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1.   Introduction 

Questions 

 

 

 

 

 

 

 

http://www.icyte.com/saved/fcic.law.stanford.edu/863795?key=fbf57cea9daee3bbcc2ade5d12c344b385ea542c
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2.   Understanding Financial Contagion 

What is Financial Contagion? 

Spillovers vs. Investor Behavior 

http://papers.ssrn.com/sol3/papers.cfm?abstract_id=1557279
http://www.icyte.com/saved/wbro.oxfordjournals.org/864877?key=71533f804fcb563224674d6a35dd5866cf4d7f4f
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The Role of Financial Linkages 

http://papers.ssrn.com/sol3/papers.cfm?abstract_id=2178475
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=2178475
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=2178475
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=2178475
https://www.aeaweb.org/articles.php?doi=10.1257/089533003772034899&fnd=s
https://www.aeaweb.org/articles.php?doi=10.1257/089533003772034899&fnd=s
https://www.aeaweb.org/articles.php?doi=10.1257/089533003772034899&fnd=s
https://www.aeaweb.org/articles.php?doi=10.1257/089533003772034899&fnd=s
https://www.aeaweb.org/articles.php?doi=10.1257/089533003772034899&fnd=s
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3.   How Does a Contagion Spread?   

Correlated Information Channel/Confidence Contagion  

http://som.yale.edu/sites/default/files/files/Bernanke_Ben_Financial_Crisis_Inquiry_Commission_11-17-09.pdf#page=3
http://www.consob.it/documenti/quaderni/qdf72.pdf
http://www.consob.it/documenti/quaderni/qdf72.pdf
http://www.sciencedirect.com/science/article/pii/S0304405X10000127
http://www.sciencedirect.com/science/article/pii/S0304405X10000127
http://som.yale.edu/sites/default/files/files/Council_on_Economic_Advisers_2010_Report_2-10.pdf#page=12
http://som.yale.edu/sites/default/files/files/Council_on_Economic_Advisers_2010_Report_2-10.pdf#page=12
http://som.yale.edu/sites/default/files/files/Council_on_Economic_Advisers_2010_Report_2-10.pdf#page=12
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Figure 1: How Contagion is Transmitted 

Transmissio
n Channel 
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.

Figure 2:  Confidence Contagion 

 

http://www.sciencedirect.com/science/article/pii/S0304405X10000127
http://www.icyte.com/saved/wbro.oxfordjournals.org/864877?key=71533f804fcb563224674d6a35dd5866cf4d7f4f
http://som.yale.edu/sites/default/files/files/Council_on_Economic_Advisers_2010_Report_2-10.pdf
http://som.yale.edu/sites/default/files/files/Council_on_Economic_Advisers_2010_Report_2-10.pdf
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Liquidity Channel/Coordination Contagion 

http://www.sciencedirect.com/science/article/pii/S0304405X10000127
http://www.sciencedirect.com/science/article/pii/S0304405X10000127
http://som.yale.edu/sites/default/files/files/Council_on_Economic_Advisers_2010_Report_2-10.pdf#page=15
http://som.yale.edu/sites/default/files/files/Council_on_Economic_Advisers_2010_Report_2-10.pdf#page=15
http://www.sciencedirect.com/science/article/pii/S0304405X10000127
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=1440752
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=1440752
http://som.yale.edu/faculty-research/our-centers-initiatives/program-financial-stability/ypfs-case-directory
http://som.yale.edu/sites/default/files/files/Valukas_Anton_R_Examiners_Report_Vol_1_3-11-10.pdf#page=46
http://som.yale.edu/sites/default/files/files/Valukas_Anton_R_Examiners_Report_Vol_1_3-11-10.pdf#page=46
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Figure 3:  S&P 500 Indexes 

 

Figure 4:  Coordination Contagion 

 

Risk Premium Channel/Counterparty Contagion  

http://www.sciencedirect.com/science/article/pii/S0304405X10000127
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Figure 5:  Counterparty Contagion 

 

http://som.yale.edu/sites/default/files/files/Council_on_Economic_Advisers_2010_Report_2-10.pdf#page=14
http://som.yale.edu/sites/default/files/files/Council_on_Economic_Advisers_2010_Report_2-10.pdf#page=13
http://www.icyte.com/saved/www.jstor.org/863834?key=0d772a0e63ae2efc029c4b043f831ff6943699d6
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=2136246
http://som.yale.edu/sites/default/files/files/Bernanke_Ben_Financial_Crisis_Inquiry_Commission_11-17-09.pdf#page=24
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4.   Policy Implications 

http://www.icyte.com/saved/wbro.oxfordjournals.org/864877?key=71533f804fcb563224674d6a35dd5866cf4d7f4f
https://www.aeaweb.org/articles.php?doi=10.1257/089533003772034899&fnd=s
http://www.sciencedirect.com/science/article/pii/S0304405X10000127
http://som.yale.edu/sites/default/files/files/Council_on_Economic_Advisers_2010_Report_2-10.pdf
http://som.yale.edu/sites/default/files/files/Bernanke_Ben_Financial_Crisis_Inquiry_Commission_11-17-09.pdf
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=2161202
http://www.newyorkfed.org/markets/pdcf.html
http://www.federalreserve.gov/bankinforeg/tarpinfo.htm
https://www.fdic.gov/regulations/resources/TLGP/index.html
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Preventing Contagion 

5.   Origins of the Financial Crisis: Subprime Mortgages and Securitized 
Bonds  

 

http://som.yale.edu/sites/default/files/files/Bernanke_Ben_Financial_Crisis_Inquiry_Commission_11-17-09.pdf#page=26
http://money.cnn.com/news/specials/storysupplement/bankbailout/
http://som.yale.edu/sites/default/files/files/Council_on_Economic_Advisers_2010_Report_2-10.pdf#page=16
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=1735025
http://som.yale.edu/sites/default/files/files/Bernanke_Ben_Causes_of_the_Recent_Financial%26Economic_Crisis_9-2-10.pdf#page=12
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=2003388
http://www.icyte.com/saved/fcic.law.stanford.edu/863795?key=fbf57cea9daee3bbcc2ade5d12c344b385ea542c
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Transforming Mortgages into CDOs 

Figure 6:  Residential Mortgage-Backed Securities 
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Figure 7:  US Bonds Outstanding by Underlying Security  1980-2011 (US$ trillions) 

 

http://www.sciencedirect.com/science/article/pii/S0304405X10000127
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Figure 8:  Collateralized Debt Obligations 

 

Figure 9:  New Issuance of Asset-Backed Securities 
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6.   How Did Subprime Mortgages Shock the World’s Economies?  

http://som.yale.edu/sites/default/files/files/Bernanke_Ben_Financial_Crisis_Inquiry_Commission_11-17-09.pdf#page=10
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=1440752
http://som.yale.edu/faculty-research/our-centers-initiatives/program-financial-stability/ypfs-case-directory
http://som.yale.edu/faculty-research/our-centers-initiatives/program-financial-stability/ypfs-case-directory
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=1440752
http://som.yale.edu/sites/default/files/files/Bernanke_Ben_Causes_of_the_Recent_Financial%26Economic_Crisis_9-2-10.pdf#page=3
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=2161202
http://som.yale.edu/sites/default/files/files/Bernanke_Ben_Causes_of_the_Recent_Financial%26Economic_Crisis_9-2-10.pdf#page=4


16 THE LEHMAN BROTHERS BANKRUPTCY H: THE GLOBAL CONTAGION 

‐ ‐
‐

Figure 10:  Average Repo Haircut on Nine Asset Classes, Two Categories of Corporate Bonds, 

and Seven Categories of Structured Products 

 

http://papers.ssrn.com/sol3/papers.cfm?abstract_id=1557279
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=1440752
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Figure 11:  The Spread between AA-Rated Corporate Bonds and AAA Corporate Bonds, both 

with Five-Year Maturities 

 

6.   Lehman’s Bankruptcy and Its Global Impact  

http://som.yale.edu/faculty-research/our-centers-initiatives/program-financial-stability/ypfs-case-directory
http://som.yale.edu/sites/default/files/files/Valukas_Anton_R_Examiners_Report_Vol_1_3-11-10.pdf#page=106
http://som.yale.edu/sites/default/files/files/LBH_Inc_Form_10-K_11-30-07.pdf#page=34
http://som.yale.edu/sites/default/files/files/LBH_Inc_Form_10-K_11-30-07.pdf#page=34
http://som.yale.edu/faculty-research/our-centers-initiatives/program-financial-stability/ypfs-case-directory
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http://som.yale.edu/sites/default/files/files/Bernanke_Ben_Financial_Crisis_Inquiry_Commission_11-17-09.pdf#page=31
http://som.yale.edu/sites/default/files/files/Bernanke_Ben_Financial_Crisis_Inquiry_Commission_11-17-09.pdf#page=31
http://som.yale.edu/faculty-research/our-centers-initiatives/program-financial-stability/ypfs-case-directory
http://som.yale.edu/faculty-research/our-centers-initiatives/program-financial-stability/ypfs-case-directory
http://som.yale.edu/faculty-research/our-centers-initiatives/program-financial-stability/ypfs-case-directory
http://som.yale.edu/faculty-research/our-centers-initiatives/program-financial-stability/ypfs-case-directory
http://som.yale.edu/faculty-research/our-centers-initiatives/program-financial-stability/ypfs-case-directory
http://som.yale.edu/sites/default/files/files/Bernanke_Ben_Financial_Crisis_Inquiry_Commission_11-17-09.pdf#page=24
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=1318355
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=2003388
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=2003388
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Figure 12: The 2007-09 Recession Comparisons (in percentage change) 

 Output Consumption Investment Employment Hours 

US Postwar Recessions 

2007-09 Recession in Other High Income Countries 
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Appendix A: Timeline of Financial Crisis Major Events 

2006 

2007 

‐

‐

‐
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2007 

2008 
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2008 
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2008 

‐

‐

http://en.wikipedia.org/wiki/Landsbanki
http://en.wikipedia.org/wiki/Icelandic_Financial_Supervisory_Authority
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2008 

2009 

 

http://som.yale.edu/sites/default/files/files/FRB-St_Louis_Financial_Crisis_Timeline_2-12-14.pdf
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=2161202
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=2161202

