Banking and Financial Crises



MoAvmhokétnta, Ataocuvdéosic ko MNavikol
Complexity, Interconnections and Panics



Etvow DD ko HGG 6An 1 wotopla yia Tae runs;

» DD ko HGG Ttpoo@épouv CUUTANPWIOLTIKEG EPUNVELEG YLOL TOUG TLOLVLKOVG
» Mropel wotdoo va uTdpyet ko pioe etitpdobetn Sidotoon

> Péloc Siaouvdéoewy kol TTOAUTIAOKSTNTOLG



Awaovvdéoelc (interconnections)

> Aoavelotéc/emevdutéc ptopel vau eivo dMeg Tpdmeleg 1 Spdpota

> Ye pa kplom, Sovelotikd WSpopata propel vor uoxpewbodv va
eykataeiPouy TN Béom Touc Adyw Biwv TpofAnudTwy

> Autd B odnyroel o Tavikéd SxL pévo Tpog to TpoPAnuotikd (Spupor, ahAé
Ko Ttpog Lylelg tpdmeleg Tovu £Tuxe v ouvaldoovton palitov

» OuunBeite Northern Rock



Mavikde Northern Rock ftoev DD 1y HGG;

> NR eixe meprovotokd otouxeior koAt TtotdTnTog

v

Aev ddvelle subprimes

v

Aev eiye andleieg, dev elxe doxmuo dvopo

v

Movikdg oe Teplodo dvBnong oto HB

v

Mopdla autd, Eapuikty dpvnom Topoxric davetopod otnv NR



NR: Movikde Aoyw Totwtiknc kplong (credit crunch)

» OuunBeite 4L ota péoa 2007 katéppevoay ayopég Sovetopou repo ko ABCP
> Tpdmeleg dpxLoov Vo TPOLYLATOTOLOUV / atvouévouv atdAeteg artd subprimes
> Ko dpa avtipetodmoay BCs

> Awdhe€ov 1) utoxpe@BnKkoy val peld@oouy PdYXAEVoT Kol ploko Toug

» Meiwoav tnv ékBeon Toug oe dhal TaL ploka, dxu wévo ota subprimes

> Ytopdtnoav A pelwoov Sdveia tpog dMeg tpdmeleg kow emixelpioeig

P> ol TIG ETILYXELPTOELG TNG TIPALYLOLTIKTIG OLKOVOULLG, LETOLPPBAOTTKE OF
TWOTWTLIKY Kpiom

> o to Sovelopd oe dAeg Tpdmeleg, ETAPPAOTNKE O TOLVLKS



Metddoon (contagion) 1) amtotéAeopa VIOpIVO

> Ailoouvdéoeig dmuovpyolv ubavétnta petddoong: Xpeokotiol piog
tpdmelog mpokahel TpoPAfuoto oe &AL onueia Tou cvoThuatog

» H petddoon eivar peyddoc movoképaloc ae culntioelc TOMTIKNC Yiol
TPOYPAMPATA SLdowong

> Aiodou petddoong
» TMwotwtikn kpion
> TMAnpopdpnon: xpeokotia pog B otéhver apvnrikd ofpa (signal) otig ayopée
> Tupodortei 1 xetpotepever HGG # DD mavikolg
> Kivduvog avtioupBaihopévou (counterparty risk)

» Mbavétnta vo abetnoel Tig kot to oupfélono uToxXpe®OELG Tov O
avtioupBaAdépevoe, TpokaddvTog dueoec {nuiec oe dAloug



Bernanke, poptuplar otn Mepovota twv HIMA 3/4/2008,
uetd tnv opéuPoaomn tou Fed yio Bear Stearns

“Our financial system is extremely complex and interconnected, and Bear Stearns
participated extensively in a range of critical markets. The sudden failure of Bear
Stearns likely would have led to a chaotic unwinding of positions in those markets
and could have severely shaken confidence. The company's failure could also have
cast doubt on the financial positions of some of Bear Stearns’ thousands of
counterparties and perhaps of companies with similar businesses. Moreover, the
adverse impact of a default would not have been confined to the financial system but
would have been felt broadly in the real economy through its effects on asset values
and credit availability.”



Y nuetwomn Tmept Beopikol TAaotiov
> M Tpdmelo kaToppéel TAY ELOVETOL TOXUTATX 1 &l TV TEPLOVCLAKOV
¢ otoxelwv (1 kaBopt) Tng aio)
> Av kaBop1 agia yiver apvntikt, B knpdooel xpeokotioe (bankruptcy)

» Xpeokotiow onuoiver étuL Sev tkowvoTolodvTol oL SoveloTéG

> Av B SiacwBel Ttpwv kuprgel xpeokotio, TdTE TPHOTAL LKALVOTIOLOVOVTOL OL
davelotéc mov eixav Saveioel pe aopohopévo ddvela, LETA oL SoveloTég TToy
eiyav Saveioel avaopdhota, ko Télog iowg oL pétoyol

» Bear ko AlG katéppevoav add SlocodBnkay artd Fed, evedy Lehman
katéppevoe ko kfipuge xpeokotio (Sev SioeowBnke)

> Métoxol tnc AlG éxaoav oxeddv dAn tnv a&io tng emévduoic toug, davelotég
kovoTtotifnkay



Avdowon AlG

> AIG eixe $1 tpLo meplovolakd otouyeio
» AIG (kow Lehman) eiyxov acopadiosr oupBoratokd dioc MBS

» ‘Otav éneoe n aio umtokelpevwv dovelwv, AlG Sev umédpeoe va ektAnpoel
uToxpe®oelg Tpog oryopootég oupfolaiwv CDS, pe ovvémeio awdEnon plokou
Kol pelwon kepdoyoplag

> AIG éxaoe $99.3 8o To 2008, ko oxedbv xpeokdmnoe ot 16/09/08
> AwowBnke améd to Fed kau to Tmouvpyeio Owovopukav (Treasury)

» Y uvohkt) kuBepvntikf BonBeia Tepimov $180 dio



Ardowon diktou tne AlG

» To Siktvo tng AlG ektewdtav oe Evpdmn ko Aoto
» ‘Apeocol dikowoVyol Sidowong fTav emiong dAeg Buyatpikéc aopdetag Lwric
> ‘Edafav $20 8o ot elopoéc kepadaiwv, TpooTateloviag Toug Ao@aAlopévoug

» O avtioupBodépevor otar CDS mov eixe mouiioel 1 AlG ftav emtiong
SikatoVyoL

» ‘Aueco 69elog $17,7 o mAnpwpég e&oopariocwv

> Xwpic ddowon, n xpeokotio tng AlG Bo tpokahovoe onpovtikeg {nuieg
otouc avtiouuBailopévouc



‘EMeppa e€aoparioswv avTiovpBailopévwv

Multisector Credit Defalt Swap (CDS) Counterparty Collateral Shortfall Relative
to Equity and Asset Sales Necessary to Maintain Pre-shortfall Equity-to-Asset Ratio

Total AIG shortfall Asset sales to return to
shareholders as of Shortfall/ pre-AIG-shorifall
Total assets equity 9/16/2008 equity equity-to-assets ratio
($ billions) (8 billions) (§ billions) {31/2] (8 billions)
[1] [2] (31 (4] [5]

Goldman Sachs 1,081.8 45.6 2.5 5.41% 58.5
Societe Generale 1,604.4 56.0 4.2 7.56% 128.1
Merrill Lynch B875.8 38.4 1.0 2.70% 23.6
UBS 1,784.5 41.5 1.0 241% 43.0
DZ Bank 677.0 10.6 0.7 7.00% 47.4
Rabobank 894.0 45.0 0.6 1.31% 11.7
Total 3124

> AvAykn TOAMONG TEPLOVOLALKMV OTOLXELWVY YL SlaThipnom kepalaoToinong



Araiouvdéoeic ko vTtepPoALkt) atvdAndn plokou

> Altinoglu-Stiglitz (Collective moral hazard and the interbank market, 2023)
> Avvoyuk? aoMnAe€dptnon dioouvdéoewv ko piokou

> [vdon kuBepvntiknc Sldowong Tapéxelr ao@dAion amd apvnTikd pioke —
evBoppOvel avdAndn peydAwv piokwv — kdTolo omd autd TeTuyaivouy —
eTutuxMuéveg Tpdmeleg yivovton peyahitepeg adA& eivow ko oL o
pLokivduveg

> O avtioupBaldpevol (Teepupépelar) Twv peydhwv avolappévouv etiong
porydha plokat, yiott Bewpodv 6tL Ba StatowBolv Aéyw oxéong

» o aopdAion evdvtial 0To pioko, oL avtioupBailépevol ayopdlouv titAoug
Twv peydwv (Savelillovv toug peyddoug), Eépovtag 4Tt avtol o Tithol Ba
vrtootnpixBodv ard kuBépvnon dtav yivel Sdowon

> Amd kowwvikh &modm, vrepfolkt| awvdAndm plokov Adyw kwhTpwv Tov
dnpovpyel to chotnua

> Awaouvdéoeig dxL pévo etitelvouv viduwo péoo otnv kpiom, oA
otpefAdvouv Ta kiviTpa TPV TV Kplom ko odnyodv oe kplon

» .x. otic HIMA, ou pukpdrepeg tpdimelec dev kpotdve pevotdTnTa, yotl
Bewpouv 6t oL peyddol avtioupufaribpevol Ba Tig cdoouv

» Too Interconnected to Fail (vs Too Big to Fail) dnuioupyodv cuotnuiké ploko



Tpamelikéc Siaouvdéoeic Hvwpévo Baotdelo

Saurce: FSA returns.

(a) A large exposure is one that exceeds 10% of a lending bank's eligible capital during a period.
Eligible capital is defined as Tier 1 plus Tier 2 capital, minus regulatory deductions.

(b) Each node represents a bank in the United Kingdom. The size of each node is scaled in
proportion o the sum of (1) the total value of exposures to a bank, and (2) the total value of
exposures of the bank to others in the network. The thickness of a line is proportionate to the
value of a single bilateral exposure.

(c) Based on 2008 Q1 data.



MoAumhokétntar (complexity)

» Caballero-Simsek (2013)
» [MoAumhokédtnra: Tpdmelec de yvwpilouv To diktud Toug
» [ToAumtAokdTnToL LTtopel VoL SLOYKMOEL OMULALVTIKA oL Kplom

P> Y xeTikd pkpég amtdAeleg Tupodotodv alhary) TAnpogopLakol kabeotdtog,
dMiLovpyo v TTOAUTIAOKSTNTA Kotk Sucovddoya LeydAn TLoTWTIKT Kplom

» Tpdmeleg amootpépovton To ploko, Aettoupyolv pe Bdon to xewpdtepo oevdplo

» Evepyolv cav va elvor o kovtd otnv avalonabolvta tpdmela amd 6,Tu
TIPOLYUOLTLKE glvou

> MeyadUtepo VTOUVO Kol TILOTWTLKT Kpiom

> KuBepvntikn vtoothplén amopodTnen, yiotl petdver ToAuTthokSTnToL



Kploelc evteivouv molumAokdtnta kol affePoctdTnra

>

>

To XPMUATOTULOTWTIKS oVoTNa eival TepiTtAoko

Aettoupyel kadd og kavovikéc Teplddouc N pe pkpd ook, dtav kébe tpdmelo
koctohoBaivel Tic avyopéc kaw T Béom T

AMG& aouvibiota ocupfdvta, 6Twe kploelg, avEdvouv onpovtikd to Bdpog
TANPoPSpNoNG YL Tig Tpdimelec

Autd wbel tic Tpdmelec vau givoll TOAD TiLO TPOOEKTIKEG ALTEO TO KOLVOVLKS
Evteivovtac Tic Suokohieg ko Tov Ttavikd

KuBepvntiky vtootipldn 1 Sidowon petpLdlel autéc TiC ETUTTOOELS



Case study: Lehman, MMFs ko ABCP

> KAlooikéd ko peydho mapdderypol vidpwo

» Katdppevon Lehman — katdppevon MMFs — katdppevon ayopdc ABCP



Money market mutual funds (MMFs)

» MMFs: emevdutikéc eToupeieg TTov TTOUAAVE peToxéC Kol £Ttevdlouv og
Bpaxumpdbeopa pevotd Teplovolakd otolyeio

> lotopikd, Stactnpouv Tyd petoxfc $1
» Trboxovtow $1 cuv pkpd emitdxio yio kébe $1 wou Aapfdvouv

> Yoav Aoyoproopde katabécewv, yioti o eevdutéc amowtolv dueom
pevototoinon titAwv avd oo oTiyun

> Xpnowomowobvtow ard Beopikolg emevdutée, .y, Topela cuvtdEewy
(pension funds)

» Emevdlouv oe ayopég BpaxutpdBeopov ypéoug, T.x. ABCP
» ABCP: BpayutmpdBeopor etaipikol xpewotikol TitAol

> o xpnuoatoddtnon tpameldv Ko AANWY ETOLPELOV



Katdppevon Lehman Brothers

» Lehman: emevdutikt shadow bank, dueBvic etoupeia Tapoxtic
XPNHOTOTILOTWTLKWV UTINPECLOV

» Booilétov Tohl oto ABCP yia xpnuatodétnom emevdiocwv
» To 2000-7 emévduoe oAb oe MBS kaw oryopd kotoikiog

> Kobapnf tne adio dpyioe va pewddveton dtav éokooe 1 9oVoKaL KoL ETLECALY OL
TULéC KALTOLKIOLG KOl OXETIKMOV TITAWV

> Emevdutéc éxaoav eumiotooivn ko otopdtnoov v ayopdlouv 1 va
avavewvouv Lehman ABCP, dpa amtdouporn pevotdTnTog

> ASyw TepAOTLOV ATWAELOV, Sev kaTdpepe 00TE VoL CUYKEVTPWOEL KOLVOUPLOL
kepdAawo oUte va Ppet eToupeion v v eayopdioel, mapd Fed voothpién

> 15/09/08 avakolvwoe xpeokoTial, pe Tepdotieg ouvémeteg yio dieBvelc oryopée



Run on MMFs

> Reserve Primary Fund (RPF), peyddo MMF Tou eixe emevdboel oe Lehman
ABCP, broke the buck ko 8ev kpdtnoe tnv vrtéoxeon $1

» Lehman ABCP a&lo undeviotnke (1 éywe pn pevotd yia peyddo Sidotnuo)

> Amtdletal epTiloTooUVNG TevdUTOVY o dAa Too MMFs (ToAdumhokdtnta) —
ad&non {fTnone yia pevotomoinom petoxwv MMFs —  run on MMFs

» O kA&Sog MMFs eixe agioa 2 tpo
» [MopéuPoon Fed-Treasury

> Eyydnon tng a&iog Twv petoxdv ddwv twv MMFs

> Fed, péow pdrov LLR, dnuodpynoe éva backstop liquidity facility kow 8dveioe oe
tpdmeleg yia vo ayopdioouv petoxéc MMFs, wote

» Na pnv Téoouv ot Tipég

» No éxouv Tt MMFs pevotédtnta yia tkaevotoinom emevdutiknic {fTnong



Run on MMFs

Net Flows to Prime Money Market Funds

Billions of dollars @

Daily Lehman MMFbreaks  Guarantees
bankruptcy the buck announced

1 L L 1 1 1 ! L ! 1 120
912 s 924

Source: MoneyNet and FRE sta adustments.

» Amdoupomn kepadailwv and ayopd MMF



Eumtwosic otnv ayopd ABCP

» MMFs avtamokpiBnkav oto run pe
> Meilwon ayopdc Bpoyumpdbeopwv titAwv, étwg to ABCP
> AbEnom mdAnong PpayutpdBeopwv tithwy, éTwe To ABCP
> Meiwon {ftnong ko ad&non emrokiwv oe ABCP
> Meiwon {htnong f/kow adEnomn Tpooypopdc petdvel Tiég TitAwv

> Tuyéc ko eTutdkio éxouvv avtiotpoyn oxéon (1: to eutdkio eivow N amddoon
¢ emévduong, emevdutéc amtautodv uPmAdtepo emitdkio yia To pudokivBuveg
emevduoelg)

» [Motwtikn kplon ko petwomn Savelopol mpog emiyelpioeLs
» [gvikeupévn Kplom PEVOTOTNTOG OTNV OLKOVOULXL

» MopéuPoon Fed pe éktakta Tpoypdppoto yio emovépbwon Aettovpyiog
ayopdc ABCP kou emavekkivnon potig pevotdTnrog

> Fed as backstop: Oa kahdel emevdutéc Tov ayopdlovv ABCP, dote to ABCP
vo BewpnBel kot TéAL alopodéc ko vor ouvexlotel 1 poty davelwv

» Enoavépbwon epmiotooivng emevdutov otnv ayopd ABCP



AbEnon kéoTtouc Savelopol otnv ayopd ABCP

Cost of Short-term Borrowing’

Basis points

600

5-day moving average

Jan July Jan July Jan July
2008 2009
Note: Spread between the A2/P2 nonfinancial rate and the AA nonfinancial rate.
Source: Depository Trust & Clearing Corporation.

> A0Znon emtokiov otnv ayopd ABCP

» To ouvohikéd TpdfAnuar akdpo peyahitepo, yiatt ToMég emuyelpfioelg dev
umopovoay vo davelotodv Yo kovévar dog eTitokiov

> Apxéc 2009, atokortooTtdbnke M EUTLOTOOUVT KoL ToL £TLTOKLAL [eL®ONKaY



