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What is the paper about?

 The deposit coverage level is a key feature of the architecture of a 
deposit insurance system

 The coverage level is traditionally partial to balance small depositor 
protection and moral hazard issues 

 There is little literature on how to calculate a proper coverage level 
Mostly, principle-based indications have been issued so far (e.g. 
IADI CPs)

 This paper contributes to the literature on coverage levels 
optimization and their impact on social welfare
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What are the strengths of this paper?
 Based on the Dávila & Goldstein seminal paper 

 Additional modelling (with the aim to be closer to the “real world”): 
 TBTF
 Time lag
 Allowing deposit rates to change

 Link the model to observable variables, showing welfare drivers

 Application to Colombia’s increase in coverage level (from 20 to 50 
million COP) occurred in 2017

 Extensive comparative statics



5

Comments (1)

TBTF and bailout: can agree in 
principle; however: What about FSB 
‘s Key Attributes on Bank 
Resolution (transposed in many 
countries, e.g. New European 
framework of Banking Crisis 
Regulation)?

1

Recovery rates: average asset 
recovery rate is used (not considering 
asset diversity)

2

Other implications?: implications on 
the bank P/L due to coverage level 
increase (effects on probability of 
default?)

4
Time lag between deposit payout
and recoveries: Presence of different 
structure of financial liabilities (creditor 
hierarchy). Potential effects on 
recoveries distribution on creditors 

3

Modelling
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Comments (2)

Estimation of default 
probability. Probabilities have 
been estimated based on DDs. 
Information are derived from the 
two banks with 
the most complete information. 
Smart methodology but 
it may be a “too strong” 
assumption

1
Estimate of early depositors
(more evidence?)

2

Linking with the 
observable
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Comments (3)

Total results (of net effects) is 
dominated by a particular 
bank

1
Table II: Agg. Impacts, some volatility 
(Negative, positive values)

2

Results
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How can this paper be extended? Some suggestions

1. More modelling on systemic banks (new resolution framework, 
instead of a straight TBTF bailout approach). 

2. Try other PDs’ estimates (also as a “sanity check”)
3. More investigation on results volatility (Impact on the aggregate 

results and, as a consequence, on policy indications)
4. Contagion effects ( “Colombia’s financial system is composed of 

roughly 50 banks; some banks are linked together as part of 
broader financial conglomerates”)

5. Other opportunity: European Union case study?
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Conclusions

 Interesting paper

 Relevant contribution to the measurement process of 
coverage level optimization (practical guidance)

 Further modelling may be possible
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Very last conclusion
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