$2.57 
Trillion 

DEBT 

$2.34 
Trillion 
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Quick Poll Question 
2. Why	  do	  you	  believe	  banks	  rely	  so	  strongly	  on	  short-‐term	  
and	  deposit	  funding	  rather	  than	  long-‐term	  debt?	  

a.  Banks	  consider	  deposits	  as	  essenJally	  long-‐term,	  
rather	  than	  short-‐term,	  debt	  

b.  Issuing	  deposits	  and	  short-‐term	  debt	  is	  cheaper	  
(lower	  yield	  to	  pay)	  than	  long-‐term	  debt	  

c.  Central	  Bank	  lending	  faciliJes	  miJgate	  the	  risk	  of	  
mis-‐matched	  assets	  and	  liabiliJes	  

“Flight	  Simulator”	  for	  Banking	  



7	  

  Banking Risk 
BANKS:  Fail Frequently – RISKY ! 

Bank Leverage is Much Higher Than That of  
Other Corporate Entities 

“Flight	  Simulator”	  for	  Banking	  
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  Banking Risk 
BANKS:  Fail Frequently – RISKY ! 

Bank Failure Rate is DEFAULT Rate in the  
Absence of Government Rescue/Bailout 

“Flight	  Simulator”	  for	  Banking	  
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  Banking Risk 
BANKS:  Fail Frequently – RISKY ! 

Banks Are JUNK  !! 

(Bank “Failure Rating” is  
Below Investment Grade) 

“Flight	  Simulator”	  for	  Banking	  
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Quick Poll Question 
3.	  Which	  one	  of	  the	  following	  statements	  most	  accurately	  
describes	  your	  opinion	  of	  banking	  risk?	  

a.  Market	  forces	  should	  determine	  how	  much	  
leverage	  banks	  have	  	  

b.  Banks	  need	  high	  leverage	  in	  order	  to	  be	  efficient	  
c.  Banking	  can	  safely	  operate	  with	  higher	  leverage	  

than	  other	  industry	  sectors	  

“Flight	  Simulator”	  for	  Banking	  
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“Flight	  Simulator”	  for	  Banking	  

SimulaBon	  as	  New	  Teaching	  /	  
CommunicaBon	  

! 	  	  How	  do	  we	  teach?	  
! 	  Write	  arBcles	  and	  books	  
! 	  Give	  lectures	  and	  create	  videos	  
! 	  Provide	  do-‐it-‐yourself	  experience	  

! 	  	  Idea	  struck	  me	  at	  lecture	  in	  October	  2014	  
! 	  Create	  a	  game	  like	  Monopoly	  
! 	  Player	  must	  respond	  to	  central	  bank	  acts	  
! 	  Evolved	  into	  a	  SimulaBon	  
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“Flight	  Simulator”	  for	  Banking	  

SimulaBon	  Outline	  

! 	  	  The	  “CEO”	  chooses	  Assets,	  Debt,	  Equity	  

! 	  	  Assets	  (loans)	  have	  stochasBc	  performance	  

! 	  	  Avoid	  insolvency	  and	  “bank	  runs”	  

! 	  	  	  Annual	  regulator	  “stress	  tests”	  

! 	  	  	  Maximize	  equity	  return	  (Sharpe	  RaBo)	  
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Quick Poll Question 
4.	  What’s	  your	  first	  reacJon?	  Can	  a	  “game”	  or	  “simulaJon”	  
help	  teach	  the	  business	  and	  risk	  of	  banking?	  

a.  Yes,	  possibly	  to	  students	  and	  young	  professionals	  	  
b.  No,	  real	  world	  banking	  is	  too	  complex	  
c.  Yes,	  if	  engaging	  and	  realisJc,	  it	  could	  help	  

bankers	  at	  all	  levels	  of	  experience	  
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“Flight	  Simulator”	  for	  Banking	  

Ideas	  

! 	  	  OpBmal	  Strategy?	  

! 	  	  Simulator	  for	  changes	  to	  stress	  tests	  

! 	  	  	  Study	  excess	  reserves	  and	  role	  of	  IOER	  

! 	  	  Research	  for	  bank	  default	  probability	  due	  to:	  
! 	  AccounBng	  treatment	  
! 	  Leverage	  and	  leverage	  requirement	  
! 	  Reserve	  requirement	  
! 	  Volcker	  Rule	  
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Quick Poll Question 
5.	  I	  would	  recommend	  ….	  

a.  ….	  this	  Simulator	  for	  teaching	  banking	  
b.  ….	  this	  Simulator	  to	  regulators	  to	  help	  assess	  

some	  rules	  and	  stress	  tests	  
c.  ….	  that	  the	  developers	  add	  more	  complexity	  to	  

the	  Simulator	  
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Bankmaxwell.azurewebsites.net 
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