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“Error-laden machine” John Plender, #7, March 3, 2009, Analysis.

HEAD FH L : Investment and the crisis: An inbuilt inability to allow adequately for
disaster was compounded by a herd mentality to cause the market collapse, write
John Plender—who offers some homespun lessons

Credit rating agencies & &9 % A D7k T, "Highly paid professionals let a third
party do the work’ & B L TR DN 529,

Many of the biggest losses incurred by investors after the bursting of the credit
bubble were in structured products such as collateralized debt obligations. This was
a failure of due diligence, since investors left it to the credit rating agencies to assess
the quality of underlying assets such as subprime mortgages.— ¥ & D [T/ o 7,
The investors’ mistake was compounded by a failure to recognize a subtle shift in
the nature of the credit rating agencies’ role in turning mortgage loans into complex
securitized products. The agencies have long been paid by the companies that th3ey
rate, promoting questions about the independence of their judgments. But with
instruments such as CDOs, they also advised banks on how to structure the product
to enhance its rating and saleability.

Critics say this “mission creep”’ resulted in a more intense potential conflict of
interest than with conventional credit — much as the big auditors’ move into
consulting gave rise to acute conflicts of interest before the collapse of Enron. For
some investors, such as pension funds and charities, the rating agencies’ writ is low
because legislation, trust deeds and other governing instruments often stipulate
that investments must, carry certain ratings.

This seemingly prudent requirement inflicts underperformance on investors, since
it condemns them to buy high and sell low. For smaller investors who lack the
resources to do their own due diligence on complex products, there is no alternative
to relying on rating agencies short of shunning the investments they rate.

AT EERRIC B 2 i 12D\ T Capiro et als [2008], Sylla[2001], White [2001] 72
% 2, Sylla, Richard [2001] “A historical Primer on the Business of Credit
Ratings,” paper presented at the conference, The Role of Credit Reporting Systems
in the International Economy, Washington, D.C.: The World Bank. White, Lawrence
J. [2001]"The Credit Rating Industry: An Industrial Organization Analysis,” NYU
Center for Law and Economics, Working Paper #CLB-01-001, April.
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[Appendix 2: Ashcraft and Shuermann, “Understanding the Securitization of Subprime
Mortgage Credit”, FRBNY, Staff Report no.318, March 2008 p.2]

2.  Overview of subprime mortgage credit securitization

Until very recently, the origination of mortgages and issuance of mortgage-backed securities
(MBS) was dominated by loans to prime borrowers conforming to underwriting standards set
by the Government Sponsored Agencies (GSEs). Outside of conforming loans are non-agency
asset classes that include Jumbo, Alt-A, and Subprime. Loosely speaking, the Jumbo asset
class includes loans to prime borrowers with an original L)rincipal balance larger than the
conforming limits imposed on the agencies by Congress;” the Alt-A asset class involves loans
to borrowers with good credit but include more aggressive underwriting than the conforming or
Jumbo classes (1.e. no documentation of income, high leverage): and the Subprime asset class
mvolves loans to borrowers with poor credit history.

Table 1 documents origination and issuance since 2001 1 each of four asset classes. In 2001,
banks originated $1.433 trillion in conforming mortgage loans and 1ssued $1.087 trillion in
mortgage-backed securities secured by those mortgages, shown in the “Agency” columns of
Table 1. In contrast, the non-agency sector originated $680 billion ($190 billion subprime +
$60 billion Alt-A + $430 billion jumbo) and issued $240 billion ($87.1 billion subprime +
$11.4 Alt-A + $142.2 billion jumbo), and most of these were in the Jumbo sector. The Alt-A
and Subprime sectors were relatively small, together comprising $250 billion of $2.1 trillion
(12 percent) in total origination during 2001.

Table 1: Origination and Issue of Non-Agency Mortgage Loans

Sub-prime AltA Jumbo Agency
Year |Origination[lssuance | Ratio | Origination [Issuance| Ratio |Origination [Issuance| Ratio [Origination] Issuance | Ratio
2001 $ 190.00 | § B7.10 46% 60.00 |5 1140 19% $ 430,00  $142.20 33% $ 1,433.00  $1.087.60 6%
2002 $  231.00 | §122.70 53% 68.00 | § 53.50 9% 576.00 | §171.50 30% § 1,898.00 5144260 6%
2003 $ 33500 §$195.00 58% 8500 |5 74.10 7% 655.00 | § 237.50 36% § 2,690.00  $2,130.90 79%
3 [
3 $
$

2004 540.00 | $362.63  67% 200.00 | $ 158.60 9% 515.00 | $233.40 45% 1,345.00  $1,018.60 76%
2005 625.00 | 546500 | T74% 380.00 | $332.30 87% 570.00 | $280.70 49% 1,180.00 | § 964.80 82%
2006 $ 600.00  $44860 75% 400.00 | § 365.70 91% 480.00 | $ 219.00 46% 1,040.00 ' § 904.60 87%
Source: Inside Mortgage Finance (2007).
Notes: Jumbo origimation includes non-agency prime. Agency origination mcludes conventional/confornung and FHA/VA loans. Agency

issuance GNMA_ FHLMC, and FNMA_ Figures are in billions of USD.

@ o ) o |
@ @ A G

A reduction in long-term interest rates through the end of 2003 was associated with a sharp
merease 1n origination and issuance across all asset classes. While the conforming markets
peaked in 2003, the non-agency markets continued rapid growth through 2005, eventually
eclipsing activity in the conforming market. In 2006, non-agency production of $1.480 trillion
was more than 45 percent larger than agency production, and non-agency issuance of $1.033
trillion was larger than agency issuance of $905 billion.

Interestingly, the increase in Subprime and Alt-A origination was associated with a significant
increase in the ratio of issuance to origination, which is a reasonable proxy for the fraction of
loans sold. In particular, the ratio of subprime MBS issuance to subprime mortgage origination
was close to 75 percent in both 2005 and 2006. While there is typically a one-quarter lag
between origination and issuance, the data document that a large and increasing fraction of both
subprime and Alt-A loans are sold to investors, and very little is retained on the balance sheets
of the institutions who originate them. The process through which loans are removed from the

? This limit is currently $417.000.

balance sheet of lenders and transformed into debt securities purchased by investors is called
securitization.
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Table 2: Top Subprime Mortgage Originators

2006 2005

Rank | Lender Volume ($b) Share (%) | Volume (Sb) % Change
1 HSBC §52.8 8.8% $58.6 -9.9%
2 New Century Financial $51.6 8.6% $52.7 -2.1%
3 Countrywide $40.6 6.8% $44.6 -9.1%
4 CitiGroup $38.0 6.3% $20.5 85.5%
5 WMC Mortgage §33.2 5.5% $31.8 4.3%
6 Fremont §32.3 5.4% $36.2 -10.9%
7 Ameriquest Mortgage $29.5 4.9% $75.6 -61.0%
8 Option One 528.8 4.8% $40.3 -28.6%
9 Wells Fargo $27.9 4.6% $30.3 -8.1%
10 First Franklin $27.7 4.6% $29.3 -5.7%

Top 25 §543.2 90.5% $604.9 -10.2%

Total $600.0 100.0% $664.0 -9.8%

Source: Inside Mortgage Finance (2007)

Table 3: Top Subprime MBS Issuers

2006 2005

Rank | Lender Volume ($bh) Share (%) | Volume ($b) | %Change
1 Countrywide $38.5 8.6% $38.1 1.1%
2 New Century $33.9 7.6% $32.4 4.8%
3 Option One $31.3 7.0% $27.2 15.1%
4 Fremont $§29.8 6.6% 5194 53.9%
5 Washington Mutual $28.8 6.4% $18.5 65.1%
6 First Franklin §28.3 6.3% $19.4 45.7%
7 Residential Funding Corp $25.9 5.8% $28.7 -9.5%
8 Lehiman Brothers $§24.4 5.4% $35.3 -30.7%
92 WMC Mortgage §21.6 4.8% $19.6 10.5%
10 Ameriquest 5214 4.8% $54.2 -60.5%

Top 25 $427.6 95.3% $417.6 2.4%

Total $448.6 100.0% $508.0 -11.7%

Source: Inside Mortgage Fiance (2007)

The pool of mortgage loans is typically purchased from the originator by an institution known
as the arranger or issuer. The first responsibility of the arranger is to conduct due diligence on
the originator. This review includes but is not limited to financial statements, underwriting
guidelines, discussions with senior management, and background checks. The arranger is
responsible for bringing together all the elements for the deal to close. In particular, the
arranger creates a bankruptcy-remote trust that will purchase the mortgage loans, consults with
the credit rating agencies m order to finalize the details about deal structure, makes necessary
filings with the SEC, and underwrites the issuance of securities by the trust to investors. Table
3 documents the list of the top 10 subprime MBS issuers in 2006. In addition to mstitutions
which both originate and issue on their own, the list of issuers also includes investment banks
that purchase mortgages from originators and 1ssue their own securities. The arranger is
typically compensated through fees charged to investors and through any premium that
mvestors pay on the issued securities over their par value.

p.5
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[Appendix 3: CDO of ABS by Gillian Tett on Financial Times|—Tett |Z L 5 FH N 2 E
THEZACDOofABSIZEHLTH o & HHBRIFEVMEMRZ TR L TV 5 2

[1] CDO DAt 2 ——Gillian Tett, “Time is nigh to put the true value of CDOs out in the
open”, F'T, February 27, 2009 (ZBHH# L T,
FHEAD LF : Just how much should a debt vehicle backed by subprime mortgage
bonds be worth these days? 2 F/1IZI%, $R1T b IREREFE D face value D 100% LA | &
[B]% L7-, Since then, however, that “price has clearly collapsed, triggering tens of
billions of dollars worth of writedowns, particularly in relation to a product known
as collateralized debt obligations of asset-backed securities (CDO of ABS).
... Notwithstanding the fact that bankers used to “complete” capital markets, very
few of those instruments ever traded in a real market sense before the crisis — and
fewer still have changed hands since then.
Thus, the “prices falls” that have blasted such terrible holes in the balance sheets of
the banks have not been based on any real market number but on models
extrapolated from other measures such as the ABX, an index of mortgage
derivatives.
——>ABX, and/or Z AU 5HENILTUV D prices” IOV TV 57 Z LT\ 5
2?2 ——ABX OV B L MEHEE ], & 622405 prices” % 5 < models @ FHE
& TREM) 2
Allen and Carletti [2008, p.17] CTiL. ”"Some banks have had write down the
AAA-rated super senior tranches of mortgage-linked collateralized debt obligations
by as much as 30 percent” & 3% Tett DFLHF (F7, May 2, 2008) LV, Zha{Tx
T X7 L35 BOE OFLRIZE K L TW5b, —Allen and Carletti ® Z @ subsection
DR LIL” Effects of liquidity on pricing” Ch 5, 72006, FHED Z O % L8 )
HAEHEL TV D LT LTV Do TIERuy, Tett 1 BOE & 72 N IREIZHE K
FHm7Z & T2 ARG AR L 5 Th D,

But now, at long last, one shard of reality has just emerged to pierce this gloom. In

recent weeks, bankers at places such as JPMprgan Chase and Wachovia have been
quietly shifting data trying to ascertain what has happened to those swathes of
troubled CDO of ABS.

The conclusions are stunning. From late 2005 to the middle of 2007, about $450bn of

CDO of ABS were issued, of which about one third were created from risky

mortgage-backed bonds (known as mezzanine CDO of ABS) and much of the rest
from safer tranches (high grade CDO of ABS).

Out of that pile, about $305bn of the CDOs are now in a formal state of default, with
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the CDOs underwritten by Merrill Lynch accounting for the biggest pile of defaulted
assets, followed by the UBS and Citi.

The real shocker, though, is what has happened after those defaults. JPMorgan
estimated that $102bn of CDOs has already been liquidated._The average recovery

rate for super-senior tranches of debt — or the stuff that was supposed to be so ultra

safe that it always carried a triple A tag — has been 32 per cent for the high grade
CDOs. With mizzanine CDOs, though, recovery rates on those triple A assets have

been a mere 5 per cent.

TR LIV E LR B b 18 o A RN ABX 23BHZE 72 F V&M 2R
LiaoH 7= BRIZ BOE #5102 < O NEN/R LT overstate L TWND ETHRGTEFFL
ROAENEMLTWD, &T 5,

1% O 3LE : Either way, until investors get some sense of what something might — or

might not — be worth, it will be painfully hard to rebuild trust in capital markets
and banks alike.
Those American officials who are implementing flashy new “stress test” of banks

would do well to take note.

%k [2] "Lost through destructive creation,” by Gillian Tett, FT series “Future of
Capitalism”, Analysis, #7, March 10, 2009 &LV, Z#id Analysis DH,
Greed, fraud, cheap money, managerial failure and lax oversight all played a part in
bringing about the crisis — but at its heat was the complexity and opacity of modern
finance.
In 2006 and early 2007, no less than $450bn worth of these “CDO of ABS” securities

were produced. Instead of being traded, most were sold to banks’ off-balance-sheet
entities such as SIVs — “structured investment vehicles” — or simply left on the

books.

It also undermined any notion that banks were using “mark-to-market” accounting
systems: since most banks had no market price for these CDOs (or much else), they
typically valued them by using theoretical calculations from models. The result was
that a set of innovations that were supposed to create freer markets actually
produced an opaque world in which risk was being concentrated — and in ways
almost nobody understood.

Last September, the final pillar of faith collapsed. Most investors had assumed the

US government would never let a large financial group fail. But when Leman

Brothers went bankrupt, distrust and disorientation spiraled. Most funding

markets seized up. Prices went haywire; banks and asset managers discovered that
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all their trading and hedging models had broken down. “Nothing in the capital

markets worked any more,” says the chief risk officer at a large western bank.

% [%F37] : "Bear-Raid Extraordinaire” by Andy Kessler, WiSJ, March 27 (Z Xk D& &
B 545, Mr Kessler, a former hedge-fund manager, is the author of “How We
Got Here” (Collins, 2005).

While it’s true that private interests can conceptually help establish the right
market price for these assets, the reality is Mr. Geithner’s public-private scheme
won’t work. Why Because the pricing paradox remains — private parties won't
overpay, yet banks believe these assets are extremely undervalued by the market.
As Edward Yingling, president of American Bankers Association, said recently on
CNBC, “You have to go into the securities, examine the securities, examine the cash
flow. I've seen it done, and the market is so far below what they ‘re really worth.”
Since these derivatives were so weird, if you wanted to count them as part of your
reserves, regulators demanded that you buy insurance against the derivatives
defaulting. And everyone did. The “default insurance” was in the form of credit
default swaps (CDSs), often from AIG’s now infamous Financial Products unit.
Never mind that AIG never bothered reserving for potential payouts or ever had to
put up collateral because of its own AAA rating. The whole exercise was stupid, akin
to buying insurance from the captain of the Titanic, who put the premium in the
ship’s safe and collected a tidy bonus on his efforts.

General Electric CEO Jeff Immelt famously complained that “by spending 25
million bucks in a handful of transactions in an unregulated market” traders in
credit default swaps could tank major companies. “I just don’t think we should treat
credit default swaps as like the Delphic Oracle of any kind,” he continued. “It’s the
most easily manipulated market there is.”

Oddly, with the new Treasury plan, these same bear raiders are still incentivized to
manipulate the price of swaps to depress toxic derivative prices, especially so with
the government’s help to get hedge funds to turn around and buy them. Perversely,

they may get rewarded for their own shenanigans. ...
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[Appendix 4. mortgage-backed securities D4 RIZ BT 2 1FH 2 ]

* ”BofA feels bite of move into mortgage-backed securities”, WS, February 26, 2009,
by James R. Hagerty and Dan Fitzpatrick ——=Fl72EWMNE N5,
As a home-mortgage lender, Bank of America Corp. avoided the excesses of many
rivals during the housing boom. But an analysis of mortgage-backed securities sold
to investors in 2007 by the Charlotte, N.C., bank shows its performance isn’t nearly
as impressive in that area.
For example, among 17 issuers of securities backed by adjustable-rate jumbo
mortgages, Bank of America’s BAFC series has performed the worst, with payments
on about 16% of the underlying loans 60 days or more overdue, according to a report
from Walter Schmidt and other analysts at FTN Financial Capital Markets.
In comparison, about 7.6% of the underlying loans in similar securities from Wells
Fargo & Co. were at least 60 days overdue, and J.P.Morgan Chase & Co.’s Chase
unit posted a rate of 4.5%.

A Bank of America spokesman said that on average about one-third of the loans

packaged into BAFC securities in 2007 were originated by Bank of America, with
the rest purchased from mother lenders.

The performance illustrates one of the main causes of the U.S. foreclosure crisis:

While lenders tended to be fairly careful with loans they planned to keep on their

books, they took more chances with loans sold to investors. In one category of

securities sold by Bank of America in 2007, 98% of the underlying loans were made
with reduced or not documentation of the borrowers’ incomes.

A bank of America spokesman said the bank “has maintained conservative
underwriting standards” for home loans and that the mortgage securities shouldn’t
be used to judge overall performance.——2007 4= C, Fii#& (dubbed “private label”
meaning they aren’t guaranteed by any government-related entitiy)23$7bn, % #&
$185bn, %#E DIF & A 1T were sold to government backed investors Fannie Mae
and Freddie Mac, or kept by Bank of America.

The securities are backed either by jumbo loans, which are too large to be purchased
by Fannie or Freddie, or Alt-A loans. Deemed below prime quality, often because
borrowers weren’t required to document their income. Since 2007, few private-label
securities have been issued because investors have fled in the fact of soaring
defaults.

Among 15 issuers of fixed-rate jumbo-mortgage securities in 2007, Bank of
America’s BAFC series had the third-worst record, with a delinquency rate of about

8.6%. Bank of America’s BOAMS series, consisting entirely of loans originated by

[Diamond-Rajan2009] 7



[subprime9313-appendix.doc]
[version April 13, 2009, Appendices to subprime9313.txt file, Yoshiro Miwal

the bank, had a delinquency rate of 8%. Countrywide Finance Corporation, aquired
by Bank of America last July, had a 5.3% delinquency rate.

Among 17 issuers of fixed-rate Alt-A securities in 2007, Bank of America’s BASF
series had the second-worst performance, with a 25% delinquency rate. The worst
performance was Citigroup Inc.’s CMLTI series, with 31 of the underlying loans 60
days or more overdue.

A Citigroup spokeswoman said the rate would be 26.55% if adjustable-rate loans
mixed in with those securities were removed.

For adjustable-rate Alt-A securities in 2007, Bank of America’s BAFC was the
second-best performer. With a delinquency rate of about 19%, according to the
analysts’ report.

BofA’s mortgage-securities performance 2L U 72 JRIRIL, EBAMEE O THE T L
- 7= California TOMEDLEN RN -7 2 &, BLO 2007 FOREELHER D 50>
7= Z &, For adjustable-rate jumbo loans put into BofA’'s BAFC series, 98% were with
reduced or no documentation requirements, up from 42% in a similar BofA series of
bonds in 2003.

Bank of America exited from the subprime-mortgage business in 2001, and the

mortgages kept on its own books have done better than those sold in the form of
securities. At the end of the fourth quarter, 3.2% of home mortgages held by the
bank were at least 90 days overdue, compared with an average of 4.7% at four other

big banks, according to Brady Gaily, an analyst at Keefe, Bruyette & Woods Inc.

* ”U.S. mortgage lender to liquidate” by Joe Bel Bruno, WS, April 3, 2009 (%
Thornburg Mortgage Inc. said it will file for Chapter 11 bankruptcy protection and
plans to liquidate & ¥ U7z, ——— (subprime loans I[ZE#EIZEH DL O 2o 72
mortgage company D7 — A2 Th V) | fEIATE(LIC L o THMSLRD —ZITHE L2l
THRUV - -+ - ,)

Thornburg specialized in “jumbo” loans to relatively wealthy, creditworthy
borrowers. Once boasted that it never extended loans to risky borrowers T > 7273,
EERY OB INIELEEX ) o 72, Subprime loans (2[5 X1, HAEIL BofA O —
F9C& 5 Countrywide Financial Corp.7¢ & DA & b FuiXESE LIS safe (TR 2 72,
MOTIE, 2KF 2 (OB D independent mortgage company Td - 72, Billions of
dollars in securities it packaged, consisting mostly of high-rated loans, were
rendered nearly worthless.

MEAE 4 HZX a rescue plan that raised $1.35 billion in financing from a group of
investors led by private-equity firm Martin-Patterson Global Advisers LLC {2 & Y |
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mounting residential foreclosures @+ T® bankruptcy protection filing % [Bl#E L 7=,
%t % 1 @ problems OEATEALIL 2007 4 8 H7Z - 7=,

% 72k ZUE, 1980 HAR D 90 HED B ARDIRATICEIH L C, [BRDOH 5 | THE B
WD) GRIN?) ¥, L0blF ) v AR 7 ICkT HEERREE, TNHEW LD E
By THYTRE ) GFREIBNE 2) 2 EI2o0n Tk, bbb A A, Fatidiav L, HHY
FHife LTy (TERW), £ MRGE (BRORE] 281 ?) 12201 T
LRk, ——& 99 502 FERICHH BRI 2
Ho b b, RIEPGEAEGITHYTICRG T, &L FEESIHIZOVTHESATEAUILF
E9 5, —FARBEDIZONTEH, MR EITFE LR, — [EEMEH] 122
WTHFERE, —HAICE > TE. ZHAKREILOFIA & 225 S22 TH AR ?
ABIOFEBRGEIL, EZETEDOL IR ?
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[Appendix 5. JL AL ?]

b

“Could Napoleon have coped in a credit crunch?” by John Kay, #'7, October 29, 2008
The analysis overlooked the obvious answer — that neither Apple’s success nor its
failure had much to do with Mr. Scully, and able corporate bureaucrat who rode the
roller-coaster of high technology.

Our desire to see history through the lives of great men blinds us to the real
complexity of politics, business and finance, and leads us to find intentionality and
design where there are only chance and improvisation.

By describing Napoleon’s Russian campaign through the eyes of individual
participants, Tolstoy rejected the notion of history as the lives of great men. On the

battle of Borodino, he wrote: “It was not Napoleon who directed the course of the

battle, for none of his orders was carried out and during the battle he did not know

what was going on.”

The hapless chief executives of big financial institutions and the world financial
leaders gathered last weekend in Beijing share the experience of the French
emperor. “It only seemed to Napoleon that it all took place by his will.” This

mistaken inference is routinely shared by journalists and historians. “The

profoundest and most excellent dispositions and orders seem very bad, and every
learned militarist criticises them with looks of importance, when they relate to a
battle that has been lost, and the very worst dispositions and orders seem very good
and serious people fill whole volumes and demonstrate their merits, when they
relate to a battle that has been won.”

What Tolstoy saw among military historians, Phil Rosenzweig in The Halo Effect
sees on the business bookshelves. — E:27.1726(200), J:28.6183(2008)

There are a very few people whose talents are so exceptional that, when they find
themselves in the right place at the right time, they change the course of events.

Perhaps Roosevelt and Churchill or Steve Jobs of Apple. And even they, like

Napoleon, tend to go on winning only until they lose.

T A =2

b

The Case against Housing Price Supports, Edward Glaeser & Joseph Gyourko, The
FEconomists’ Voice, October, 2008, p.1.

The connection between residential real estate and the current crisis has led many
observers, and one President candidate, to argue that the government should step in

and try to stop housing prices from falling further. Some argue for large-scale credit
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market intervention such as refinancing vast numbers of home owners and making
borrowing cheaper. Others favor large scale public purchases of housing or even
destroying large swaths of the housing stock.

The underlying logic behind these proposals seems to be that since housing price
declines are at the root of the crisis, the only way to fix the crisis is to stop housing

price decline. This reasoning is as flawed as thinking that the best way to help a
roulette addict who loses his house by betting on red is to get at the root of the

problem by ensuing that black comes up less often.
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[Appendix 6: CDOs of ABS on SIV and its “sponsor”] 4 A —YK——Zi Tl ?
—CDO LW THEZETTE D, %A, BEEEEZH#E 5,

% 4%—V§-E$ﬁﬁéﬂﬁ%ﬁ GEimit LR — b, 2008 4E 1 AfR, H2FELD—
WCEET— 20N, HRIRGER Y AT LAOLERGEEE -0,

(BOX3 B45R) #ERLARSEDiFM
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RMBS (3, ##& 7=V L72) 2T, SRAERFE=—RAUEZ DD, WLO»D b Tz
(ZHT T HONTZEDMDFEH LR & & L HIZ CDO & LTHRBHMES e, S6I, Znb
&R TdHh 5 RMBS X° ABS CDO #EfHiHz, MioEREAR2~— v /~3—— (ABCP)
L EFET L, REABOESA BIET ABCP 27 24 v R SIV (Structured Investment Vehicle)
Lol e—Is b ER LI,
[Appendix 4]® BofA @/ — A Ti%, BAFC 7} loans package % #HAiA A 72 5IE%: % fLK
95,95 BofA ®H DI 1/3 B2, (BofA @ mortgages D1 & A E1% Fannie Mae and
Freddie Mac (272 E1 S 117z, ) 2007 412 BAFC 23%81T L 7= fixed-rate jumbo-mortgage
securities |% 15, Alt-A securities |3 17, ff1iZ Adjustable-rate Alt-A securities & & >
72723, subprime-mortgage business 7> 5% 2001 FIZHEE L Tuh 7,
HEBBET AL 72> T D, LavL, fEEr— 2% 30 45, ABS CDO 7% 5 4, ABCP
7590 A TH D & TR, BEPEDOFESRORMIBRE ORDIUZ DOV TRETT 2 LB R &
%o FRESDHRIE S 1D DIE, ABS CDO Tk T 28 T2 —2Di%kiX, £2 T
FHAR S IVTZRERICHE T HDOTH-> T, RMBS 2 S Ix2 Z I 5?2 (b bAA, BH
fotf@*j‘*—t°?<%?a1ﬁ‘§”5$%%|% IHIT2Z &EH D ? 2/, ABS CDO 23784
72 724UE, RMBS B8 X2 2 bl = 4v 5 ABS CDO 23%% D | Bz ipm b 2
BT 4 v 7 CDO ORMARIZHT- > Tk, 23 % portfolio &K%V 57317 TG T
LT BEBOA — X —A— R)3w[g, — =7 AR—Y v —|%, CDS %fii
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STHDOT, HMCHAREE, —FFED R T v = (L zIX, A=) O
DR S FIHE,
HATY 2006 FEREICHS D> v T v 7 CDO S HIRICIGE Sz & &b,

*  BRALR OARDL - NEF 72 Ip
RMBS (20X 5 F%24k72 ABS ZfiA3A A7 CDO of ABS 72 E D& pE# SIV IZET,
ZO%Hl (SIV {fil2> 594U financing) (%2 “sponsor”|Z L D HIE, FE ?
& PEZ IR LTz ABCP RFERMEAMAMAATZRER 2 FITT 5,
ABCP @ X 5 7o (HURIIZ1X 90 H) b O ThiE, EEFfFETHY . HRE
PE DR D ZEE BRI SCEANART I ED U 2713 SIV O H D,
FERMET DO HOETEATIVUE, 2D —ATiE, FEMICEEILSIVOFZHENS.,
CDO of ABS [FHURAJITIL 5 72006, ZAUANEHE L7z 2006 4, 2007 4FD & O1%, il
@i DIFEIZLNEPBR LW,

BT SIV OF L7285y 2 BRITIE, EPEIL SIVIMRA LTS Z &2 5D,

ABCP 7% U & 4~ 2 J3 H1 % 4 O i) Jllﬁuﬂfﬁ)éﬁ O FTATINER - - -

* JEF X, FEfEL 725 CDO of ABS, ZOHREFETH S ABS, & 512 RMBS 7J§HIE§H
ICHERET 2 2 LITIRIET Do — R O T ABL REDH K7 EDJFIKIC
SRIDOZHNMER L, RMBS OfEAME T L, & 512 mortgages 73 default & 72@%’)
AR, BHTIUL . - -, BRI —b A, HRERDEHE (B
F£) 73 auto loan, consumer credit, commercial mortgage T > T b [AIEE,
SIV 3T DRERICHRE LR E R, SERMEOMMER T OREL D %I 5,
— (BCEEENB ?) ZOEBIZHOWT SIV °% @ sponsor 78 care 35 Z & 1372
VY. e ?
SIV ORNENEALT S L. ABCP @ default risk R TAWEZNEHIN, BITEF D
EHL. SbIT, FBITHIREE, RATREIC2 D,
BeahiE THE) OFREBEICM A T, SIVIZERITO credit line Z HIE L TW5 (Zhiz
ABCP T72\» CP TH[AkR ? O MEE &2 5 | T8 —I2 b AFi 72 B O buffer 2 M
ETOULENDLNG, ol b, EORRITIL, creditline Z HET 2 DIFRITIRTH
Lzl 23 FEESTITH LT, < DA, sponsor TH D bank(D)7 5 2

ZOXDRERE, LV DURARFROREEZBETIE, SIV Of%, CDO of ABS,

ABS, RMBS, mortgages 72 EORERITIX LR oTo - 7249, D, 72 & 23,
ABCP OEWTIZ EL, sponsor |% SIV OEHESCHE T % credit line 72 EDOFEN OB
FEW RIS BN EITE R T, DX I REFRICOVTHRITER L o7 ?

% JEFH e HER 2wt s LT -
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CDO of ABS, XHIZZENEHESITIC LT ABCP #5417 L CREMMOMS % Hig T
ABCP conduit X° SIV & W\ o 72 8%E vehicle H % K& L7-, — HEEOE@MTTH L A—
2008 4= 1 A i TlE. TABCP conduit X° SIV &\ o 72 4% & vehicle] & £HL STV 5,
MEDOAFE? Tive b, RICRZI, WYRNT U AZBIRL TR EE LUK
ERITLHDN?

CDO of ABC IZx 7 DiWFRENFE L, 7oA HRIC L7 ABCP IZxd 5580
TENFEET LT, %@fﬁk 72% RMBS #X Lo &3 2 & pEICxd 5 FFE M S
. X 5IZ mortgage loan DR 2 HIld 5,

Z O vk RTEEREN DB D> E) . inventory in process M VIRIIIZAFTE L, 7= & 21X,
CDO of ABS @ originator & mortgage company % & {o{FE 1 — 2 OB (G e,
$R1T) L DORIOHESIIE spot transaction TIX72< 725, [P OXH7eb 02—
[Appendix 2] DR CTiZ, MBS @ origination and issue M [T one quarter ® lag 7%
%, e& 2 WEE =IOV T AR

FEER, ABX.HE 72 E O, W 2 & 128 LWRINOFEE AR E L, O8N %
FAAIAATEZ LTS5 80< , CDO of ABS |3k % L BE S 47z, Z OEZEIR
K72 50D ABS 28k % & process ITIEAT D2 LI LV | AIREICZR 7213 T TH 5,
72775 distribution channel T\ 2 (X, channel leader 23 f77E L, &K % F§%& L | control
TOMEND STz, —WEPERZ o7 —20, BELAHL, HEO—RTHY |
ZO RO RFERDO [EE] 285 OTRIFIIL, leader & LTERZITANLARN?
SIV @ decision making IZFZE I sponsor N fH > 7= (FETICEHEF SND D THILIE
HHIIZ sponsor WX ET 5H) ?——SIV & sponsor D”separation” &\ > TH S F é *
RAEN D DH, BEt LD separation, EERIE LD separation, financing [ T ?D
separation, [&# [ C® separation 72 £, —— 5|2, all or nothing, black-and-white
EWVWIHY DA TIZRWDOTIE? “separation” DREER L FREEICES L T % sponsor,
investors DWW N6, BN H D, Separate LTV 72 & 72 < T (hold-up
problem?) & T&X720 + « « L) investor lIOEFE L H D ?

* RUDEARTDE?
BIFRAR T EIR D SN —F B ELT 5 2
T AU H OEEMiE O _EFERHAL Lo 2005 FEJ, ERFESZIMICE T L, 2006
Y2 1% S&P/Case-Shiller 8N AL~ A F R IZTHE U T2,
ABCP 7ei 72 < 72 % ? BITeAN 5 LH7 5 ?2——US TiX ABCP xf CP spread 7»°
2007 7 A b a5
ABS CDO ®% LIBOR spread ®& 5., 2007 EWFE/N D EANMBEY . THMHA
EH
RMBS ®xf LIBOR spread % [FlEE,
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ABX.HE % [Fl%k,

% XHGH 2
ABS CDO iFisthicz Lnns « « -0 L, i E5 X T CHLEWFEZ RO
HZ EIFES TR, —firesale &\ 5> T,
SIV % default (2L C%. sponsor % SIV (ZHE L., SIV IZxT AMEEEZALTWVD,
—IFRELTH, FINTEAEDE s« « 2—HHICBIT 58470 reputation D
FIChFEVMIFEELRNELTEH - - - AR LTttt ®&dk, Mgk
DO g EEC?2—b o bARRFIEEZA I T O, —RIRFOEE & &
MEREE D B L 1T E B0 2
mortgage-loans OFTFALKG 2 1F 1L L, (EHEREIIUZEET S - - -, securitization D1
L > TRADZENL L2 T TIERW 2 LA L T NRNDTENDS « « -
72inh, B UAD [k | CIFHEI N DKM, —mark-to-market & 5 - T HAfi
FERARBAIZ G LMl Z & Lguy e« » 2 Tett OfLH|, ABX.HE (3315 % 072
DTN L TN D 2
(&5 Lo ———3EH ] ——sponsor & SIV D EE A EIFR % Kk 2 ——Morris and
Shin [2008, p.24], leverage!ZRHi# L C —— On the numerator, we face the issue of

what to count as the total assets of the bank. In jurisdictions that apply the
International Finance Reporting Standards (IFRS) of the IASB (International

Accounting Standards Board), the assets held in securitization vehicles are counted

as being part of the consolidated balance sheet. Inclusion of securitization vehicles

raises the raw balance sheet size for European banks. For instance, Figure 7 taken
from Shin (2008) shows the liabilities side of Northern Rock’s balance sheet in the
ten years between its demutualization in 1997 to its failure in 2007. Much of the
rapid increase in its balance sheet is accounted for by securitized assets. The rapid
growth of Northern Rock’s assets therefore reflects the active securitization it had
engaged in since demutualization. -- FHEBA/L—/L & 705 < HLWERBEHEIZ L W)
: k o« o o ‘?

Lehman Brothers(Z B L T(Bear Sterns & FL#EZ L7273 5), p.15 — On the asset side,
long position in securities and collateralized lending from the bulk of the assets. The

long positions also include assets of special purpose entities that have been

consolidated in accordance with accounting rules. As a counterpart to the asset

holding in the special purpose entity, the liabilities of the SPE are also consolidated.

Since SPEs fund themselves mainly with short-term borrowing (such as commercial

paper), the liability item “short term debt” includes the liabilities of such entities.

p.15: note 5—The rules stipulate that when the sponsor is the main beneficiary of
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the special purpose entity and exercises substantial control of the vehicle, then the

special purpose entity should be consolidated as being part of the sponsoring bank.

Ul
C

* subprime loans DOfZE-SIT 2 ——HIYDFETH Y IRELABEL L7221,
DR, HHEE DL, IO R>TNDHA -« -
[Appendix 4]1Z LAUZ, 7= & 21X, BofA 1% 2001 4|2 the subprime-mortgage business
MBRIEL TV 5,
Fannie Mae and Freddie Mac ® mortgage ilF 5 (Z#& L2 EF IR/ BAE Z 9
ool IO IERT D LER D D,
EEMEO L5 & TR, 72V DRRRBIEFEIETITR,
Credit market & O#EOF L ABCP OFITZE LU TTHY |, 72L& 21X, MMF ~0
B 723 & 1%, Lehman Brothers ORHE D8 & 0 DT B IR L 72 fund 23 &
D, ThAENZEZ L2 230845, 20 fund A ZHICETEET L &
IR LMol - s oy —bokb, TV Ta v IBRERLRTVI AT
LATHD I ENFREFZNE S TN, FRYIIERZHE LD ETE, ZOVRAT A
X550 - - -, ——IR® Appendix 6 &2,

* AL TA CDO 2K (EHMMARES) ~> > &7 1 v 27 CDO Ofifii] 2008 4
6 411 HLD
CDOIZII#RRLEB AN DREENHS

CDOFBALAR THRESNAIDT, EESnondletH b,

3IDDELALFEE: SR
B HAANERIZELSHE
ERME1: Fyuia, LotTaud,. NATYuk?
(ZHOAR=Tr—EBPTH O OM., ThELTUNT(ITT?)
ERfE2: BEARMGERIE?
(R EEHEE. BB TE. n—> . ABS?)
B RIYAFOBEMICKESDIE:
HER. N\FUR—E
B CDOM#REEICLDHEE:
Fryvazn—8 I—Syb-N)1—H
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ARTAYD T IS T4y CDO
— FAREFEER
ARAT w4 (Static) :

FAI BAISEIRLIZAR—b7+)F OEE X ICiThhiE,
& TR—UK(Managed) : iR ZHAANDEELAH S,

L4 L-+52iz(Single Tranche):
BEDHRETLERAEEI S OAUYVHL. HHSh S,
(BRBROESHRERFTT HREMNGLY)

2t T4v7% (Synthetic) :
GLOYRADIYAR—To—IZERBBDOCDSH UL 3 THEE
Sh, . #gtEOO—2 bl S EEMBERICIERESNGEN(URIDIE
LMBEREBIIHE),

E R7R—% (Bespoke):
HUOBBR—FIH)ADERIZEEOZL IR >TRESNS,

B A ANBERICESSTE

‘:/;/t‘?‘*f‘??(:DO AT yECDO x v, a2CDO
-1 e i FrolaBDBE . mMLAOER
s LTINS L T4y CDO MRRBRELOT. BEICTR—RR
* ¥R -UFCDO P EBSTVBIENSLY,
s LT — BRI ILF- RS, CDO HHaANES
. CDS{D?‘J?RU}%&“:%%‘F%:/:/I i (ﬁ_ﬂ]] LeDsHEY
LaAvONAEHEAAN /
- i ( A ANER
W ANES EEEEE
CDSDA—R T4 (it . 5 LU 1) | HTRER.
| #%. T a0, | BWRHCN
| -
| LeSLuvkn—y
P &
CDSZEHE>TLAD T, A RIFIZTED SR
(Ramp upBARIZEAL), CEAMREHERIBELHD.
ME DB CEh Y EREENES, | T R—DREIARZ (N,
BELEHE, | RS e— D IHATAERET
Waterfall()FI AL . | BIEABLY,
/—FORTRITIHEE EREZHATD | ~#ARLICEE R ATV B (Ramp up).
| BELERE,

| *Waterfall DA+ FA.

F) Waterfall (3, R @A RET DX v 27052 THRT 2O TEA, —8, UF—T
BEICER. IOV E LRI S TREOILVICEENICRTHHEATHS.
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HITHARDEMIZ LA

B NASURU—R BTSN BHOBRETEZO0—1F HERIE
=4t (SPC) ICHME L. B AiEbSo -/ —FERTTH. BER
BRESEINIFTEANE. REMIZCEEZ/ TR —BHY
BLIzC &2, CHICKYERBTOBEERNERIZLS,

B HFER: AEYARICES. O COSHELHAANDS— A,
FEHARETIE. CDONSU I DEEHA /— ERIT, BEYA
FDEREESN. MBREEN. REAFERAGHELE FEFEY A
R EESAFOMENLERLD T, EOMHET—IEL
E%ﬁfﬁ?}bzﬁﬁﬁ”%ﬁ#ﬁﬁo RITEDNLIATA A ERETD

_z o

CCTROAEED N NTUR-—FRIORTRICE BERERLCES
LEEARICIESHHLDERDNS,

CDOD#ARKIEEC LD %

B oyl o708 RESEYAFIARETHFvyi 70—
EREIC. FAESAFOTHLNETIZAT,

B T—rybeNya—R: Hich(SEE., HREEFERTL.
FOFRILLDREZR/DIZ2A1T,

ot T49%9 CDO EF4vwi aCDOD FE/5HELY

ot T492CDO

B BANMRSIESTIE. RTEMIIEER G REEEFvyiaon—8
[ZETHIENAZLY,

B ZEAR—FOBEETAMN100EAELEXRELTEH, CDSEHMEFE-T. IVR
R—v—EBoTWNAD T, SEHARICHAR AT AE.

B BEEOFETLFSVUIN, FIZIEAP=5%, DP=7%THh L. EHIL2{E
ATHY. BEOELMHI2EATHD, BEYAFTIL, BIREE2EA
HYBATD, AESIFL2EAQ/—FRITTED,

B LYY RIOaAvO—)LIE, BE . BELEBEDH,

aREY A

*vvi,aCDO

B Fz(E, 1008FE. FALFNIEASER—MNIEHAT LS E, 100EH
NEEHNVE, 100EHRBEATLIOT, HAUZLERA M S (Ramp Up 4
Fﬂﬁ) o

B BEETAIEARXEBROBTEELIASETHY., ETOELRERENT
WO OERERIZRFTTIHLEDY.,

B SLTyk-YRIQAVEO—ILIZIE BELERESICNZ ., TyviaTn—
MOWaterfallt,F| FH

B Waterfall&(d, EESARFOFILL, THRRFO—HE)F—TBEIZHEA
AT BEEOSWN/—FOTHEOTLWNIEBENIZFE THHEHEAA,
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ot T49ICDOEF 4y, 2 CDOMD LB

Lot Tv2CDO Fwia2CDO
ALk THRR— 0 — CDSFRTULavmFEYET, RO E. 0O—UEE5EA,
WEEE HRT B IO ARYEE, | BBRTLIR— 71U OEETAS
ZOEET, BFTIHEEEERE | #.
A(EESE).
RET A=/~ BAEODFLTIHEDOISVL | BBE—FIFUFHOELUEES
B DD FEATEAHEE, [HT=OT. COBREEETESY

IR RETAH(TVMT4D D
A—IN—LZTET),

AR I A E RS RS THRAR—U v —I(d. CDSEE-T.| SBA— LI+ HHLIEDHE.
MADT. EHAME THA AT, A— ZEVEHLHDO THE D E

(Ramp Up#ifd) .,
LUk AS@aAvka—)L | BE.EBLTLEEEEDOH, EELEEEL vy 2aT7E—0

Waterfall#gi&E.

votT4v7 CDODTI /89—
TR—ov(E, KYBEIBEBELTERAT HEMFHEIS

HEEDFX vy aCDODBE Lot T4vICDODNEZ (X, T —T v D&
BEERT-,
y:j’*friﬁ S+ Tl aCDOP I FYERL-ALSY
Fv)
R Y= b B OO0 CRETHF vy
- = i CDOTI, HAMICIR—Ur B ET
L =¥ i Hot=. UL, TOA T8 S50
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AR (ALY TOAT4
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IR—UFRBL T4 9ICDODEE
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[Appendix 7. EE/37 /L & credit crisis D% ? ]

* HOMDY a v ZICHIEICKOE L, RESHWI/T DAD=ALERT DT 2 —
—securitization” D JERH., & 51T capital market D¥EJE & RZEM: - Mgt D BtE—
— AR DIRFELRIEER ~ 2
—Hobb, RO (BIR) fmEoO T, “fragile” ¥ systemic risk” & & HIZHHH L
FEHINOKIE, ERELFHIHTEBIZEALTHEIZR LRV RIS HEET D HLEND L,
——IKFEMOZEDOELDOMNEED L 5 72 f77E 2 ——7= & 2 1¥"Bear Stearns and
Original Sin”, by James Freeman, WSJ, March 17, 2009 % £ &,

[MMF] from Morris and Shin [2008]
Financial stability is best viewed from a system perspective, rather than the point of
view of each individual financial institution. Andrew Crockett (2000) has argued for
a distinction between the micro-prudential dimension of financial stability from the
macroprudential one. The micro-prudential dimension has to do with the
soundness of individual institutions. The macro-prudential dimension has to do

with the stability of the system as a whole.

Henm O LT E DI D DX R DFigure 4. on page 10.—Figure 2 on page 6 (ZPEH L
Tbank IZOW TR DU R STV D Z & I27EE ., Among them are other banks,

hedge fund clients who hold deposits at bank 0, or money market mutual funds. For

convenience, we have labeled all creditors as “banks”.

Figure 4
S A L
A L reverse A L reverse
. repo
P repo ™
> >
repo
repo P
1 -
Bank 1 Bank 2 Bank 3

Some commentators have described the money market mutual funds as being
extremely risk-averse, but a more accurate description of the motivation is in terms

of the cost of miscoordination. In effect, for the money market mutual funds, the cost

of miscoordination ¢ was extremely high. Hence, they heeded the imperative to be
prudent, and withdrew their funding to Bear Sterns. Other creditors, such as Bear’s
hedge fund clients would thus have been less willing to leave their money in. 10

Proposition 3. There is a distinction between risky assets and systematically
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important assets. Safe assets can be systematically important. 11
Comment? : SRIFJIZIIMMMED A A—2 2 LU, Bank O (IZFA LT 3 v 713
< OFATMMMPIZ 3 LT &35 L, MMME2XRE DO$R1T (Bank 0) (ZEHEE
TV A7 ZEHFIEE S (BEEEVE) 6, kDOFigure 2 D J778 LV i) Tldie
VA ?

Figure 2

A L

Bank 1

/ P Bank 2

Bank 0
Bank N

B R X e T 5 AR OFtak,  11——However, when viewed from a system
perspective, Bank 2’s assets are systemically important, since Bank 2’s assets are
the mirror image of Bank 1’s liabilities. If Bank 1’s assets are illiquid, so that they
cannot realize much value in a fire sale, then the impact on Bank 1’s solvency of a
run on its liabilities would be severe. If Bank 2 refuses to roll over the overnight
repo to Bank 1, this will force Bank 1 to sell its MBS assets, unless it can find
alternative sources of funding (say, from the central bank). Thus, from a system
perspective, Bank 2’s assets have high systemic impact, even though they are very
safe from the point of view of credit risk.

Again on page 20: We have already mentioned that money market mutual funds can
be seen as creditors whose cost of miscoordination, the parameter c, can be seen as
being extremely large. Since the cost of miscoordination for these entities arises
from the nature of he business and the charter that constrains their actions,
liquidity requirements are unlike to have much effort. Therefore, there would be

strong case for regulating their role in the triparty repo market.

Cash assets of commercial banks in the US, & 512, in UK. OB 722K T (X BB
AN 20
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Liquidity requirements would be complementary to the other reforms of capital
regulations that mitigate the cyclical nature of risk-taking by financial
intermediaries and shortage of capital during a down turn. Although we have
focused our discussion on runs on the liability side, it would be important to place

such liquidity crises into overall context of the credit cycle. 20

[haircut]: Note that the increase in haircuts will do most harm when starting from
very low levels. A percentage point increase from 1% to 2% will mean leverage has to
fall from 100 to 50. But a percentage point increase from 20% to 21% will have only
a marginal effect on the initial leverage of 5. In this sense, the “chasing of yield” at
the peak of the financial cycle is especially precarious, since the unwinding of
leverage will be that much potent. 22

By preventing the build-up of leverage during good times, the leverage constraint
could act as a dampener in the financial system. As with any constraining that binds
on the banks, the banks themselves will complain of being prevented from pursuing
greater individual profits. However, this is as it should be, since any Pigovian tax is
that — a tax. 22

The US authorities have continued to impose a leverage constraint on is regulated
banks, at variance with the minimum capital requirements as laid down in Pillar I
of the Basel II capital requirements. Recently, however, the authorities in
Switzerland have announced their intention to introduce a US style leverage
constraint. This announcement has generated a fierce controversy. 23

—> KM (W) 72 FIRIZOWTid Buiter, 2009 at Columbia conference % 2 [,
Comment?: haircut?» Hleverage level & [HHZE < #iild. corner solutionZ f87E L T\
%, ST EDAE D, BUERF IS W 2
(DIREMERRERNCHERERTH Y | (2 Lavh Z OaFHE TR DL ENA S T
RNE WD IUE, —— S BIZMIE. HAEREMEE RN & > T, AZEQZEHR L LT
RIEMICEETH Y | REMICMOAEPEER DBRABOLE(IZ K> TUIMELRRETH
V. BT, (BREERSCZOADFI M rTRENEZ EOFREm OHKIIEZETIEAR L) it
FEDOHEINASHIZAE NSO EHEL TV D, ——Lovh . 2 OEDS ., boom or bust
BB AT & T MERAMR I, WHFRGZT D LRREL TV D,

ST EDORETH D &35 & WM TRENE « Z S PRI DWW THEBEICHRF T 2B ER H 5,
Buiter, 2009, p.2 ®”Comprehensive regulation”® 588 T %, Regulation will have

to be comprehensive across instruments, institutions, markets and countries.

Specifically, we must: Regulate all_systematically important highly leveraged

financial enterprises, whatever they call themselves; commercial bank, investment
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bank, universal bank, hedge funds, SIV, CDO, private equity funds or bicycle repair
shop. ... WA ORNZ, FROEWEZHEST HMENH D, systematically important
highly leveraged financial enterprises®EF, Z OHIPHN ETFEEICIRA D, T DK
#1Z7bicycle repair shop”ZE < DL, EDO LI IZFEEINDZ LD THIL + » LWV 9
IR T D72 Th > T, EF - MHOWHMLIZITTF G L2, H#)# et GMS,
department store, PHFL72 EDWNTILTHHBEN R E < RAVX, ZOHIPBEIZAD £
D e 2FOMRDE, FOWVIHIBREDOACEARLFEN/NESLL 2D, S HITEBEEIC
fa-7-B22, £ T L vmn 2 BIEDOCitie 5 % OGMIE ?
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[Appendix 8. confidence, credit?] fragile, systemic risk, macro-prudential regulation

etc.

% crisis N Z 5P - mechanism & Zi7% 18 » H bk 3 5 H - mechanism |35
5
Z OB RLRIE, BEhN ORISR S He D 2
Bank 23 K& ® illiquid assets Zfl ZIAALTLE -7, L2 L solvent?
Shock IZxt T 2 HIeRKEZHEITHLIEL WV - « - D THIIE., "Greenspan Put’
(Diamond-Rajan, 2009, p.7)72 £ O HSER1T O ik Ao kh i 2 FHE T L 2
ZHICK LT, WL OO B~ credit flow 28 dry up L. VR route 23R T
T LbEOMEDBEHRETH L — A, TiE, BT RE RN R D 2
(Dcredit « EwOHi&Th 2 BN REEOMIEN FHERZE] 2 TeexiX, F=2
filiks——AlASE SRR . & 2 WIXE OWIRED, EA2 DJRIA 2
@FbZH, URAIZPRE L TN (itc{we ZA) ——subprime mortgage
loan, education——2 99 & T AIZHA|RXISRERAT DL, AL Z L0y K
L? (bolkb, KT D AN =X LITKFE?)

Allen and Carletti, 2008, p.18 TiZ”Effects of liquidity on pricing” ™% - TRk D an< it
F, On important feature of this pricing of AAA-rated tranches at such large
discounts is their . On might expect cash-in-the market prices to persist

for a few days. But once the limits on each desk’s ability to trade have had time to be

adjusted it would be natural to expect the desks to bid up the prices of the securities
since there would appear to be a significant arbitrage opportunity. By going short in
maturity Treasuries and investing in these AAA-rated tranches a significant
premium could apparently be earned. What prevents this? The answer is /imits to
arbitrage (Schleifer and Vishny, 1997). In particular, once the link between prices
and fundamentals is broken, the difference between them may widen in the wrong
Tett® F7T, Feb 27, 2009 O 7. 5

(Appendix 3) % i 5 & . cash-in-the market prices& W\ 9 fiZR23GEY TH Y . TN
persist L72 & LTI AR A 5 2 D MBENR N2

direction during the period of holding the position.

* confidence?

BACP ORITIMEFTIC/2 Y | BITREEIZR D DE, BEZD U A7 MO ZEIZ X 5.
O CHENRIE SN T T S, HARMEDITEIITFERE & =L X — 2 ET 505,
CPTCiX, ZOaA T TH, BEIZRD?

Repo M THRLZ &, —HENRMLENTH, ZAREE RO » » &7
5 ?
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INHONSE TR, BREHEIBITSNZOTRIFE « -0 — ZORICET21(E
FNHEETH - T, FEOED JITHRETITMA RN

L, ARG PEDHES> CDS premium 73 volatile (272> T\ 5,
FIHOTHDHETHE, ZD confidence DK TN OFHIZRS TR
BUNEDH 3 ORFE? LB AIRFREI SN SO TRITIUX R L0 ?

>trade credit & D LL#E)Y informative and instructive 7% LAL7evy 2 {5 S|
D AEFRR A ORE & B, £ D% ORI E L,

/AN

* credit NEELRDIT, BFITHH A, HWZIT TIEZR U 2——Akerlof and Shiller
[2009, p.12i2 XX, credit (X7 7 > 5E5T”T believe” & BT 5 credo 7> 6K T 5,
F7-. confidence 1Z7 7 VFET T trust’Z BT D fido " HRTWD, ZDZ LITHDE
LTHYRDZ L ? D RBUT L > THISHER R D, £, BEELWHED
L+ %2

B DSBRFICTER Lgv, —HRIEHAREME, v v a v, AHEEM,
DG | ~DFE—HEE DE M. 7,
A= —ThiuX, dealers DIEH, — W IHERITAR AR 2
e HEM A — D — & OHI,
UEDISODT T R e f A= 9

Wiz baToEBREIND, THPLHRESNDI—I I NI AD=ALDFL X,
WESLEE B WDITHIRATE 2 — e, A 7 7 T3Ufk) 2 ——% 72 5| new entrant @
entry cost 23/ < . BEfFDO KNN3 O check cost XK < 72 5,

ZITELSDIX, F2MFIZHT D confidence 7>, T b AT T ELTOIY
HEREIC%T 9% confidence 7?2 ——RIEIZHE LT, &AL S IXZEDREIFITIES Tk
W, BRI RIT A N 2

Jiti® channel O 23%5) 2 ——channel ~OZ A GENN 2 b — /LT 50
5+ o+« ?2——trade credit (DWW THIA L, PETIE, ZEMEHEORIIZES &, 58
NIRRT NVIEMBIAZ IR T s+« ] K TE I 2290 I3k 2——& BT,
court i U % enforcement & %% T/ ? trouble D ALEE /L — LI HHED 2

% social norm, custom etc. & ZARR BRI K-> THHER A =X L %28 U T By BB
B e HERFE AL, FAUTERILL THGIBNTONTWD & 3huE, £ OiREL - AL, Kt
=2
F LT, "securitization” D&, & HIZZ DEEMUIZ L D EHEHIPADLD Y | £ DY
H DR ER TR Z o 72RELTHIVUT, TR FIIRMESLTH Y, RELOMNE, 1RELD
S OB TR 2

[Diamond-Rajan2009] 25



[subprime9313-appendix.doc]
[version April 13, 2009, Appendices to subprime9313.txt file, Yoshiro Miwal

BED 3B L[ U72 &0 5 OB F 2R EVIAL S REIZIRET 21372006 £ T
FED troubles 23k % LBATEALT 2725 5,

troubles DFE L &P H 7 XKD dynamic ([ZEB L, ZE LIZFFO
ARETTHHEDODITE W -« 2—FZNZ2REL TSR EBFTO20NER’H D,
RELREDTBEO T INEG ) H L2

* EFERTEETIER VW, (FHRD) Ky a7 5 X 9 72 3% 2 ”Shine a Light on Bank
Assets” by Hernando de Soto, WS/, March 26.
Geithner plan [ZB93# L C, But if Mr. Geithner hopes to prevent a repeat of this
global economics crisis, his rescue plan must recognize that the real problem is not
the bad loans, but the debasement of the paper they are printed on.
Today’s global crisis — a gloss on paper of money than $50 trillion in stocks, real
estate, commodities and operational earnings within 15 months — cannot be
explained only by the default on a meager 7% of subprime mortgages (worth
probably no more than $1 trillion) that triggered it. The real villain is the lack of
trust in paper on which they — and all other assets — are printed. If we don’t restore
trust in paper, the next default — on credit cards or student loans — will trigger
another collapse in paper and bring the world economy to its knees.
These derivatives are the root of the credit crunch. Why? Unlike all other property
paper, derivatives are not required by law to be recorded, continually tracked and
tied to th4e assets they represent. Nobody know precisely how many there are,
where they are, and who is finally accountable for them. Thus there is widespread
fear that potential borrowers and recipients of capital with too many nonperforming
derivatives will be unable to repay their loans. As trust in property paper breaks
down it sets off a chain reaction, paralyzing credit and investment, which shrinks
transactions and leads to catastrophic drop in employment and in the value of
everyone’s property.
Above all, government should stop clinging to the hope that the existing market will
eventually sort thinks out. “Let the market do its work” has come to mean, “let the
shadow economy do its work.” But modern markets only work if the paper is
reliable.
Government’s main duty now is to bring the whole toxic environment under the rule
of law where it will be subject to enforcement. No economic activity based the public
trust should be allowed to operate outside the general principles of property law. —
Mr. de Soto, the author of “The Mystery of Capital” (Basic Books, 2000)...co-chairs

the Commission on Legal Empowerment of the Poor.
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[Appendix 9. 72 large commercial banks D& FENKTN Z Z £ TRAT N 2]
"too big to fail’7= & 3% %Z20> (moral hazard) 23 ->72& LThH, AN OETES
L. L2 b#EREA—FI2E L LU72JRAE 2 ——What happens when “too big to fail”
meets “too failed to be rescued?” & V727 b ¥ N A BEDH L) 5 FRED R EF/AE 2
ftDZERED [ EREREE | & BRI 288 L L7=, ——(1investment banks, (2)commercial
banks, (3)insurance companies, (4)MMMFs, (5)hedge funds 72 &, — &K, 2D
RERK - TRAN S, BAELEIUED A N =X LR ERENENRIRD 2
(4)(5) X, &iEobh 2
(D~@)BBERHE M S H% & core?
L2rL, B AIG 248 L 2 O3 2 — BT 7ol & & L 7= B
LROI A2 —REFROES(LHER T ?
Zh 6. (D)(2)7A core?
LorL, DE@TIH, EVRAONENRRRY | BENEBEORIA - f8fk - A 7=
AL RESRRDLOTIHRND?
IT 10 IOV TV 21X, (1723 aggressive 72572 2
[2009] ®“Liquidity and Leverage" <

= & z21%¥.Adrian and Shin

*  MEFF & K REES 2
EEA#S D T ¥%——mortgage loan @ default 2D EFH.. VA7 0 EH. ZihzkEige
THREHFEDOY X7 O LS HOF (KEZ) OO, SIV 78 & O& e K
fb7p &, —@REPEME O THIL, EERATEICHREFEZ 5 2%, Originators D% <
HORINORED Z DL D IEE (AAA KO LDEET) ZRAT 5, —HITHAKR
BO AAA KO H O ZEUE - RA L2 Z £ 122V Tid Brunnermeier [2009, p.80] & 512
Duffie [2008]% &/,

TSmO/ —FEWATLT (?), default ITBWVIAENDFEITEIT TR, £

SOFEFINREEO B &\ RELZIT D,

route TiX default 7217 T/ < (L0 b O) BREAMME OE A0 and/or fE T30 T4E

DECEDRA, Atk RANMAR b BN kT D 2

MMMF 7¢ &, 4 (BAR1212 90 H) @ ABCP #{RA35 & LCThH, RILOEL
AN T D OBIERTEDN G | FEARNTITMEAR T OB AL B TE 5O Tidewn

M?——I D& 97 CP IR T T DRNCR/EDRRE SN D NREITHMD, (bbb

&Iz L)

MMMF 7 EnbEMESE2THET S HFE 28R, Z0EE&EZHNTIOL %k

securities |ZHE T 502 ?pay THM 2?2 ——Z D K 9 & 4% H T CDO of ABS

WZEETHDOITEHI TRV (Ziud, EREEZFH5 Z & ?if possible.)

Lehman OFHIEESICEFEE L Tz MMMF 2 cAEln a2k Lz,

real economy ~DFE? —— D

Z DEHEE
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FIXZABCP Tl ?2——Zhiva v 7 E LT MMFREFZ K& BRIz,
——% 9 72 Hi#EMm ? mechanism NI TN ?2——Z D7 —A TR &b, FHiEl
DY ay ZIxNTnRELE?

PLEDONETZT TiE, 72, . real economy ~DIFEA 70 20BN BN IXRE L 72V e -

% real economy ~@ damage 7° credit crunch (Z X5 D75 - - -
ZHUZ K o T—IFIIZEN TV D S 2 BURF A AL L v 2 (Zuasadil ¢ < aud- - -
Thdh), —Fhn2b, FEAINZ BT L TBUNH A28 S T BT A
L7 2
L22L. credit crunch (T X > TENAD I LT 2 22BN DL D02 Z A7 H D0FHI
TXHDN?

* financial factors DIREL, & DD BE(LN AT L, B3> & L T%, financial factors
(financial turmoil, crisis))iZFEH L& 25 &, SEIO [KRWE] OFEA D=L « 45
H“oOBE A - XPISK 72 EOZW & ST AR D 0 H LiZe W 2 ——credit crunch (FE KT
Y. ZINDOREIEES TROS LRV, E722 O IER OB EE )
HLZew, oL, KV EELRDIL, real economy DIRELD & & 72 514 % (Al
U, BEL - KO 0 BRI M 2 2835 2 &, ——ﬁ)ﬁ%\ money is a veil? Money
doesn’t matter... ClI72 /> 7= BRAEDS, RS 2
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