[subprime9313-text]
[version April 13, 2009]

24
A J

*

HUASHE X £ : with nine appendices, Yoshiro Miwa, April 2009

Douglas W. Diamond and Raghuram Rajan, “The Credit Crisis: Conjectures about
Causes and Remedies”, NBER, W14739, Feb. 2009——Diamond-Rajan, 2009 % ¢ A
TRAOWEZ & 2——7tA D focus 1FAF LV 2k

[BRER] E Vo THHEDITHEIRE LTS, L0y EICE S < i -
FRET « FFEEHED DI DI LB RGR R OEHEZ BN L 35,
FEEMEOKRIERME T2 (K&%) . K&EDforeclosures, K4 &AL U 7= 4 4 ik
B DO EERIAE & BF B (?) ORRBINFESOEN, Zik/escandalsDBTEL,
100 fRIC— 72 & LIBA SN D RAI R AL & B EICIH T D mkFER, credit crisis,
EF B Ok, subprime loans, CDS, ABS CDO, tranches’s & OFE X [HiL /2 [HE
FIHIEE) OELEE « « o v o - CINGICEET AFEEE R D (WD 2NN TS ?)
ReMIR AT 47 & [FkE ) 7ob, 2oL, ¥—U—F, T2t ON2 T, (6
BIZ?) OREGDLELFIR - fam Sk x LGS, (50 ?) WRARFEITHIG
THENIBRUADEDEREND, %@%%@Z)\ BAHEL -« e 2 T 2L
2o £ T AT TLED ] EVHbD, —XDkIZ, [TEhE - - - 1l
FHEERICRERELNTIWT W EF 72 TL X 9, SecuritizationZe A TV A D L
WHDODOBITEZFFT 70 AT ZOBR, BAFERR - THRRFIC OV TARANICRE L, #%
FHERORERBIZONT s« o ] LWV OE @4&?50$w®mﬁ#@ﬁfé?——%
AEH, BIEEFEELTIL | BRI FEROBIR, £z KB Dk - i o /El) 2
A=A LB REZ Dm0 (W) 2D 5 0ERSH 5, 1

HEAD introduction (Z i 5 41 < Diamond and Rajan & . [RIEEDRIBEERIZESWTH
SFRELE L, HOoOREr (S61207) Z2RlATND, ZDOAED LD IeFid
5 &8T5 paper 725 9,
fol Z1E, RO 3 RITHEATRETIERWA 2 —— T&RIfEH] 1100 FI2—EDORA
Ol - R fERE) TEARTER - TR ORAKRE - Future) 72 & & —F5E7 . HaliE
2% LVEEPOEMICRET NE TIE RV —RMETES - - - 2—T/A

1“

Promptly uncovering the true roots of this crisis is important because false

explanations are quick to gain a toehold. As a crisis matures and then begins to recede,
policy makers and pundits often latch onto simplistic theories of what happened, why it
happened, and what should be done to see that similar events do not happen again.

Sa

dly, the story that official theories are beginning to tell and the policy solutions that

these flawed theories recommended tend to be dictated not by the economics of crisis
generation, but by self-interested jockeying by groups and individuals that are anxious
either to shift blame away from themselves or to see that national safety nets remain an
important source of subsidies to large and complex institutions” (Capiro,

De

mirgiiC-Kunt, and Kane, 2008, p.3).
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[Introduction]

What caused the financial crisis that is sweeping across the world? What keeps
asset prices and lending depressed? What can be done to remedy matters? While it is too
early to arrive at definite answers to these questions, it is certainly time to offer
informed conjectures, and these will be the focus of our paper.

The is some consensus on the approximate causes of the crisis: () the U.S.
financial sector misallocated resources to real estate, financed through the issuance of
exotic new financial instruments; (ii) a significant portion of these instruments found
their way, directly or indirectly, into commercial and investment bank balance sheets;

(iii) these investments were largely financed with short-term debt.
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A home mortgage loan is very hard for an international investor to hold directly
because it requires servicing, is of uncertain credit quality, and has a higher
propensity to default than an arm’s-length conservative investor feels comfortable
with. Securitization dealt with some of these concerns.
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diversification would reduce the risk. Furthermore, the riskiest claims against the package could
be sold to those who had the capacity to evaluate them and an appetite for bearing the risk. while
the safest AAA-rated portions could be held by international mvestors. Indeed, because of the
demand from international investors for AAA paper, securitization became focused on squeezing
out the most AAA paper from an underlying package of mortgages (see Efrain Benmelech and
Jennifer Dlugosz, 2008); the lower quality securities issued against the initial package of
mortgages were packaged together with similar securities from other packages, and a new range
of securities, mcluding a large quantity rated AAA, issued by this “Collateralized Debt

Obligation.”
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The “originate-to-securitize” process had unintended consequences. Because rating agencies
were at a distance from the homeowner, they could process only hard information such as the
credit score of the homeowner and the loan-to-value ratio, and per force had to ignore the
detailed soft information that loan officers collected in assessing borrower creditworthiness (see
Uday Rajan, Amit Seru, and Vikrant Vig, 2008). In turn, this meant originators stopped
collecting this useful information. and focused instead only on ensuring borrowers had good
credit scores and observable low loan-to-value ratios. Of course. originators could not
completely ignore the true quality of borrowers since they would be responsible for initial
defaults, but because house prices were rising steadily over this period, even this source of
discipline weakened: the house price rise would give the homeowner the “equity” with which he

could finance loan repayment.
Comment? : Ti&, 28I 9 WO EMHEDOFERENEATDN 2 BWEZNEE LT ? &
9 MlZbasic puzzlelZ[EHE T 5D TiL?— [RHkT REEFITHAFTICTHSN TNV D
DS+ = o, BRIRRDOTE] L) DTIERNAD?
Flo. BEARNTMA LR 2722 — AROEEZITIIE 2 (bbAA, Tlik.)
Hf AN R 2 BRI 2 Wi 2

The slicing and dicing through repeated securitization of the original package of
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* Comment® % W IfEFL ? : "The slicing and dicing through repeated securitization of

the original package of mortgages created very complicated securities”’s & L5 Z
LiE FEALD TERE ) ICX - TR S, TBIRE ) (5 °2) NEESERG
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5 eV OPEENRRFFOZER ST Th D, 7206 "securitization” D25 72 EHH -
ERELZO LD RGOS, BRERHE EROGRRRINORIRIZ L 32008, KA
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BEF N5 2 4L, originatoriXintegrate L7= F WA F|TZ LW 5D Tl 2 ——HE
72 50X, moral hazard, adverse selection® A HEM: (IHHE DKM ?2) ZHR{ET 27200
T, 720 - - - QEEEOERNH L0005, B LMKIBIZIIIT 72, FHOM
RO %5 b BB HECRATHICITR D7 -+ - SV HOTHenEa?) & MHFE2R
EIELETEAD, WED LRWANENRZNWZ EICHETHALD R RNTEAD
H + « « ) —moral hazard, adverse selection® A[REM: (TTHIH DRI ?) HNKX
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l¥Demsetz [1969].

[II. Why Did Banks Hold These Instruments?] p.4~
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Given that originators would have understood the deterioration of the underlying

quality of mortgages, it is surprising that they held on to so many of the
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mortgage-backed securities (MBS) in their own portfolios. These were not just the

low-rated equity portions that would have signaled their faith in the packages, but

also the high-rated tranches that found a ready market around the world.

The amounts of MBS held seemed too high to be purely inventory. Some holdings could
have been portions of the package they could not sell, but then this would not explain why banks
held on to AAA-rated securities, which seemed to be the most highly demanded of mortgage
backed securities. The real answer seems to be that bankers thought these securities were

worthwhile investments, despite their risk." Investment in MBS seemed to be part of a culture of

*As the crisis developed. some banks bought AAA-rated tranches and sold lower quality
securities as a partially hedged bet on the further deterioration of the housing market. This came

back to haunt them as the AAA-rated portion deteriorated more than the low-rated securities.

excessive risk taking that had overtaken banks (see Raghuram G. Rajan, 2005; and Anil K.

Kashyap, Raghuram G. Rajan, and Jeremy C. Stein, 2008).

7t O DIZROGIH D% HIZH T % a culture of excessive risk taking %
FOHTHwER™LDL « - -,

Comment?: &IV 2, 72 LEITHELFIC ? & Z F TD excessiveness” & iF AT 5
culturen» ?

N % BB I IRBEIZ G 58 2 magic word D 1D ?2D-RIZZ 95\ ) OB Z 2
WOTH, EZTHRNT 5 ?or ZOBEROERY « IFRIITNITHKFET D 2

H A C mortgage market N ARFETHDH Z L OKENH 5 ? How?

[A. Incentives at the Top] p.5~

- The performance of CEOs 23 [RIZEfhAL & DI CRHMIT S A5« » -
A L BT 1980 B LD O AAD [T ICBT2EGERE?2 —Bl-L D
IR e 3 A RINEBIITRIT LT ?
Z IO N 2

[B. Flawed Internal Compensation and Control] p.5~
- Even if top management want to maximize long-term bank value, it may find difficult
to create incentives and control system that steer subordinates in this direction.

Given the competition for talent, traders have to be paid generously based on
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performance. But, many of the compensation schemes paid for short term
risk-adjusted performance.
Comment?——& 5 W 5%, #AfkICIL#E J 5 principal-agent “problem” CToh 5, $R1T
TET SRR 2 E BT, traders?ZIT D3RRI 2 2 D K 5 7RFESRITB o o Tz traders /2L
DIRERIN DN 2 ——Z DR OHIWNZ Ko T, ISR R D, e & 2, EnENOHR
ITIC K > TR IR S T D2
the compensation schemes 23 Y] TlI7e0 > 72 &) DO 2 —— AR OE T 721
THKHETE 2002 (b, —FICRD BTl ns2L?2) —ZD
RICBELTH, fTHLWNIE ZTO ZOEBBRHN 2 — N ETOEE L ThIT
ERELERST2D D2 M5B OREBRIIBENL T 72 Do T/ ?

ROMEHUZH T D7tail” risk D & 5 2HFHNIT, ©HAHA, Rk Bl TiERW,

This gave traders an incentive to take risks that were not recognized by the system,

so they could generate income that appeared to stem from their superior abilities,
even though it was in fact only a market-risk premium. The classic case of such
behavior is to write insurance on infrequent events such as defaults, taking on what
is termed “tail” risk. ——RCTAUTIRIRT S, LWV BIEA ST, BRLEAD
ABRFEAEIC & % moral hazard HHLH T 2%, ——If a trader is allowed to boost her
bonus by treating the entire insurance premium as income, instead of setting a
significant fraction as a reserve for an eventual payout, she will have an excessive
incentive to engage in this sort of trade. Indeed, traders who bought AAA MBS were
essentially getting the additional spread on these instruments relative to corporate
AAA securities (the spread being the insurance premium) while ignoring the

additional default risk entailed in these untested securities.

2 & LTROM T D05, g 2

This is not to say that risk managers are unaware of such incentives. However, they
may be unable to fully control them, because tail risks are by their nature rare, and
therefore hard to quantity with precision before they occur. ...

THEBAZC, FrEBd¥E. LA M= fashion products @ F L LBAF 1L 2

AR 2 ——Z 72 B WFZEBHFIEGED 2 —— AR, BERRF 2 — RS AL
FEOREE? L)L, i, Hhk, KL TW5S - + -, See comments [A]~[D] below.

* Comment? [Al~[Dl—b>LEL %2250, BiET L3 M 4 D250 TRRT 5,
A TRRE], UL, Nl Dl 13, 3L A CEERIC (?2) 17
PNbDIZTH | & LTEX?

[Al—#i48, Demsetz [1969]% ATk E L CER LI Z B, ——Z DXL 957w
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51259, Lint, 72L& 21X, 2005 FLAHTE 2006 FLURETIIRE < Bleo7e2—2
DEAE~DFNIE S 72 > 7D Tid ? —REOBE(LZ TRIL T, 2 20 6F12 2115
L7z TempgRa] 1372unone 7= & 21X, Allen and Carletti [2008] 3 FEECTE &
9% John Paulson, the hedge fund manager (Financial Times, January 15, 2008,
and June 18, 2008) D 77— A,

FEHIZ 4% 2 CDS X° CDO of ABS @ Index @52V ?—— (il « B R L < T) R
ITITETE R o2 LTH (222) -« = 2

[Bl— Iz &5 Zedmmild, 174K LT 5 [RREE] (ThRA 2. Rk - FrRER
2] LD KRR BT D, StREE (s A 8 —) A AN
FH, S HICEDOWA AN —DITEV Z MR LEWica s hr— L TER
We o s bWy, [45%], delegation ([ZFFET 5 3572 U4 @ principal-agent B
% (&) Tho, BI7EK. €05 [FERME) BEEZEE & W ITTE VO TIER
WR?—FRETHD LN R B, WD ET, EDOFEEITRRD 2 —XHL A EET
b2 &L, TOBEBITTH 2 M ERBERV AT LAZBERLRVON?

3] Ao TER] 269, EEMBR, fERGIOWTIZO N THRIRIEAS
9, —financial transaction, securitization X572, %572 &V 9 e ABL - i 72K
Al STV 2
“Corporate governance”® system DK 2 SUTICRHF 2D 2

BRASAETIE - - - ) Vo 7e s, H25O(Adam Smith (2% 357 % )joint stock
company i ? KA SHEDN EEH S 2R T 2 HIERGITiE: « - LWV DBIFELT ?
——EIED DN ?

[C]I—OTD (originate-to-distribute) &7 /L i%, L&A HTHRINTZ, KpET /L2
—HRRRMEZ L DOET N THD LT L4 L BHEERAIERLIZE CE AR
HNZ & o THREMISHHRE] SN2 BRIRTE & 2 ofE S LB, —[CIiEai#,
OTD <7 /VICHEAEIRZ2 FOF 1, #Y) 728 &/ 2 138R1T D monitoring” 2@ U 5 [
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WOFHD R ERE—K (?), ) —— AT OEE - &H 2 b |2 AR
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A e DI TE) 2 monitor’ L, KV #EUIRE SR 04 FEHT 5 L Vo mTld, HEFX
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X, FRERE S (BESE) (B3 % monitor’3 5 72 ¥ O’ monitoring cost’ |2 B DR
DD FEERICEEOHKIN G D &V IIRED T T, delegation O FEENE )L,
delegated monitor Z#R1T & FEA TWHIZT E20,
Z 2T, #EIZ delegate T A& D Fa AT S LTV L, delegated monitor &
IR DOZ LML VIR T 200 L W I G b REEIZ /R > TV e, model D E
M, FEICERBL TCHREILTHY, HICEIBLTH delegate L7HEFZOFIEOED
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THUATHEY) 25l 2 T LT 5 Z &R TE 570 ?
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L. EOFRERIATHTL LA AAAKIED T UV = RAIZERIL, Zhhz—Y =
—REDEAIC SRR ST TR B H, — Rk & Z ORI & DRIREAFRD
LIRS (RSB D iE RS ) 2 2= — Y = o v —RIEO B
B2 R DN 2 —— TAAA #ED b7 > v = RF IR Lz BlEFHFEIC
L TIE, AAA BE CIERISROMET T, WERICRTETE T, T IBAAES
Hughotz, L3 AL H D, ZHITERAEN 2?2 —X 512, B9 L Clappendix
9#=SH,

[II1. Short-Term Debt] p.6~
BEHOWROFLRIL, FATOEENCEHT 2 —MimE LTRL &, 2RV B LW 2 —4H
I TLESTI L EZEEIILTCINE TOREY, ITORTOIREZ TR
LTCWh e s o ? MOIZ, BAROSITICET 2 [IT=8E) fas o 15 (EP
OFHM) 1 FEMIETIZAANE L TH « « o, — SN2

Given the complexity of bank risk-taking, and the potential breakdown in internal

control processed, investors would have demanded a very high premium for
financing the bank long term. By contrast, they would have been far more willing to
hold short-term claims on the bank, since that would give them the option to exit —
or get a higher premium — if the bank appeared to be getting into trouble.

T, ST T 2B MIEICIRE LI b D TH - T, BelitiaH o [eFEiF) %
B2 FERTIERY, ——Z Z0vh, & FD term-structure 2353 TE 5017
TIEARW,

MOTOHARD LI 5 FYOEMENPARINRRMETH 7L ) OITRF
Fe 2 —— H ARDOAT and/or H ARDEZR TG IL R 2

From the banker’s perspective, a certain sense of confidence that any troubles were
far away (which is what made them take on tail risk), would have made financing
with short-term debt claims much more attractive to the banks than issuing
long-term claims.

TG DORIENRE D THDH D AT+ » + 2 BEARLREZ LHWT 58T (ZORIZHONT
FEATA LV EGNCHWT TE 5000), EESEHETLOBLVEAF - - - L)
Z &, —RMBES T/ asymmetric information OEERH L5, ZHAEFIH L
THEEZES VWO Yy 7 DL ITEN, ZTUNARETH LH72OIIE, RMESRAH
2SEHZ mortgage loans [IZF Y 720y GRY T & AF]) &0 ) FHENMETIE? Z
DO TOHERITD advantage ILFIUE ETHE ) ?
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claims much more attractive to the banks than issuing long-term claims. Clearly. banks should
have been worried about the possibility that they could become illiquid and incapable of rolling
over financing. Douglas W. Diamond and Raghuram G. Rajan, 2008, show formally that the
mcentive of levered institutions to become more illiquid increases with expectations that future
mterest rates would be low. With global savings pouring in, and with the Federal Reserve
emphasizing its willingness to pump in liquidity and cut interest rates dramatically in case of a
sharp downturn (the so-called “Greenspan Put”), it is not surprising that banks were willing to
take illiquidity risk.’
This is why Diamond and Rajan, 2008, argue that regulators may want to raise
interest rates more than strictly necessitated by current economic conditions in good

times, so as to offset the incentive for banks to take on illiquidity when they know it

will cut rates sharply in bad times.

ZZETEERETD?
The more general point is that mn good times, short-term debt seems relatively cheap

compared to long-term capital and the costs of illiquidity remote. Markets seem to favor a bank

capital structure that is heavy on short-term leverage. In bad times, though, the costs of

illiquidity seem to be more salient, while risk-averse (and burnt) bankers are unlikely to take on

. . . . . 4
excessive risk. The markets then encourage a capital structure that is heavy on capital.

[IV. The Crisis Unfolds] p.8~
FUHKR O ES T 5, —a certain degree of inevitability” & |J ? “proximate
causes” &\ ) FW ? iINE ST Z IR BDON?2——Z D L 5 REEEDOHE
AL BB NIRRT e —FiT s - - 2

Given the proximate causes of high bank holdings of mortgage-back securities (as

well as other risky loans, such as those to private equity), financed with a capital

structure heavy on short-term debt, the crisis had a certain degree of inevitability.

3 <12 Bear Stearns D7 — A IZE KT B 5, banks ICERESHRITHE TN D,

BELDNIEN D T atv ZOMHN k<, Ll BREHITHRIEVIZEDLIDNE VD HD
SR 72N 2
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The Federal Reserve opened new facilities that allowed banks to borrow against illiquid
positions. Buf as more banks tried to sell out of their positions, prices plummeted further, and
concerns about illiquidity turned to potential insolvency -- despite being able to borrow against
the full value of their illiquid assets -- there was now not enough asset value to offset the
liabilities. Bank runs started, with the bankruptcy of Lehman Brothers the trigger for a
worldwide panic. Interbank lending froze up, with banks resuming lending to one another

overnight only after a variety of interventions by central banks and finance ministries, including

guarantees of bank debt and bank recapitalizations. But, even well-capitalized banks still seem

unwilling to lend.

[V. The Credit Crunch] p.9~

KOFLBRTIED, LAL, 2009 FHEHD flow of funds |2 LT, FATOEHZOH
DIE, WTFNDOZEIT L ThH, 2008 208 LT, & 50 i 2008 FEELUEDRHH DL
THNERTH, L7, (7= & 2L, "Don’t Push Banks to Make Bad Loans”, by Bert
Ely, WSJ, Feb. 3, 2009 #£&,) —— ROtk 3% 7> 2 Why are banks so reluctant
to lend?(3 L ¥ BRIE L 723X IS TR & TiFlenan?

As we write this, only overnight credit seems to be available, except for the most
unimpeachable credit risks. Why are banks so reluctant to lend? One possibility is
that they worry about borrower credit risk, though worries need to be extreme to
justify the complete cessation of term lending. A second is that they may worry
about having enough liquidity of their own, if their creditors demand funds. Yet, the
many Federal Reserve facilities that have been opened should assuage these

concerns. — a fear of being short of funds ?

RERZPBNTAHOEENLELRDFRITMA D 2 ——CT OB, G bFET
SRV OFD | HHOMBNEICE LWIRANSL S 2

‘externality’?

[Diamond-Rajan2009] 15



[subprime9313-text]
[version April 13, 2009]

Perhaps, however, it is not just the fear of being short of funds to meet creditor demands that
drives the reluctance to lend, but the fear of being short of funds if investment opportunities get
even better. Take, for example, the possibility that a large indebted financial institution becomes
distressed in the future and starts dumping assets in the market. Not only will the price of those
assets fall if there are only a few entities with the liquid funds to buy them, the absorption of
market liquidity by the distressed institution (see Diamond and Rajan, 2005) will ensure that it
will be very hard for any institution that does not already have liquid funds to borrow at that
time. If they expect that banks with liquidity could make a killing in the future (by buying
financial assets or banks at fire sale prices), banks will restrict their lending to very short
maturities and not lock up liquidity in term loans. The point is that it need not be “own” distress
that prevents a bank from lending, expectations of aggregate liquidity shortages that may cause

other distressed entities to sell in a future fire sale can be enough.

b, BARTHEACHH S TREEELHE D [Hhxv ] 2

This may also explain why markets for some assets have dried up completely. Some

distressed banks clearly possess large quantities of mortgage backed securities (which is why

they are distressed). They have some hope that the prices of these securities will 11se in the

future, saving them from failure. They will be reluctant to sell those assets today. At the same

time, potential buyers feel they could get better prices down the line. While there is a price today

that reflects those expectations, it 1s not a price that the distressed banks want to sell at.
Puzzle : #8417 L 554 5 7shadow banks’ZScrunchZ it L7z &35 & AT H %
EEDRPSTZON? ——Z O, ELH LMD LTz izl EELT,
WL BHIL 2 — R LIC W B & 2N LIS D5 B & DB IR tHIE T BI52
SNHN?

[VI. Dealing with the Crunch] p.10~

ZOEITE A< 72U,

HEH D LE : Banks still fear threat, as well as see opportunities, from future
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(a)
(b)

(0
(d)

episodes of illiquidity. Illiquid assets still compose significant portions of bank
balance sheet, as well as non-bank balance-sheets.

725, illiquid assets b & A « « « 2—HWED ), #iBhé&E 5 2 TE WL
5D c 0 ——bobkb, WEICHED BRIV,

Z DERFICBEE T 5% < DoV TIL, Geithner Plan & OBJ# T, April 10 D& H
T LT3 Thsd, —LiTvz, flziEko@~do L H 7 issues (T
RS E AR AN I
illiquid “toxic assets”® TALEL | |[ZEF DWW HBH3 8 2 F THEN?
Insolvent banks D HHRMIRERIH 2 KB L7202 WS L CHET 5702 Rl 72 &
THE, EOTHITR VAR
(=) 72”commercial banks” & Z VLIS O T&FEERT ) 1352 & 53570 2 afilkix 2
Wi OXHEH & PRI SR OB L 2 —Jaffee [2009] D EsRDAI< | the
riskiest investments large financial institutions pursue & the “financial
infrastructure” functions they perform as market makers = X5 L T, Bi#& & %E& D>
HIFEEST 2 L O RIS NE 2 —— b B A A, TER] Cm% EORoT (FOREE
<) BI’E“J%E?L%) M2 LW BRI R D RE DA 58T D01 TIERy, K
0 IRA - = & %1%, Lehman Brothers OfffEICHEV 7= —@ D 4l
FEBERGE 1 B @*f)%f“%é . A YBIFIZ L 5D Hypo Real Estate %1%, HRE is
among the 10 banks in Europe with the commercial property exposure T& 5 & [A]EF
12, 18 Hit#d Frederick the Great KifX® Prussia LA O covered bonds i TH 5,
Phandbriefe & L TH1 5 1L 5 (which are instruments backed by rock-solid and
ring-fenced asset pools) DIk KD ME D 1 4L TH-7=Z L2k %, (“Hypo reality” by
James Wilson, #7 March 20.)
Z @ Process T [HADRER| - THARDHFI, “Japan model vs. Sweden Model”7¢ &
BHINFZGEEE L CRGT5 2
7Gi# @ The Swedish model (2B L TRIfRF 12k THAS L 7= report T &H
%”Self-assembly solution” by Peter Thal Larsen and Chris Giles, #7, March 18 (21X
ROWMEFLIR N R B D,
KOOI E TIZ 2 FEFE LT, EHAMLLEDOIX 2 170H, Z ZTiE, it set about

ring-fencing their troubled assets into separate “bad banks”. Central to this decision

was the recognition that the management of good and bad loans required
fundamentally different skills.

Private banks were also encouraged to place their bad loans in separate entities.
However, in contrast with the recent debate in the US. The authorities never

contemplated removing bad assets from privately owned banks because it would
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have been impossible for us to agree on the price and we were never in the business
of giving privately held banks subsidies,” says Mr Ingraves. Mr Ingraves was a
finance ministry official in the early 1990s and headed the Bank Support Authority,

the agency the Sweden set up to resolve its crisis.

2D BURPREE
2MEHH &7z, "Nobody questioned the credibility of the government of Sweden.”

B 72 0%, (1)Sweden’s banking system was relatively small.

“They issued the guarantee and the rest of the world accepted it.”

(2) K5 D Sweden DEYTHEBE NS H LHARTHMTH o722 &,

(3)the bail-out was conducted amid political consensus.

S DI b EEZR ML, krona 28510 FiF &, #iHIAKA L, GDP 2% 1993 £
2QMORLIE LT & —BURFRIENS H EN7-DI1L 1992 49 A,

If the Swedish experience can provide some pointers for today’s stressed-out

policymakers, the country’s subsequent approach offers a lesson in what not to do.

Having tackled the crisis, the authorities conspicuously failed to put in place

longer-term reforms to help avert similar problems in the future. “The regulatory
framework we put in place in the early ‘90s had sunset clauses. So the sun set and

that was it,” says Mr Ingres. “The politicians felt, ‘that won’t happen again’,” says
Staffan Viotti, and adviser to Mr Ingres and adjunct professor at the Stockholm

School of Economics.
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[Issues?] credit crunch, bubble, financial crisis, depression 72 & 313, too big for a

fruitful discussion?

(1) R ETWAT LI KREREES AR TIVORENORIEBICEL 7o AOHEERK &
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(I D 1 SRRE DFFAE 2

(2) & DiBFEIZI T D securitization”HEE D EERORERL & EEMEORRE 2 —FHE/Z 5 72
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[Appendix 5].

(B) ZARRFE M B Lz » - TNENOEENL? —FE&R EOREZ, #%
17 #%ES. investment banks, commercial banks, hedge funds, MMMF, regulators,
central banks,...”= L CT{HEH .

(4) FREEEfE A L7z (BEfEL72?) credit crunch &, N7 /LEAEE L OB HEMEIX? —
&V o1 MMMF OIREL L £ D58 ? — N IR LRI T D A I = AL 2T & R
I¥ Morris and Shin [2008]?——Z O ¥%&dia & LK A 7 = X LBNFAE L7g i uE, BHEH
SRR Z/IRELL TH ., 2T ERAIZRFRIZII R B Ao 7o 2 R 2155812
2T ZEMTE= e« « 2HAIZ back-up T 5% 2 ——Bruce Bent & ZDFEN
control 9 % Reserve management Co.7% The Primary Fund and 25 other
money-market funds % manage. The Primary Fund 7% Lehman Brothers D€ Tt
AEF %L L 7=, Commercial paper. See, “How money-fund manager’s shift in course
‘broke the buck”, WS, December 9, 2008, by Steve Stecklow and Diya Gullipalli.—
—JRELIZ I Z 3 72 0 5 Madoff 5544 @ scandals?

(5) “securitization”® i, OTD model ¥}, & 52 globalization” D72 & DJFA -
PEH & underlying mechanism?% OFEM 2 — — 4 B DIREL & DOESHE 2

(6) Regulations B A+757., RYI7Z 72702 EZ B REY) T - 725 2 Rt 7e six Eofs
FEERBEIE o 720 2 M B D RKaH, FERiSIE - WA O XKMa) 2 Bk iL 2 — B
Femolehr 22— b A A, BT uI L nE VS DO TRV ?——Former
US president Ronald Reagan once said: "The nine most terrifying words in the
English language are: I'm from the government and I'm here to help.” “Left is set to
shape politics for generation”, F7, Oct. 27, 2008 @ 'F A 77,

(7) Confidence, credit...?——BARA 72 FIERRE « » + 2 see [Appendix 8]

(8) 72 large commercial banks DEFENENZ Z EF TREIFALEN? Z 2 E Tt E
THE S =0 ? —— (GRITIZHFA @) corporate governance” system b /K[ 2 4%
RSB D/ 2 7= & 21X Royal Bank of Scotland /% 2008 -5 F TldxEm 7 v 7
DOFHliZ = T e, TP RERE 02225708358 I > TITHE-. -]
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72D ? Gl O K a7 ? (see Appendix 9)——& ¥ D) large commercial banks @
toxic assets D FEE L ALELD 7= DB 1T 2 —When too big to fail meets too failed
to be rescued” (#7, March 11, 2009, by Robin Kwang, Andrew Hill, Paul Betts) Dt
FEOHXA R, 72721, BE® Rram memory chip industry (ZE3 5 & D,

(9) Real economy ~D 2% 2 GFhTH; OIRGLOJRIK & B A =X L2 KAPBLOJFIA &
TEE) A T = X b 2 i OIREL & RADLO BN 2 —— /2075 S R 2 —— 24l
KOTHENDL, LODITAER, P4, fEZREICET 2@EHOBE (ZhbDE % )
5 OWADWIR, WHRE G O/ ~LRAREEOER SRBITLTND (?2) Z0
PR 2 6 RIT 2

(10) [BR B & BORGRR] - R ARG 2 & LT BERBRE 2 N7 /L O3B IE
KEATOMAERS L, AIG O & 5 7gr — A ADO I, (MMMF #i35h% H.l& 4 %)
credit crunch G IE, KAWOIARL L, R TOWRELORS L, « » « 2—
—Any policy discussion should be based on a clear set of objectives that the policies
are intended to achieve. We will take a working assumption that the purpose of
financial regulations is to reduce the amplitude of financial booms and busts,
particularly externalities that are generated in the boom and bust dynamics.(Morris
and Shin, 2008, p.21)——2Z 212\ 95, boom and bust dynamics (2% real economy ~~
DB ZILE £ 57?2 Morris and Shin Tl real economy ~® 522859 2 B0y %
AR

(11 AARIZEE D % issues?™ Ll LORF B E 2 72, HARIZED 5 issues DFXE 2 —
—credit crunch OFZEITEEM 2 L L, APUTRA - - -, BRI 2 5% OHEL 2
TP G OIER 2 ——Z 206N ZOMRRDIFEOARD B 2 HAORDL - A
KOREERR E 2 FMC L THAVHRRREAZREL T, mAVIIEEZ T2 & -« + 2
—E#EED S TE (WD) AL & H\WTIE < TR L7220 HFJE L T & T2 EE I
Lo TR - BRI SN TE AR EFICHRBNTSRT LD - ¢ - o BFFE R
& LTE, HANSBZZ DD REORE, SATLIZICO DL FIFL A LML T

[AHARORER | (CBET 2 RFEREO TR, IFTH Y | expected rate of return %
EWODTIZ? Bon appetite et bon voyage!
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