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Abstract

The paper analyzes the capital incentives and adequacy of financial institutions in
relation to current changes in bank regulation. The empirical analysis is based on
the impairment data for US asset portfolio securitizations. The paper finds that
proposed regulatory capital rules for securitisations may be insufficient to cover
implied losses during economic downturns such as the Global Financial Crisis. In
addition, the rating process of securitizations may further reduce regulatory capital
requirements and provide capital arbitrage opportunities.
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