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The HCSF publishes an analysis of the French �nancial
system’s interconnec�ons, simula�ng the propaga�on of
shocks

As the propensity of the �nancial system to mi�gate, amplify or propagate
shocks appears as an important ma�er, the study published by the High
Council for Financial Stability (HCSF) sheds light on interconnec�ons
between the di�erent components of the French �nancial sector, with an
unprecedented degree of granularity.

Building on a previous study by the HCSF (K. Benhami, C. Le Moign, D. Salakhova, A. Vinel
(2018)) focused on asset management, the HCSF o�ers an analysis of the interconnec�ons
between banks, insurance, and asset management, the three industry sectors that make up
the French �nancial system.

A scope of 8,308 French �nancial institutions

Jointly carried out by economists from the AMF, the ACPR, the Banque de France and the
French Treasury, this study sheds light on the vulnerabili�es associated with the structure of
interconnec�ons between �nancial sectors. It is based on individual data from 8,308 French
�nancial ins�tu�ons from the Banque de France, the Pruden�al Control and Resolu�on
Authority and the Autorité des Marchés Financiers. For each ins�tu�on, this data describes
the exposures associated with its holding of bonds, shares and investment fund shares
issued by other network ins�tu�ons, as well as the holding of assets external to the
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network. On this basis, the study examines the propensity of the French �nancial system to
propagate and to a�enuate or amplify market shocks.

Two contagion channels are tested

The model analyses the transmission by the network of an exogenous valua�on shock to
their assets, namely those not issued within the French �nancial system. It considers two
main channels of contagion: the prices of securi�es in the market and cascades of poten�al
defaults. The securi�es market channel accounts for common exposures to the same set of
securi�es and for the impact of an ins�tu�on’s losses on the price of its own securi�es
(equi�es, bonds and fund shares) issued by the en�ty and held by other �nancial ins�tu�ons
in the network. The second channel re�ects ins�tu�ons’ losses due to the defaults by their
�nancial counterpar�es.

The main conclusions

The spread of small exogenous shocks across the network underscores the importance of
the market channel compared to tradi�onal default cascades. The simula�ons tested induce
very low losses for the three types of network en��es as a propor�on of their total assets. A
reverse stress test con�rms the general robustness of the network: it takes a sizeable shock
to trigger a default. Beyond these overall results, the method enables to iden�fy the
components of the network playing an important role in these di�usion phenomena.
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Legal informa�on: 
Head of publica�ons: The Execu�ve Director of AMF Communica�on Directorate. Contact:
Communica�on Directorate – Autorité des marches �nanciers 17 place de la Bourse – 75082 Paris
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