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The Crisis of 2008 (Lehman Brothers Collapse)

@ On Monday, September 15, 2008, at 1:45 AM, Lehman Brothers Holdings Inc
filed a bankruptcy petition in the United States Bankruptcy Court for the
Southern District of New York...

o Why did it fail?

o It suffered large losses on real estate investments in 2007-2008; other financial
institutions lost confidence in Lehman, which triggered a liquidity crisis
(couldn’t rollover short-term funding that supported illiquid assets)

o Other institutions such as Bear Stearns and AIG also experienced liquidity
crises but were given emergency loans from FED. That is, there was also a
policy decision involved... (big debate till today...)

o What followed was terrifying... unimaginable for the US (rather than an
EM) only a few hours earlier...
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Turmoil in Asset Markets
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Perceived Risk Spikes

R.J. Caballero (MIT) Introduction Economic Crises 4 /25



Credit Conditions Tighten
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Credit Collapses
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NPL Spike

% Total non-performing loans as % of total loans
—BHCs>$500bn
—BHCs $50bn-500bn

— All institutions
——Banks and BHCs<350bn
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Mote: Non-performing loans include loans that are (1) 90 days or more past due and still accruing or (2) non-accrual.

Source: FRBNY:

DB Global Markets Research
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Deleveraging

Thous. $ Per capita debt balance Thous. $
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Very Large Impact on Real Economy

% U-6 unemployment rate %
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Jote: UB is total unemployed, plus all persons marginally attached to the labor force, plus total employed part time for economic reasons,
as a percent of the civilian lakor force plus all persons marginally attached to the labor force. Source: BLS, DB Global Markets Research
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Very Large Impact on Real Economy (Secular Stagnation?)

Output Loss Is Large Even with Optimistic Forecast

Real GDP, billions of 2009 dollars
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=ea Trend (constant GDP per capita growth)
== Qil-shock-induced recession
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== Forecast retum to trend

== Blue Chip consensus forecasts

Output loss
from oil shock:
§2.1 trillion © James Michael Walker. Al rights
reserved. This content is excluded from

our Creative Commons license. For
more information, see
Output loss hitps://ocw.mit.edu/help/faq-fair-use/

from financial crisis:
$11.7 trillion
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Despite Enormous Policy Intervention
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Despite Enormous Policy Intervention
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Attempting to Boost Asset Markets
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The Covid-19 Crisis

e A real (non-financial) shock that almost turned into a financial crisis
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The Covid-19 Crisis
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The Covid-19 Crisis: Financial Conditions Index (BBG)
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The Covid-19 Crisis: Preventing a Financial Crisis (One
day...03/18,/2020)

«BOE INCREASES BOND PURCHASE PROGRAM BY GBP200B TO GEP&458
+BOE CUTS RATES BY 15 BASIS POINT TO 0.1%

#FED SAYS ESTABLISHES DOLLAR SWAP LINES WITH MORE CENTRAL BANKS
%115, MARCH PHILLY FED FACTORY INDEX FALLS BY RECORD TO -12.7
#1).5, WEEKLY JOBLESS CLAIMS AT 281,000 LAST WEEK; EST. 220,000
#IF0 MARCH GERMAN BUSINESS CONFIDENCE INDEX AT 87.7

#HB0J BUY5S RECORD TOTAL 201.68 YEN OF ETFS ON MARCH 19

+5NB SAYS STEPS UP FX MARKET INTERVENTIONS

#SNB MAINTAINS POLICY RATE AT -0.75%

#EUROPE CORPORATE DEBT RISK DROPS MOST SINCE 2016 ON ECB ACTION
+[TALIAN BOND FUTURES SURGE AS TRADING BEGINS AFTER ECB PACKAGE

+B0J OFFERS TO BUY 300B YEN 5-10Y 1GBS IN ANOTHER UNSCHEDULED OF
+BOJ OFFERS TO LEND 2 TRILLION YEN IN UNSCHEDULED OPERATION

#FED SAYS TO LAUNCH MONEY MARKET MUTUAL FUND LIQUIDITY FACILITY
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The Covid-19 Crisis:

03/23,/2020

Massive Policy

Intervention (as of
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The Covid-19 Crisis:

03/23,/2020

Massive Policy Intervention (as of
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The Covid-19 Crisis: Success!
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@ Same story will real estate...
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The Covid-19 Crisis: Too much success?
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The SVB Event

]
More cliff than valley
Silicon Valley Bank, $ per share
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APOLLO

$800bn in deposits have left the banks since the Fed

began to raise interest rates, the biggest outflow on record

$ bn ——Change in bank deposits from peak $ bn
O v \ o4 v \ 4 \ 4 vV O
| v I 7Y e |
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2200 2200
-300 -300
400 400
-500 -500
-600 -600
700 700
-800 -800
-900 -900
AT I AP C T S T (R AR S~ U= C IR c B~ AR S\ SN I S RN N SN\ NS\ T Y 2
& @ @ & @ & & & & & & & @ @& @@L @ L

Source: Federal Reserve Board, Haver Analytics, Apollo Chief Economist. Note: March data as of 221" March 2023. Peak is defined as the month before monthly outflows turn negative 3



APOLLO

$600bn inflows into money market funds during this Fed hiking cycle

$ bn Inflows into money market funds during Fed tightening cycles

1000 —1994 —1999 -—2004 -—2015 =—2022
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Source: FRB, ICl, Bloomberg, Apollo Chief Economist. 4



APOLLO

Unrealized Gains (LLosses) on investment securities for banks
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Source: FDIC, Apollo Chief Economist. 54



APOLLO

Deposits in small and large banks

SA, $bn Deposits SA, $bn
5630 . . . . 11500
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Source: Federal Reserve Board, Haver Analytics, Apollo Chief Economist. 13



Share of insured deposits, by bank size

$bn
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Source: FDIC, Haver Analytics, Apollo Chief Economist. As of Q4 2022

US Domestic Deposits

M Insured B Uninsured

Banks with less than $250bn in assets
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Banks with more than $250bn in assets
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APOLLO
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APOLLO

Fed Discount window borrowing higher than in 2008

fg)g,OEOP Federal Reserve Bank Credit: Primary Credit to Depository Institutions $mn, EOP 160000
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Source: Federal Reserve Board, Haver Analytics, Apollo Chief Economist. 10



APOLLO

1tions are coming

Tighter credit cond

Banks “to the right” of SVB are likely to start reorganizing their balance sheets
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Source: Federal Reserve Board, Haver Analytics, Apollo Chief Economist. As of Q4 2022. Represents the views and opinions of Apollo’s Chief Economist. Subject to change at any time without notice.



APOLLO

Small banks are important for small businesses: Banks with less than $250bn 1n total
assets account for about 50% of total commercial and industrial (C&I) lending
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Source: FDIC, Apollo Chief Economist. Data as of Q3 2022
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APOLLO

Impact on GDP if the ongoing banking crisis continues

Shock to GDP level, compared with baseline forecast
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Source: Bloomberg, Apollo Chief Economist. Note: The chart shows difference in baseline forecast adding a 150bps shock to Fed funds rate and 30 bps to credit risk and a two standard deviation shock to VIX, all starting in 1Q23. VIX is currently two standard
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Questions and Topics

@ How do financial frictions amplify macroeconomic shocks? Why does
collateral matter for macroeconomics?

@ What is a credit crunch and why does banking sector capital matter for
macroeconomics?

@ What is behind financial runs and panics? How do they spread?

@ How do bubbles emerge? What is the connection between low interest rates
and speculative bubbles?

@ What are the dangers of credit booms?
o Why may deleveraging trigger recessions?

@ What is the role of capital flows in international crises?
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The Methodology

Image is in the public domain.
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