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Appendix A Interbank Credit Contract Solution

This appendix details the solution to the contract problem faced by savings banks,
in which savings banks choose volumes and lending rates for extended domestic and
international interbank credit. Dropping bank indexes for convenience, lending banks
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This leads to demand schedules
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The ex post return on interbank lending for the savings banks can then by given by
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We assume there is a cost in lending internationally that depends on the net foreign
asset position of the destination country. The ex post return on international lending

(for foreign banks) is given by
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Objective
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These conditions imply that the expected return on credit, E; [Rgﬁ] depends on the
rates and the leverage ratio é%t. Given that perfect capital markets imply E; [Rt +1]

will be the same for all banks, w; only depends on the leverage, and so the conditions

imply the same rates and leverage ratio for all banks of any N;
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