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Mechanism Approach Description and comments

Fair value changes go directly  Changes in market values have immediate impact on P&L, thus
to P&L introducing volatility to income and distributions.

Fair value changes go to equity Changes in market values are recognised but retained in equity by

A account reserving, thus reducing volatility from asset valuations.

Changes in market values are not recognised unless and until the

R o mmac o asset is sold. Reduces volatility from asset valuations.

Any income in excess of expenses is automatically transferred (and

S building buffers may be explicitly prohibited).
" . Distributions are of fixed magnitude; or are contingent on targeted
:i::l::‘;?:wm equity level or requirements to hold similar buffers for loss
coverage. Allows central banks time to rebuild reserves.
B: Income General or specific risk buffers (built in some cases before P&L is
recognition and : calculated). Can cover a range of risks but excess buffers could lead
distribution Discretionary risk buffers to socially inefficient overcapitalisation. Can be at central bank
rules discretion or subject to joint decision with government (which may
introduce risk of disputes).
R T : Decouples volatility from distributions, making transfers to fiscal
Distribution smoothing authority predictable.

Automatic loss coverage or Makes it clear that fiscal backing is ultimately required and can
recapitalisation by government avoid negotiation over terms of a recapitalisation.

Government may provide indemnity, eg by creating a special
purpose vehicle (SPV) for non-standard central bank activities or
providing one for specific operations. Can be used to segregate
specific operations where desired.

C: Risk transfer  Government indemnities
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