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Abstract

Financial networks have shown to be important in understanding systemic
events in credit markets. In this paper, we investigate how the structure
of those networks can affect the capacity of regulators to assess the level of
systemic risk. We introduce a model to compute the individual and systemic
probability of default in a system of banks connected in a generic network
of credit contracts and exposed to external shocks with a generic correlation
structure. Even in the presence of complete knowledge, we identify conditions
on the network for the emergence of multiple equilibria. Multiple equilibria
give rise to uncertainty in the determination of the default probability. We
show how this uncertainty can affect the estimation of systemic risk in terms
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