Banking and Financial Crises



Avavtiotouyio Anktétntog ko Tparmelikol Movikol
Maturity Mismatch and Bank Runs



XPNHUOTOTILOTWTLKOL TTOLVLKOL

> Boaowkd yopaktnplotikéd kpioewv: Tpomelkol owvikol (bank panics or runs)

> [Mavikdg: Zo@Vvik? oMLY T OTT) CURTEPLPOPA TWV ETEVOUT®OV, Tov odnyel ot
petwon Savelopol ko pevotdTnTog Tpog Bs

> Mmopel vau xpetdlovton pevotdtnra (liquidity: Diamond-Dybvig)
> Mmopel vau xpetdovton aopdeto (safety: Holmstrom-Gorton-Geanakoplos)

> Mmopel vau avtipetwmilouvv Sikd toug TpoPAfatar (complexity: Shin-Caballero)

» H mapodoa SidAe€n yia To kivitpo pevotdTnrog



Pevotdtnra ko tpatelikol Tavikol

> [Mavikde: Zopvikh ko ampooddkntn avénon avafdbewv amnd Bs

> Yuotnukt (systemic) 1 petadotikn (contagious) e&dmhwon ot kartabéoelg
Tov Tpamelikol KAASou wg oUVolo

» Animal spirits, avnouyieg pepeyyvdTnrog

> AvutoekmAnpoopevn pognreia (self-fulfilling prophecy)



Balance Sheet of All Commercial Banks in the U_S. in August 2007

{entries are percentage of total assets)

Ao avavtiotolyiec: Ploko kol Anktdtnra

Assats Liabilities
Reserves and cash substitutes B% Transaction icheckable) deposits &%
Securities Nontransaction deposits (e.g., time 56%
deposits, savings deposits)

LS. government and agency 11%

Other securities 1% Borrowings 21%
L Other liabilities. 8%

‘Commercial and industrial 13%

Real estate 34%

‘Consumer 7%

Other loans 7%
Other assets (a.g., physical capital) % Bank capital 11%
Total 100% Total 100%

» NMapadooiokol Tpamtelikol Looloyiopol xopaktnpilovran amd bo
avavtiotolieg
» Avavtiotouyia plokou: PupokivBuva assets, aopadelc uvoxpedoeg

> Eidope g autd pmopel var dnpovpyfioel fragilities, etdikd pe vdnAf podyAevon
> Avavtiotouyior AnktéTnTog: Moakpoypdwior assets, Bporyuxpdvieg utoxpewoelg



Avavtiotouiar Anktétntac (maturity mismatch)

> Peyotdtmra meplovotakol ototxelov (liquidity of asset): Méoo evkolar kou
Ypfiyopal LTopel va peTatpatel oe HeTPNTA

» Tpoame{ikd assets amopépouv pikpéc TANPwRéG ot pokpd opilovta
» [1.x. 8&velo katowkiog pe e€69Anon oe 30 étn

> Tpanelikéc umoxpenoeilc vtdoyovtal andédoon oe Bpayitepo opifovta
> [.x. katoBéoeg

> Auth 1 Stoipopdt Aéyetow avervtiotouyior AnkTdTnTog

> Anuovpyel kivBuvo pevotdtnrog (liquidity risk)
> T Ba yiver v o1 kataBétec amopacicovv paldikd va kévouv avarfdelg;

> Ko ouykekpiuéva, av B ev éxel kpatfioel apketd pevotd diobéopa (liquidity
reserves);



Pevotédtnra ko TwANoslc assets

> Kivduvol pevotdtnrag ko fire sales oxetilovto

> Av 1 pevotdtnta otepédel ko av Sev umdpyel amndbepo pevotdTNTO, TOTE B
avaryk&lovton va TovAfioouy assets

> Av 1 pevotdtnro otepédel yioti ol kataBéteg kdvouv palikéc avalfeig

> Ye Sompaypotedoupa Teplovotokd otouxelo (traded assets), dmwg TX.
petoyxég, opdhoya, omitie, yivovtow fire sales

P> Y& pun dampaypatedoua eplovolakd ototyela, yia Tow ool dev utdpyouv
ouxVEG oLVBLOANALYEG OTLG oLYopég, OL TWATOELS SUOKONEG OLKOMOL KOl OF
KaLVovLkéG TiepLddoug

> Y 1o apeABdv, tpamelikd Teplovolokd oToiyela, 6Twe T TpoTtelikd Sdvera,
Sev fitav SlamparypatevoLua

» H tithomoinom to dMae ovtd



Avnouyleg pevoTdTNTAG

» To kbotoc cuvalay®dv petddnke Spapatikd o Tehevtala Xpdvio

» Tt 1 texvoloyikn eEéNEn éxel petatpédel meploodtepo tpamelikd
Teplovotakd ototxeio oe epmopevotuoug (tradeable, marketable) tithoug

» Tiwthomoinon: Metatpémel un pevotomolfiouyuo Tpamelikd Teplovotokd otouxeio
(8dverat), ot epmopedoypuoug tithoug, w.x. CDOs, MBSs

> Y nuedote 6Tl tal Tpatelikdl Teplovolakd otouxetor pordlovv ouvibwg e
xpéoc (xpéog kdmolouv dAlov)

» O xpewoTtikol tithol putopel vou elvor peuoTtoToLioLLoL o KovovLkég
TepLddoug, A& 1 peVoTITNTA Toug pTopel var otepédel TOAD Ypfiyopa o€
TepLédoug afePondTnrog

> ‘Etol, 7 evdexdpevn éNewdn pevotdTnTog etvor hvto Suvntikd TpdPATM,
kO KalL oy 1) TitAoTtoinom petpldlel To TpdPATUAL uTd korvovikéc ouvBfikeg



Z&vn Kwddvou

» Méyiotocg kiduvog: Avavtiotoryior AnkTdTnTog KO un pevoToTotioior assets
» Trdderypo Diamond-Dybvig (1983)

» Tl yopoktnpifovrto ol tpdmeleg amd avavtioToryiot AnktdTnTaL;

» Tt autd to yopaktnplotikd odnyel oe fragility ko Tavikoig;

> Ti propei vau kAver 1 OLKOVOLLKT) TTOALTIKY;



Y uykévTpwon pevoTdTnTac Ko Tpate(ikol Torvikol

>

vV V. V. vV VY VY

v

Movtého Bs ko Fs adA& twpa oL Fs umdékewton oe ook pevotdTnrog
Emdoyt emevdioewv: trade-off amddoonc-pevotdTnrog

Xwplg ouvtoviopd, yopauileton kdmolo peuoTéTNTRL

[Bocvikd: ovykévtpwon pevotétntag (liquidity pooling)

Tpdmelec LTopolv VoL eQapdGouVY To L8aVLKS ATOTEAETA

Fs amoolpouv pévo dtov utootobv apvnTikd oK PEVOTOTNTAG
Nertovpyla Tpamelmv: Luykévtpwon 1 dnuovpyio pevotdTntog

AlgukoAhvouy TNy emtévduon oe un pevotomotiotphor aAAdL kepdoywdpa
eTevdUTIKE oxédlaL, evd) ToruTdYpoveL LkawvoToloVv {tnom pevotdTnrog

Avutéc o pdlog e€nyel tnv avavtiotoryion AnktdTnrog

> AMG& emiong kabiotd tpdmelec eudiwteg



Tpamelikol VKOl WC KATAOTOOT LOOPPOTILALC

» ‘Eotw étL o tpdmela avtipetomilel anpdfienteg avodideg ko
PEVOTOTIOLEL TLEPLOVOLALKAL OTOLYELOL YLOL VOL TLG LKOLVOTIOLTOEL

> [potn woppotio (good equilibrium): ‘Otav Sev yivovtow avadidelg, to
BéATioTo eivall vou pnv kévelg avdAndn

> Acgbtepn wooppotio (bad equilibrium): ‘Otov yivovtow avakfiderg, to Béhtioto
etvall val kdvelg alvadAngn

» H 8eltepn wooppoTtia elvon évag tpamelikdg Tavikdg
» Diamond-Dybvig Ttapéxouv e&fynon yio dnuovpyio avikdv (bank runs)

> O movikdg eivor ooy TV oveTlBumTn woppotior oe éva Takyvio SUMfupOTOG
puAakiopévou (prisoners' dilemma)
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> Avooto petatpeduudtnroc (suspension of convertibility)

> Evdéyetan vow Snuovpyroel eplooétepa TpoPAtuoto



oAtk Il

> Kevtpikh Tpamelo Saverotiic éoxatne avdykne (lender of last resort, LLR)
> Adwveio oe Tpdmelec ota TpéBupa xpeokoTiog

> [poAnmtikdg pdrog: Emevdutéc Eépouv 6tL umdpyer o LLR ko étol Sev
TavikoBdAAovton

> Y Oykplon ovxvétntag movikdv oe HB kaw HIMTA 1870-1933

> Tpdmelo Tng AyyMog (Bank of England): Amodéxtnke to pého LLR petd tov
Tavikd tou 1866

» HIA oto 8ebtepo pod 19ov anwve dev eixe LLR

> Tyéoeig oxetifovtav pe Tavikodg otig HMA, al\& éxL oto HB



MoAvtikny 111

> AocpdAion katabéoewv (deposit insurance)
> MéxpL 250,000 SoANépioe otig HMA

» Méxpt 100,000 gup®d otnv EE
» [TpoAnmtikdc pdAog
» Ytic HMA, dnwovpyia Federal Deposit Insurance Corporation (FDIC) to 1933

> Apoyuattikt petémertor pelwon Tpomelik®dv XpeokoTdv, méxpl TV Kpiom
Savings and Loans ot 1980

> o vo pnv urtdpéet TpdPAnua nbikol kvdovou, cuvdudleton pe
> Minpous aopaliotpwv and Tic Tpdmelec

> KuBepvntikt emtifAedmn



Tpame(ikéc ypeokotiec HITA

rMumber of U.S. Bank Faillures, 1892-2008
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Source: Banking and Monetary Statistics and FDIC.




Acpdlomn katabéoswv kaw 1 kpton 2007-9

» To 2007-9, 323 tpdmelec xpeokdmnoav, e cuvolikd kdotog $78.73 Sio yia
FDIC

» To 2010, to FDIC

> Eixe éAewupo $21 8o (v dedtepn gopd amd to 1933)
> Anaitnoe and tpdnelec va mpomAnpcdoouy $45 Sio acpalioTpwv péxpl 2012

> ‘Elofe éveon $500 Sio ad to Treasury

» Emtuyio: O tpamelikéc ypeokoTmieg otopdtnoov ko oo arofépoto tov
FDIC av€ffnkav oe $12 8o wg to 2012



Case study: Northern Rock

» Shin (2009)

> Zekivnoe oav mapadooiokt tpdmela

> Tayxelo ad&non meplovolokdv otorxelwv pe eloodo oto Xpnuatiotfplo 1998
> ‘Edve pévo kadfig Totétntog Sdvela katowkiog (éxL subprimes)

» Evtoutolg, vtéotn Tavikd to 2007

» [Mpwtoc Tpamelikdc Ttavikdc oto HB petd to 1866

» Mordlel pe khaotké Diamond-Dybvig, adA& 6xu akpilfode Tavikde el Twv
Topadooiokav katabéoewv



MNapadoolakéc katabéoelc pkpd TOCOOTS UTIOXPEDOEWY

Composition of Northem Rock’s Liabilities
{June 1888 - June 2007)

120

Bilion pounds

UG el 12T R
O Other Liabilities

> AbEnom meplovolakdv otoxelwv XpnuatodotrBnke arnd pn Topadootokég
uToxpedoelg, OxL amd Topadooiakéc aopaliopéves kotabéoelg



loohoyloude
Figure 3
Composition of Northern Rock’s Liabilities Before and After the Run
(millions of pounds)

Loan from Bank of England
H Wholesale

£ Retail

0O Covered bonds

M Securitized notes

June 2007 Dec 2007

Source: Northern Rock annual report for 2007,

> Acpalopéveg katabéoelg otobepéc

> [péPAnua eite oe kataBéoeig (retail) eite oe Bpayumpdbeopa ddvera
(wholesale)



Melwon (un Tapadootokdv) katabéoewv (retail funds)

Figure 4

Composition of Retail Deposits of Northern Rock Before and After Run

(million pounds)

.

l 371

Dec 2006 Dec 2007

Source: Northern Rock, annual report for 2007.

B Postal accounts
OOffshore and other accounts
OlInternet and telephone accounts

B Branch accounts

!



Qotéoo, avth N peltwon dev ftav N pila Tov TPOPAHUATOC

> Meilwon twv pn tapadootakdv kotobéocwv éywe opydtepa

> MpofAjuota tng Tpdmelog Eekivnoov 09/08/07, étov oryopd
Bpaxumpdbeopwv Tithomoinuévav Savelwv Tdywoe

> Movikég oTig pn Ttapadootokée katabéoeig éywe apydtepa, otg 14/09/07,
Ko LeTd amd dnudoio avakoivwon vrtoothpEne and Tpdmelo tne AyyAiog

> Y Tic epnuepideg

» “lrony of TV images of depositors queuing at the branch offices was that it was
the branch deposits that were the most stable.”

> “The damage was already done well before the run by its retail depositors.”

> “Although retail deposits can be withdrawn on demand, bankers have been heard
to joke that a depositor is more likely to get divorced than to switch banks.”



Meiwon BpaxurpdBeopou xpéoug (wholesale funds)

» Pila tou mpofAfuotoc
» ‘EZodog emevdutdv Tovu elyov Saveioel Bporyu- ko peco-tpbéBeopa otnv NR
> Adveror EAnEay ko oL SaveloTtég opvhBrkay vaL avatvedoouv
» Tt elyov 78 apxioer v akodyovton @riueg yia tpofAiuata oe HMA
> NR, Tou eixe Savelotel yia vou xopnyNoeL oteyaoTikd d&vela, £€xooe TNYH
TLEPLOVOLALKWV OTOLXElWV
> [Mpooéyyioe tnv Tpdmela tng AyyAiog 08/2007, yioti m kpiom eixe apxioe
otic HIMA ko 1 NR avnovxnoe yia toe oteyootikd tng Sdveia, Ttopdro Tov
Aoy kohfic TtoldTnTog
» [poocéyyion pobeldtnke ko oe 24 dpeg oL emevdutéc amotpdfPnav kepdowo

> Acv BpéOnkov emtevButég SuoteBeipuévol vau T Bonbfoouv 1 tpdmeleg
SuoteBeypéveg va T elaryopdoouv ko M Ty tng petoxnc érmeoe 90%

» Tpdmela tng Ayyhog édwoe Takéto ddowong dekddwv Slo Apdv, aAA& dev
Ao emopkéc kol | NR - eBvikomoliBnke



MoaBfjpatoe atd Northern Rock

> Axdpo ko oy dev frav akpfg Tavikde el Twv Tapadooiakdy katabécswy,
ptopolpe vo epappdoouvpe Diamond-Dybvig

> To BpayumpdBeopo xpéog Ttapéxel pevotdTnT 0TIS TpdTeleq
> AN torutdypova Tig kabloTd udAWTEG OF TLOLVLKOVG
> ‘lowc akdpa TeploadTepo, YLaTi oL Topadootakéc wikpéc katabéoelc elva

ac@aiopévec amd thv kuBépvnom, evd ol peydheg kartabéoelg ko To
ke@dhao ord BpaxutpdBeopo xpéog dev ivoul



Krugman 10/10/2011

“Any arrangement that borrows short and lends long, that offers investors claims that
are liquid while using their funds to make illiquid investments, is a bank in an
economic sense— and is potentially subject to bank runs. Indeed, what we had in
2008 was mainly a run on shadow banks, on non-depository institutions.”



Bernanke 09/2009 Jackson Hole

“A panic is possible in any situation in which longer-term, illiquid assets are financed
by short-term, liquid liabilities, and in which suppliers of short-term funding either
lose confidence in the borrower or become worried that other short-term lenders may
lose confidence. Although, in a certain sense, a panic may be collectively irrational,
it may be entirely rational at the individual level, as each market participant has a
strong incentive to be among the first to the exit.”



MNoavikde otnv Bear Stearns 2008

» Emevdutik? otpatnyikn tng Bear Stearns
> Aaveiopds v acyopd pupokiviuvwv MBSs, Tou duwe édwvav udmiég atoddoelg
> ‘Apa, sixe vPnA1 pdxAevon, ald katéypape kow vPnAdtepeg amoddoslg
» NMapadootakd, ayopd CDOs kaw tautdypova ayopd CDO aopddiong, yia
mepimTwomn mov pelwbdel n adio Twv TitAwv

» Bear ayépooe kovovikd emitedo aopdAiong, SnA. avtiotouxo oe evdeyxduevn
KOLVOVLKT] Lelwon TULOV

> Emeldr] dev mpoPAede ) Spopartiky petwon Tuyudv subprimes tou 2008, dev
aydpaoe aPKETT LOPANON

» O davelotéc {ATnoav Tiow to Ae@td Toug, adA& 1 Bear 8ev eixe pevotdTnra

> ‘Apyioe vo. TTouhdel opdloyo yio vor artokthiosl pevotétnTa (fire sales), pe
GUVETIELQL TITMON TUHOV ko atdAeteg $1.6 dio

> Avtaywwotéc dpxloav eTiong va touhdve opdhoya (predatory trading), yia
va T SldEouv amd TV ayopd, odnywvioag ot kobodiké oA TV

> [eprovoraky adio Tne Bear undeviotnke



Etvol Tuyaio oupfdvta oL mavikot;

> Mropet vor uttdpgel Tovikdg xwpic doxmuar véa yia Tnv tpdmelo

» ‘Opwg o tavikol propel var elva o ouyvol oe bad times



