Banking and Financial Crises



Autiec Kpioswv: HBwédc Kivduvog 1| Lpdiuato
Causes of Crisis: Moral Hazard or Mistakes



‘Evovopa kplong

> Aiokpivoupe évavopo (trigger) omd Babitepeg outieg (causes) kplong

» To évavopa Tupodotel Tnv kpiom, al& Sev etvor o Babitepog Aéyog
dnuovpyiag tng kplomg
» ‘Evavopa kpiong 2007-2009

>

>
>

B xophynoav ToA\& subprime oteyootikd Sdveto pe kupouvdpever eTitdkio
Apxikél XoumAS etutdkio (teaser), ol peydAn adgnon petd amd 2-3 xpdvio

Mo ToM& and to subprime ddvela, 1 ad&non emtokiowv fravy
TpOYpapLaTiopévn yiow To 2007

» Subprime davelodimteg Sev To eixov katahdPet, yroti o TBavd vau iyov
Ay dTepeg eKTLOULBEUTIKEG KOl KOWWVLKO-OLKOVOLLKEG EVKALPLEG

‘Otav fpBe to 2007, o subprimes dev pmdpecov vaw TANPOCOLY Tig LuENUéveg
8boelg ko dpyloov vor abetolv davelokéc uTtoXpe®OELG

> Q¢ ovvémela, oL TIHEG TWV OTILTLOV APYLOAV VoL TEQTOVV

> Emeldt) o subprime 8dveia eiyav tithomoinBel moMamAde, ol ammdAeteg Adyw

afeTHoswV Kol TTOONG TV peTopépbnkay otae MBS

B dpyioov v kataypdpouvv attdAeleg Tov, Lol eTiiTthéov Adyoug, dev
UTOpOoVOoY VoL ALToppo@ioouV



Autlo kplomnc
> Acutia kpiomg

> B avéhaPav vrtepforikd pioka Stvovtog subprime ddvela ko TithoToldvTog T
TIOAATADG, V& Tawtdxpova Statnpodoav vPnAd emiteda péxAevong

> Avth n pubokivduvn otpatnyikt evéxel peydlo kivBuvo atotuyiog kow, dpa,
ETEVOUTIKOV OLTLWAELDV

» Bernanke: The 2007-9 crisis was a shadow crisis
> Kaipia epdtnon mohtikhg: Mol éyway autég ol emdoyéc amd Tig B;
> Ao avtoywVoTikég/evalakTiké uttoBéoslg
> Tpdhpoto: Awotodolio kou (Teap)apueAnuéver ploka
> T.x. opdhpota eTevduTikiig oTPATNYIKTG
» HBukéde kivBuvoc

» T.x. yvoon Sidowong dnutovpyel kivntpar AMdne vrepPorikod piokou



Mcde draywptlovton eumelpikd oL duo vrobéoeic;

» H Baowkn Sapopd avdpeoa otic dvo uvtobéoeic eivan 1 &modn tne tpdmelac
yioe Tnv ThavéTnTa kplomg, T

» HBuwée kivBuvog: B éxel vdmiéd 7, maipver ploko ocuveldntd
> S pddpato: B éxer xounid m, &yvoia bmopEng plokov
» Abokolog o Slaxwplopde, yiotl
> AUokoAn 7 ektipnon tou T
> Abokoho va atoderxBei mpbdBeon (Ouunbeite: CRAs)

» [MpoPAMjuata NBkol kwdivou pmopet va 0dnyfocouy o cEAALATR



Mpctn umtéBeon



Motoc mpdPAede tnv kplom;

> Acv Ba émpete oL Tpdmeleg vau elyov TpoPAéder TV eTikelpevn kotdppevon
oLYOpAG KOLTOLKIOLG;
> Atyor mtpoéPhedoav Eepovokwue (bubble burst): Yellen, Rubini, Big Short
» Janet Yellen: MNpbedpog Fed 2014-2018
» Ou umtéoiToL Toug ayvénoov

» Axdpo ko o Bernanke 8ev mpoéBhede

> Ben Bernanke: Mpbedpoc Fed 2006-2014



T mlotevav ot insiders mpwv TNV kplon subprime;

> Xaptopuldkia Twv insiders, ol emévBuoay tal Ae@Td Toug

» HBwé¢ kivBuvog (vPmAé ) Bo ofpouve bt Sev Ttipay ploko pe tor Sikd Toug
Aeptd

> Ypdpato (Xoapnhéd ) B opouve bt Thpav pioko ko oTo Sikd Toug
XOPTOPUABLKLO

» Cheng, Reina, Xiong (2014): MpoowTikéc ouvahhayéc okwhitwv twv midlevel
managers ot securitized finance (CDOs etc.) yia mepiodo 2004-2006

P> Y Oykplom e XOLPTOPYUALKLAL BLKNYOPWV KO GLVAAUTOV LETOX MV



Acgtypo Twv insiders

Sample Securitization Equity analysts Lawyers
Panel A. Number of people

Number of names 613 469 406
Not midlevel manager 13 — —
Not housing 94 — —
Not found in public records 29 16 3
Multiple found in public records 50 27 3
International 27 25 0
Deceased 0 1 0
People in sample 400 400 400
Person found, but no homes owned 58 82 42
People who sold all properties before 2000 3 1 0
People who only own homes beginning after 2010 3 4 3
People in sample owning at least one home, 2000-2010 336 313 355

Unconditional rate of homeownership 0.84 0.78 0.89



[MobAnoav omitia ol insiders;
Panel A
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» Divestiture: MoAnon omtiod

» Securitization managers: pkpétepn TBavétntoe va Toulficouv 2004-2006



Ayodpaoav oTitial oL insiders;

Panel B
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> Securitization managers: Meyahitepn mbavétnta vaw ayopdoouv dedtepo 1
o akplBd omitt uéxpl péoa 2008



O tparteCikol insiders Aty auoLddolol

» ‘Apa, oL securitization managers gaiveTon Twe NToy TOUAALXLOTOV TO6OO
oauaLdédolol boo To gvplitepo kowd

> Acv poéPAedov 6tL Bl okdoel 1 podoka
> H avwtépw ovdluomn dev atodeikviel TApwg 6Tl To 7 eivor XopnAd

> AN eivou Tiio ouveTtic pe m XounAS Ttopd vhmASd



Tu ékavay oL top managers;

> Ma (2013): Mopdporor avdAvon, alé pe CEOs tpoteldv

> 15é0: Mo cwotddolor CEOs éxouv wikpdtepn mbovétnto vaw Toukficouv
petoxéc M options tng tpdmeldic Toug

» Métpo auctodoliog: ékBeomn otig petoyég Tpdmeldg Toug 2002-2006

» Mpotn uvnéBeon: Tpdmeleg pe o auotédogouvg CEOs, xounAd m, frov
TieploodTepo ektebelpévec otV ayopd kartolkiog Ttpw TNV kpiom kow, &pot,
elyov peyahitepeg anmAeleg otnv kplom

» Case study: Y Oykpion dvo tpamelodv
» US Bancorp pe Aydtepo ouoidédofo CEO

» SunTrust pe mepiocdtepo auoddoo CEO



MeToyikn ékBeom

Panel A. Equity Holding Change of
Grundhofer (US Bancorp) and Humann (SunTrust)
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> SunTrust (owotdédogn) awd&ave TNV ékBeom oTic petoxée Tng



Advelol KUTOKIOG KL TUULEC LETOX WV
Panel B. Log Loans Backed by Real Estate of US Bancorp and SunTrust
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‘EkBeomn otnv ayopd katoukiog

Log Change Loans Backed by Real Estate (02-05)

(1) (2) 3 4 (5)
Log Holding Change (02-05)  0.305%%% 0267+ 0.340%%% 0.300%**  0.275%%
(0.0781)  (0.0748)  (0.121)  (0.111)  (0.105)
Dividend Yield as of 2002 4 ATTEEH L7177 -1521
(1.489) (2.653)  (2.566)
Volatility as of 2002 0.200 0.431 0.422
(0.283) (0.326)  (0.308)
RE Loans/Assets by 2002 -0.123 0254  -0.262
(0.166) (0.183)  (0.174)
Size (log assets) by 2002 -0.0203 0.0272%  -0.0200%*
(0.0140) (0.0143)  (0.0138)
Log Holding Change (98-01) -0.0330  -0.0444%  -D.0400%
(0.0202)  (0.0242)  (0.0211)
RE Loan Growth (98-01) 0.304%%  0.254%%  0.249**
(0.137)  (0.111)  (0.109)
FHFA Index Change (02-05) 0.3%6
(0.252)
Constant 0.411%%F  (656%F%  0.272%%% (510%*F  0.441%%
(0.0246)  (0.190)  (0.0564) (0.181)  (0.181)
Observations 142 136 77 76 76
R-squared 0.076 0.170 0.204 0.304 0.330

Robust standard errors in parentheses
5 p<0.01, ** p<0.05, * p<0.1

» [ owowddofoc CEO abinoe mepioodtepo Ta Sdvelo yiow olyopdl KoTOLKioG



Ty petoxnc

Holding Period Return (2007-2009)

0] (2) (3 (4 (5)
Log Holding Change (02-05) -0.213*%  _0.200%* -0.217%*  -0.300%* -0.333%*
(0.0838) (0.0871)  (0.105)  (0.133)  (0.165)
Dividend Yield as of 2002 2.747 0.842 1.566
(1.903) (1.909) (2.289)
Volatility as of 2002 -0.200 -0.337 -0.205
(0.197) (0.252) (0.265)
Pre-Crisis Beta -0.0621 -0.0657 0.178
(0.122) (0.151) (0.221)
RE Loans/Assets hy 2002 -0.900%** -0.714**
(0.250) (0.288)
Size (log assets) by 2002 -0.00607 0.0230
(0.0219) (0.0278)
Log Holding Change (98-01) 0.00163  -0.0235
(0.0300)  (0.0201)
Constant -0.451%%% [ 426%** 0.129 -0.433%%% 0275
(0.0317) (0.110) (0.281) (0.0417)  (0.306)
Ohservations 166 160 135 94 78
R-squared 0.029 0.053 0.178 0.040 0.236

Robust standard errors in parentheses
% p<0.01, ** p<0.05, * p<0.1

> Téc petoxnfc otnv tpdmelo pe mo ouotédofo CEO émecav mepiocdtepo



Kaww té, ou tpamtelikol insiders ity aiolé68oéol

> Embupio Sratipnong kadfig @hiung evdéxeton va tpopuldooel amd nbkd
kivduvo (reputational concerns)

> Y& dnlwoeig, 1 JP Morgan avégepe avtiv Tnv emibupio meploodtepo amd thv
Bear Stearns

» H Bear Stearns xpeokémnoe ko e&ayopdotnke and tnv JP Morgan

> Oyt anddelgn, add évdelln



Metoyikn ékBeon CEOs otic peyaditepeg Tpamelec

Firm Executive CEO Term Stock (b.2002) Options (b.2002) Stock (b.2006) Options (b.2006)
Bear Stearns James Cayne 19932008 4,702,840 211,864 5,909,483 761,165
Lehman Brothers Fichard Fuld 1994-2008 4,239 658 2,906,640 4,473,624 1,700,000
Merill Lynch Stanley O'Neal 20032007 73,200 2,108,157 1,189,614 2,623,919
Morgan Stanley Philip Purcell 19972005 2,442,416 3433120 2,198,315 1,910,948
Goldman Sachs Henry Paulson 19992006 3,097,960 361,043 4,032,743 680,474
Citigroup Charles Prince 20032007 752,618 1,067,851 1,485,983 1,137,411
Bank of America Kenneth Lewis  2001-2000 536,168 13,580,000 486,872 5,580,000
JTPMorgan Chase Willism Harrison 20022005 1,078,141 5,060,747 802,571 5,020,360

» Ou CEOs otic tpdmeleg pe t Xewpdtepn emidoon otnv kplon elxov avhoel
v ékBeot Toug oTig petoxég Tng Tpdmeloc Tpw TNV kpiom TeploodTepo ATd
toug CEOs otig kalbtepeg Tpdmeleg

» EZaipeon o Richard Fuld tng Lehman Brothers



MpoPAuaTa aVwTépw aVaADoEWVY

>

>

daiveton v uovoel 6t B ékovary AéOn

Qotéoo, o Mdbog propel amAd vo ftaey otnv TpdPAedn Toug Yo To TéTe Bt
okdoeL 1 povoka (timing)

AnAod, propet va fE€epav 6TL dNpLoupyoVoay PoUoKaL KO VOL UMV TOUG
evBiéepe, apol yla peydho ddotnua kepdookdmnoav and avthv (ride the
bubble)

Mropei vau eixav oTé)0 Ké&TOLL OTLY U Vo apxioouv ve Ttouldve (smart
money exits), aAA& tehkd Sev TpdAaPov kaw M poldoko éokaoe vwpltepor amd
6,71 Tepipevay

Apa épevay pe amtddeteg, al& dxu yrati kovory Adbn emevdutikd (un
opBoloyikéc amopdoelg), amAd& yioti dev otopdtnoay eykolpwe vou
kepdookomov

Y UOTNUALTLIKE, TepdoTial, ko eTtioval "A&BN" oe ToAég pepléc Tou
XPNULOLTOTILOTWTIKOY CUOTHULATOG

» Bs, CRAs, Fs

» [loté Lavd oto TopeABév



Aeltepn vndbeon



HBwd¢ kivBuvog kaw avadndmn plokov (risk taking)

> Metagopd Saveiwv Tpog TitAomoinom
> Meilwon kwhtpou yiow éAeyyo moToAnTTiknc aglomiotiog
> Yav oxédlo mupapidog, 600 ouvexiletal 1 dvodog TiuwV
> ApoBéc Baoilovtav oe apBud véwv Saveiwv (originations)
P EkpetdAAeuon gTwyOTEPWV, LETAVOLOTOV, HELOVOTHTWV
» MmopolUoeg va Savetoteic 125% tng agiog Tov omtiod

> Apoléc oxedioopéveg oav options, emevdutéc ouppdvnoay 6o o Tinég
avEdvovtav

» Options protect against downside risk

» Bonuses 8ev euotpépovtan, evBdppuvon kovtépBodung emevBuTikhg
otpotnyiktc (short-termism)

» Lehman CEO, R. Fuld Jr., mAnpobnke $350 ek 2000-2007
> Awpodokiec kau Peudfc alloddynon Tapaydywv

> [SiwTikoTolnon wyelel®v, Kowwvikotoinamn {nuLdv



HOkdc kivBuvoc ko Fed

» Alan Greenspan: lMpbedpog Fed 1987-2006

» Abypo Greenspan 2002: Fed 8ev pmopei va atotpéder oxnuotiopd bubbles,
A& Oa Baodoel oe TEPITTWON TTOONG TUYLOV

» KoopoBewpiow Greenspan

» H owovopio dev tapovoidler Tpiféc, ko evdexdueva TpofAfuato Bor
BlopBwbolv amd to adpato xépt (Adam Smith's invisible hand)

» lMopepPdoeig otnv okovopia sivo ooy v tpootabel o emPdtng and to Tiow
kéBiopa var kovtpordpel To TuwdvL, dTav 0 0dNYSS BuokoleveTal

> Avakowaoelg ko dnAdoelg Greenspan emétewov TtpdPANUa MOkov kwdbvou



HBwd¢ kivBuvog ko oltikh Stdowonce (bailout)

> [voon Sldowong peldvel KIVITpoL OWOTHG CURTEPLYOPES
> [Moltikt Sidowong ebvon xpovikd aovvertc (time-inconsistent)
> KuBépvnon propei va Seopeutel ex ante étu dev Ba Siaodoset

> AMG& aut 1 Séopevon Bev eiva aLdmoty, dedopévou tou vPnAov
OLKOVOLUKO-KOWWVLKOU KOOTOUG MLOLG XPTILOLTOTULOTWTIKHG KULTAPPEVOTNS

» O¥te kav vépolL dev pmopolv va urtepBoiv to TpdPAnua



Case study: Fannie and Freddie (GSEs)

» Federal National Mortgage Association (Fannie Mae): US government
sponsored enterprise (GSE)

> ‘I18puon 1938 péow New Deal
» Y komdg M Tithomoinom Savelwv katoikiog oe MBS
» Elwonypévn oto XpMUATLoTHpLO

> To 2022, 33n peyohdtepn emxeipnon HMA and drodn cuvorkdv ecdwv
» Federal Home Loan Mortgage Corporation (Freddie Mac)
» ‘I8puon 1970, 56m peyoitepn emuxetpnon HMA
> Y1ic 7/9/08, ot mpdBupa kartdppevong, TéOnkoy und federal conservatorship

> Y fuepa, elvor ko TdAL kepSopdpeg



GSEs:

>

HBukb¢ kivBuvog ko kuPepvntik?y vtoothpLéEn
Tov 09/2002, kpttikf) otnv Fannie yia urtepBohkt adEnon emtokiakol piokou
OTOV LOOAOYLOUS TN
To 2003

» Kpitik1 oe Fannie ko Freddie yio vitepxpéwon Sovelotdv

» Fannie avakoivwoe ABoc oe aglohéynon oteyaotikdv davelwy, pelwos agio
petoxkou kepaoiov katd $1.1 o

» Freddie avakolvwoe unepektiunon kepdopopiog kotd $4.5 dio
Tov 07/2008, Ty petoxnc Fannie ko Freddie émeoe Spoypartikdt, Topdt
kuBepvnTik utooTApLEn

Ytic 30/07/08: Housing and Economic Recovery Act e&ovolodétnoe TAfpn
eBvikomoinon GSEs

» Anuovpyia Federal Housing Finance Agency w¢ emtnpnt

» ‘Extoxtn e§ovoloddtnon oto Treasury yiol oyopd omepLépLlotng ToodTnTog
titAwv GSE

> Aubt xpéog ekBobév 1 eyyunuévo amd GSEs urepéPfouve Ta $5 tpio



Enave€étoon nBikod kwwddvou: Mo Adpupa (looting)
» ‘Otav slvow oxedév otyoupo 6tL 1 tpdimelo Bt ypeokomhoet, T.x. yiotl ékove
tepdotioe A&On 1M yrott elvor TOAD apyd yiow vor owBetl

> o Mpupa: Apeon eaywyf alog, T.X. peplopata oe SlokThTeg,
LETALPOPEG TLOPWVY OE YIAOUG K.ATL.

> MopoatnphiBnke otnv kplon Savings and Loan (S&L crisis) dexaetiog 1980
> Xpeokotioe 32% (1,043 ard 3,234) ukpdv tparelodv (thrifts)
> KuBépvnon dpynoe v apéuPet, Eekabdpiopa éywe pévo ot 1990

» S uvolkd kbéotog $160 Bio, ek Twv omolwv $132 8o amd opohoyoluevoug

> Trdpyovv evdeileig éti TapotnpBnke Ttpw Tnv kortdppevon tng SVB



2 Ovodn

> Ynuawvtikdg o NBkde kivBuvog dtav dev uttdpyel péAov (dvtwg dev uttdpyel 1
UTtdpxEL A& Bev pog evBloupépet)

> Av o 10ikédc kivBuvoc katd Tn Sidpkelal TNG KPLoNC £lvall TILO GNUALVTIKOC ATt
6,TL Tpw TNV Kplom, téte YphRyopn pubuotiky Tapépufoon wropel vou petpLdiost
Tov nBwkéb kivduvo

» ‘Opwg, ot eptddoug un kplome, Tpémel vo kabepwBel éNeyyoc ko vopoBeoio
Tou VoL LeL@vouv tov 10ikéd kivBuvo, dote va punv dnuovpynBodv téoo
peydAal TpoPAfuoto



