Banking and Financial Crises



Avadoyiow péxAevong, Fire Sales ko Mnxoviopol Avdykwong
Kploswv
(Leverage, Fire Sales, and Amplification Mechanisms)



Kploglg ko pnyoviopol dloykwong

» Tpamelikéc kpioelc Tupodotolvtan amd yeyovéta Tou paivovton ‘Wkpd' ek
TWV VOTEPWV

> YtV pdopatn Kpiom, oL apxikéG ATOAELES 0TV ayopd subprime twv HIA
Aoy $500 Sio

> Yuykploweg pe amdAeieg oto xpnuotiotipo twv HIMA og doxmuec pépeg
> AMG& TtpokAAETOLY TEOLYKOOLLOL OLKOVOLLKT KpioT
> Kol pey&AeC HELWDOELS OTMV TALYKOOMLOL OLKOVOWLKT SpaotnpldTnta

> e (ko TETE) KPGL OLKOVOULKGL COK €XOUV EVIOYULLEVOL OLTOTEAECUOLTL;



Mnxaviopde Sldykwong I: Méxevon (leverage)

v

Ty awvahoyiow pdyAevong Stoykdvel attddeteg

> To xpéoc o B eivau dedopévo, aveoptitwg emevdutik®dv amoddocwv

v

Aveloptitwe amoddoewv, 1 B Tpémel va to amomAnpmaoel

v

Av amodboeig elvan xounAég, Stapopd kahdmTeTonw ard kobopn agiow B

> Autdg o pnxaviopdc Sloykdvel evlexduueveg opXikég atdAeLEG



Mnxoviopoc dudykwong Il MpokukAwkny udyAevon
> Avadoyio wdyAevong eivo TpokukAtk?
» Octikn ovoyétion pe AEI
> EukoAétepo va Savetoteic dtav 1 otkovopio to el kahd (good times)
> Fs un SiacteBeipévol va Saveloouv oe kplom (bad times)
> [Mapd to étL téte Xperdleoan S&vela Teploodtepo 1 emelydvTwg

» [TpokukAwk? péxAevon Sloykvel Kpioelg

» Bs avtipetwmnilovv peyaitepec Suokohieg Sovelopol dTav KoToypdpouy
andleteg, dnA. akplBag ot TepLddoug Tov xpetdllovton epioodtepa Sdveto



KOkAog pdxAevong
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Mnyoviopde dloykwone Hl: Fire sales

» ‘Otav 1 kabaph aio tng B éxel uootel apvntikd ook, kaw torutdypova 1 B
dev wmopet vau dawvelotel, TéTe éxel kivntpo val apxioel vou Touldiel assets yio
VOl OUYKEVTPQOOEL PEVOTOTNTA

> Avarykd{etow vor TOUAHOEL OF TULéC XOUNASTEPES AUTLO TIC CLVTLKELULEVIKEG N
aTd TG TUYLEG oLyopdc

» Avutéc oL TwAfjoelc Méyovtau fire sales % forced sales

> [wAfoelc avEdvouv TV TPooPopd, Ko APl LELOVOUY TNV TU Twv assets, e
ouvémelal Tepotépw peiwon tne kabopric agiog

> Mnyoviopds Sléykwong péow Tyudv emévduong (asset prices)
> [1OANON TEPLOVOLOKOV OTOLXEIWY OF ULELWMEVES TLLEG LETA ATES PWTLE
> Kiyotaki-Moore (1997) Mpdto utdderypor yiow TO INXOVIORS aLuTd

> Meilwon kabopfic aiog Adyw evdoyevolc Lelwong TYLMOV ELDOVEL TIEPAUTEP®
v emévduon kou TiG Tipég, odnydvtag ot kabodikd otpd tpodv (downward
price spiral)



22 000 M Miete Vbt

it un erfchwing lich deshalb

AL-AUFLOSUNGS-|’
AUSVERKAU si's

Die ausgezeicneten Preife haben keine Galtigkeit menr ;
~ Wir akzéptieren jedes nur mogliche Angeébot !!

» To payali kAelver yrott o BlokthTng dev wmopet va TANpDoeL To evoikio



Fire sales og omitia ko @&puec

» Campbell, Giglio, Pathak (2011)
» Twéc otiwv oty Maooayovoétn 1987-2009

> Téc yOpw amd oupfdvta otul fire sales: Bdvatog WBloktrtn, yxpeokotio
WBrokThTn, koetdoxeon amd Tpdmela (foreclosure)

> Y Oykplom pe Tiég Topdpolwy OTULTLOV Xwpic oupPdv otul fire sale



Y uyvétnTal oVUPAVTWY
Table 1- Frequency and Timing of Forced Sales

Panel A: Number of Forced Transactions by Year

Year Total Observations Deaths Bankruptcies Foreclosures Total Forced
1987 87,257 1.1% = 0.0% 1.1%
1388 78,461 0.9% - 0.0% 0.9%
1989 65,728 0.9% = 0.3% 1.2%
1930 54,062 1.0% = 11% 2.1%
1991 57,013 1.1% 0.1% 5.2% 6.4%
1992 68,471 1.2% 0.2% 8.2% 9.6%
1993 74,556 1.6% 0.3% 9.4% 11.4%
1394 81,058 1.8% 0.5% 8.3% 10.5%
1995 75,903 1.8% 0.6% 7.0% 9.3%
1996 84,046 1.6% 0.7% 4.9% 7.3%
1997 90,163 1.8% 0.8% 4.3% 6.9%
1398 99,770 1.9% 0.9% 3.0% 5.7%
1999 103,247 1.8% 1.1% 2.3% 5.2%
2000 95,036 1.9% 11% 1.8% 4.8%
2001 89,555 2.0% 1.2% 1.4% 4.5%
2002 92,582 2.2% 12% 1.2% 4.6%
2003 94,692 2.3% 1.4% 0.7% 4.5%
2004 105,630 2.5% 1.4% 0.7% 4.6%
2005 101,929 2.4% 1.3% 0.8% 4.5%
2006 86,243 2.3% 1.3% 1.6% 5.2%
2007 77,526 2.2% 0.9% 5.3% 8.4%
2008 60,483 1.9% 0.7% 14.0% 16.6%
2003(Q1) 7,976 2.1% 0.7% 25.7% 28.5%

Total 1,831,393 1.8% 0.8% 3.5% 6.1%




Timing ouuPdvtwv

Panel B: Timing of Forced Transactions Relative to Forcing Event

Group Death Bankruptecy Foredosure
sale 3 yrs before event 12.9% 10.3%
sale 2 yrs before event 15.2% 10.1%
sale 1 yr before event 20.6% 9.5%
sale 1 yr after event 29.1% 30.8% 85.9%
sale 2 yrs after event 14.8% 22.1% 9.1%
sale 3 yrs after event 7.4% 17.2% 1.6%



Tiuéc TOANONC OTULTLOV

Sale before event, years

Discount (%}
&
-

=008

Figure 2: Forced Sales Discount and Time Between Sale and Event

> Yritio pe ovpfdv TwAiOnkav oe younhétepeg Tipéc

> [Sioitepal YLOL TEEPLTITWOELS XPEOKOTILOLG




Fire sales og &\t Tteplovolokd otouyelor

» Fire sales kot o dA\a TeeplovoLokd otouyeia, T.X. o€ TITAOUG Kol TaPA YWY,
6mwe opdloya, CDOs etc.

> Y nuavtikdc Ttopdyovtag Tou cuvteAel ota fire sales 7 éNAeudn eldikddv Tou
&épouv vau extipfioouy dikoueg Tuég (fair prices)

> [Saitepal yial TiepimAokoug 1 oTévioug Tithoug
> [Saitepa oe epLdBoug kpiomng
> Akdpo ko ov uTtdpyouv eldnfuoveg, propel va elvan Sookolo va BpeBolv

» Specialist capital is slow-moving capital



Fire sales oe petatpédipo opudbroya

» Mitchell, Pedersen, Pulvino (2007)

> Metatpédipo opdroyo: MoliTAoko Topdywyo e @OpovAa yiol Sikoun
TioAbYNoN

> Emuyepnotokd opdloyo Tou popoldv vl petatpatodv o petoxég

> To 2005, e&eidikevpéva hedge funds peiwooav tnv ékBeon Toug ot
petatpéPiuo opdroYo AOY® ATWAELOV

» Fire sales ot petatpéduuor opdloya



‘ExBeon oe petatpédua opdroya (Sio )
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> Convert Arb HFs: Hedge funds e&eidikeupévor oe ouvBialoyée petatpéPuienv
opoAdYwv pelwoav tnv ékBeot Toug



Tipéc petatpédiuwy opordywv kol amdédoon hedge funds

"

Market price/theoretical value

> Apxwkd, dev umfipxav oMot e&eldikeupévol etevduTég yloL VoL ToL aLyopdoouy
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Cumulative Retun
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Market Price/Theoretical Value
(left scale)
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> T ayopdc petdbnke kdtw and Bewpnrtikde Sikoun akio

» AN e&eldikevpéva funds tehikd Ttopevéfnoay
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Case study: Long Term Capital Management kpion 1998

» Long Term Capital Management (LTCM): peydho hedge fund
> Wall Street trader John Meriwether (Salomon Brothers)
» Nopmelioteg Merton, Scholes
» David Mullins, tponv avtnpbdedpoc Fed urtd Greenspan
> Apxéc 1990 ftav eTukepdéc ko éAofe Tdvw amd $1 Suo emevButikd kepdhao
> Aoavelotnke ToA& (high leverage) yio emévBuon oe ayopég opordywv
> Eixe $5 80 meplovortokd otouxeion al& Savelotnke Tévw ard $120 dio
» ‘Otav 1 Pwola avokolvwoe xpeokoTmio, 1 emevdutiky oTpatnytkl améTuye Ko
CUOCWPEVTNKALY OLTLOAELEG

> KuBépvnon HMA mapevéPn yia Sidowon (bailout) dote vo amopeuyBel
Taykdopa petddoon

> Anuodpynoe éva davetokd fund (loan fund) pe tpdmeleg tng Wall Street tov
09/1998 yia opohy ekkaBdpion ko pevotoroinon (liquidation)



LTCM otpatnytki

>

Aputtpdl oxetikic aiog (relative value arbitrage): Amé 8o mopdpola
assets, ayopdlw to YOnvétepo, Touldw (short) to akplBétepo

LTCM kupiwe otnv ayopd opoloywv

YuvBlahayég olykAong (convergence trades): ExkpetdAevon oppmtpdl
MéEXPL VO GUYKAIVOUV oL TLuég

Mo va givon etikepdiig, Tidol Tpéter vau eivaw incorrectly priced

Aettovpyel 4c0 oL Tiwéc Siopépouv, aANd pelcdvel apuTiitpdl gukalpieg



LTCM katdppevon

> Apxikd TpoPAfuator 05-06/98 ANdyw TTHONG TYOV opoAdYwy, amtidieteg 16%
> 17/08/97 Pwolo avakoivwoe aBétnon xpéoug (debt default)

> duyh mpog pevotdrnra (flight to liquidity): Melwon Tipodv ddwv twv
opordywv, LTCM mpdobeteg amdheteg 52% (Mnyoviopde 1)

» LTCM eixe davelotel umépoyka yio tepdoTtieg emevdioel oe Pwolkd ko
&M\t opdhoya, Tepitouv 5% Thg ToYKOOLAG oLyopdle

> NMopd amdleto ekatovtddwy ekat § tn pépa, To MAektpovikd povtéda Tou
LTCM mpétewvav va unv aAA&Eel 1 oTpoTnyLkt

> TP péxAevon odfynoe oc tepdotieg amdAeleg ko kivBuvo abétnong
Saveiwv g

» LTCM Bokipooe va tpooelkboel Tpdobeto kepdhowo, ald emevdutéc
apviBnkav (Mnyxaviopde 1)

» LTCM movAnoe $60 Sio meplovotakmdv otolyeiwv
> Fire sales peiwoav typée tepautépw (Mnyowviopde I1)

Predatory traders moUAnoov opdroya yia va pi&ouv Tuwéc ko v
kotaotpédpouv LTCM

> ‘Otav anwleteg $4 dio (92%), kuBépvnon HMA mapevéPn ko NY Fed
opydvwoe didowon (bailout)



LTCM meprovorakd otouyeior ko udyAsvon
LTCM's Leverage and Asset Growth
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> TéAn 1997, LTCM eméotpede $2.7 dio oc Fs
> Aiyo apydtepa, Pwola xpeokdmnoe
> Y10 LTCM, kaBopn) a&ior kartéppevoe, eved pdyxAevon oto Odm

> Ek twv votépwv, dev fTav owoth 1 kivnon emiotpopic Tépwv otoug Fs



LTCM éxaoe 6An tnv kaBopn aéior Tov
LTCM's Returns
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MaBfuota artd to LTCM

> TPnh1 udxAevon dnwovpyel TpoPAfporte (fragilities)

> Mikpéc petoforéc Tipdv | ampdPAientor cupBdvta evBéxetal va TpokaAécouv
MEYAAEC ALTLOAELES

» O antdAeteg odnyodv oe fire sales, pe arotéleopa pelwon Typmv ko
TEPOUTEPW OLTLOAELEG

» [TpokukAk? LOXAEVOT evioy Vel TEPLOTETEPO TIG ALTLOAELEG

» Péhoc tpamelov onpovtikde yrotl éxouv e€eldikeupéva eplovotokd
otouyelo, VNI pdxAevon, ko vttdkewton ot fire sales

> Ye avtiBeon, 1 dot com @olvoka 1990-91 fray Aydtepo katoLoTpoLk, yiortt
oL texvoloytkol emevdutég Sev Savellovtal tdo0, Ko £ToL oL ATOAELEG Tty
Teploplopéve (contained)



Subprime kpton: MoAA& LTCMs katéppevoay ToeutdXpova

Figure 1. CSE Firms- Gross Leverage Ratios

Gross Leverage Ratio: August 2006 - February 2008

o
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g — Lehman Brothers

3 —»— Morgan Stanley

‘§’ —s— Merrill Lynch
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Date of Quarter Closing

Source: This data was provided by TM. They obtained the information from public filings (i.e., 10-K) and
Bloomberg. We verified each firm's year-end gross leverage ratio amount, but did not verify its quarterly
ratios.

> [Mpw 2007, awvahoyleg pdyAevong av&dvovtoy yiaw ToAéG peydeg Tpdmeleg



