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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... 

Why did it fail? 

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) 
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...) 

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 
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Credit Conditions Tighten 
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Credit Collapses 
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NPL Spike 
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Deleveraging 
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Very Large Impact on Real Economy 
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Very Large Impact on Real Economy 
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Very Large Impact on Real Economy (Secular Stagnation?) 
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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 

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) 
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The Covid-19 Crisis: Massive Policy Intervention (as of 
03/23/2020) 
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The Covid-19 Crisis: Massive Policy Intervention (as of 
03/23/2020) 
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The Covid-19 Crisis: Success! 

Same story will real estate... 
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The Covid-19 Crisis: Too much success? 
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The SVB Event 
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$800bn in deposits have left the banks since the Fed 
began to raise interest rates, the biggest outflow on record 
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Source: Federal Reserve Board, Haver Analytics, Apollo Chief Economist. Note: March data as of 22tnd March 2023. Peak is defined as the month before monthly outflows turn negative 3 



     

   

   

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

$ bn Inflows into money market funds during Fed tightening cycles 
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  Unrealized Gains (Losses) on investment securities for banks 
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Deposits in small and large banks 
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Share of insured deposits, by bank size 
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Source: FDIC, Haver Analytics, Apollo Chief Economist. As of Q4 2022 27 
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Bank funding costs remain high: FRA-OIS spread remains elevated 

bps USD FRA-OIS spread 3 month intraday 
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Source: Bloomberg. Note: Ticker used USFOSC1 BGN Currency.  As of March 31, 2023. 14 



     

   

   

Fed Discount window borrowing higher than in 2008 

$mn, EOP Federal Reserve Bank Credit: Primary Credit to Depository Institutions $mn, EOP 
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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. 

Tighter credit conditions are coming: 
Banks “to the right” of SVB are likely to start reorganizing their balance sheets 
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Small banks are important for small businesses: Banks with less than $250bn in total 
assets account for about 50% of total commercial and industrial (C&I) lending 

% C&I lending as a % of total C&I loans 
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Source: FDIC, Apollo Chief Economist. Data as of Q3 2022 35 



                 
  

     

 
 

    

 

Impact on GDP if the ongoing banking crisis continues 

Shock to GDP level, compared with baseline forecast 
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deviations from its mean since 2010. 10 



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? 

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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