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| ntroduction

The liquidity crisis, which emerged in late 200 jn many aspects a complete-
ly new phenomenon, and a very dynamic one. Althaughginated in the U.S., it has
spread to Europe and throughout the world in a gbort time. Nowadays, there are
much more possibilities and ways to document tlemeaiic development as well as
the movement in stock prices than there were irptst. However, surprisingly little
has been written on the subject, probably becaweserisis is still very recent and has
not been fully contained yet. Nevertheless, hawimg unique opportunity to expe-

rience its effects, we try to examine this intargsphenomenon in this work.

Thus, the purpose of this work is to concisely ioetland explain basic ele-
ments of the liquidity crisis of late 2007 that sad a credit crunch and was one of the
factors that led to the stock market crash of JanR@08. We also seek to explain the
effects of these developments on businesses aawiciad markets. The third objective
of this work is to analyze the solutions proposgaténtral bankers to contain the cri-
sis, which are currently being discussed. None#iseleur ultimate goal is to construct
this work in such a way, that it will be clear toderstand both for students and for the
broader public. During our analysis, we try to tak® account all the publicly availa-
ble data and information that has been publishetb ufpril 2008, as this is the time

when we are completing this work.



PART |: Economic situation in early 2008

Since the outbreak of the liquidity crisis in thenking sector, a wave of pes-
simism has spread throughout the financial markgésning influence gradually.
However, it has not been until recently, when buathll-established theorists like
Krugman, as well as experienced practitioners @agos), started to sound the alarm
[1]. Soros has even called the current crisis ef Aimerican economy “the worst one
since the Great depression of 1930s” [2]. In tlag,pve will look at the causes of the

liquidity crisis in detail and try to examine ret&tonomic development in the U.S.

Four Dimensions of the crisisin the U.S. economy

According to the Merriam-Webster online dictionaaygrisis can be defined as
»an unstable or crucial time or state of affairsminich a decisive change is impen-

ding“[3]. We have been able to identify four dimems of what is being referred to as
the U.S. economy crisis, namely:

e Cirisis in the real estate market
 Economic recession
* Mortgage market crisis

« Liquidity crisis in the inter-bank market

Thereal estate market and mortgage market crisis

Crisis in the U.S. real estate market is closelynezted with the crisis in the
mortgage market. Actually, the whole system of gage lending that was in place
until 2007 seems very dubious. The most importantadrs that caused the mortgage

market crisis were lenience, excessive risk takingometimes even outright fraudu-

4



lent behavior of the mortgage lenders [4]. The $oasere awarded to practically eve-
ryone, often also to people with poor payment hiego(so called subprime mortgag-
es). As far as the real estate market kept growihrey banks issued mortgages some-
times exceeding the value of the property. Besitles|enders were also often small
brokerage-type companies, which had substantighitinves to issue as many loans as
possible, regardless of the risk. Subsequentlyy Where able to almost immediately
securitize them in form of mortgage-backed seasgi{MBSs) and sell them to inves-
tors, usually banks or pension funds. MBSs are dbbgations that represent claims
to the cash flows from pools of mortgage loans. tiglmge loans are purchased from
banks, mortgage companies, and other originatatstsan assembled into pools by a
governmental, quasi-governmental, or private enfitye entity then issues securities
that represent claims on the principal and intgpagments made by borrowers on the
loans in the pool, a process known as securitizaff].

The most significant type of MBSs are so calledl&etalized debt obligations
(CDOs). CDOs are very sophisticated special investmehicles. Essentially, a CDO
is a corporate entity constructed to hold asset®bateral and to sell packages of cash
flows to investors [6]. These entities are ofteanaged by professionals from asset
management departments of major investment barieselconsist of mortgages, ob-
ligations or other asset-backed securities. Theagens sell obligations to investors,
who will thus participate on the cash flows frone thortfolio. Generally, there are
several levels of these obligations. The safesti¢s notes) carry the smallest propor-
tion of interest. Then, there are so called jumotes, which carry medium risk and
medium interest. The riskiest way to invest in CO®%0 invest via the equity notes
that carry the highest interest. In case of a defrst the claims of senior bond own-
ers will be accommodated. Subsequently, from tmeaneder, the claims of junior
notes holders and finally, in case that enough maséeft, those of the equity notes

holders will be fulfilled. This implies that theskiest way to invest in CDOs was to

! For illustration, see the schemes in apendix 4.



purchase the equity notes. Nevertheless, many Wamkes invested in these securities
in prospect of higher returss.

Some banks went even further and issued “secondgagws” for the home-
owners, which were subordinated to the first magéga(i.e. in case of a foreclosure,
first the main mortgage was paid and only thenseond). Because of the com-
plexity of ownership structure (funds buying bantkat were buying CDOs), many of
the investors were completely unaware of the rsdsed by these securities. Further,
there was a significant amount of free capital, evmostly by oil-exporting coun-
tries, which had to be invested [7]. This excegstahcaused the risk premiums to
decrease significantly in 2007.

Despite the use of very sophisticated measures #weerating agencies have
failed to forecast the danger embedded in thesaries, providing incorrect risk as-
sessments of many MBSs. {8Furthermore, many Americans took loans purely for
speculation purposes, anticipating an increaseice pf the property.

Due to the flaws discussed above, it is only lddilcat after the FED increased
interest rates, many of the borrowers were unablpay their loans and defaulfed
This has led to many foreclosures with the propsréelling on public auctions. As the
mortgages became less available due to highersitand the supply of housing in-
creased dramatically, the prices of real estateany U.S. states fell sharply. Howev-

er, prices in a few states have not been affecte{oy.

2 Some banks have even invested in so-called “Cfa@are”. CDOs square are Special Purpose Vehictés s
lar to CDOs, with the only difference that theyro securitize pools of mortgages, but tranchesttedr CDOs,
instead. This is a system similar to a fund of futitht was intended to provide massive diversificatHowev-
er, it is virtually impossible to evaluate risk @gore of such an investment vehicle. Warren Buéfstimated
that in order to do this, the analyst would havestad approximately 750 000 pages of materialschvisi by no
means possible [46]. Hence, these instruments igrbe viewed as a wild bet on the general mortgageket
trend, which, obviously, went very wrong.

3 For further discussion on lending standartds BBAriccia,G. ; Igan, D.; Laeven,L.: Credit boorasd lend-
ing standards: evidence from the subprime mortgaaet

4 For example, Moody’s awarded the highest rathg\, to several risky structured products due woanput-
er bug in their models. In fact, the ratings shchdste been lower by 4 grades [47].

® This is because of 2 factors: First, many mortgagtered smaller interest rates for the first yaad then
increased, or carried a variable interest rateclwhid to reset every year according to FED ratesce, the
monthly payments for many borrowers have increagguificantly.
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The economic recession

There are currently (in April 2008) several signggesting that the American
economy has slipped into a recession. Among thde mysortant are the earnings re-
ported by U.S. Companies that are usually lowantbxpected. The main factors,
which caused this negative development, are theirpesn of the Americans, who
have significantly cut their spending, as welllaes decline of the construction industry
due to the real estate market crisis [10]. Morepthex banking sector is facing serious
problems, what makes the loans for both businessg¢sndividuals less available.

Another serious concern is the increasing pricesoofl and oil, which will
have an especially strong impact on the U.S. dubemngoing weakening of dollar.
Combined with continuing involvement in the Iragngaaign, these developments
create serious inflationary pressures. Combinet thi¢ current economic slowdown,
the situation could potentially evolve into stagtla [11]. Stagflation is a combination
of slow economic growth or decline and rising psick was witnessed in the U.S. in
1970s, as an effect of the Vietham War and Oil kh@nd had serious impact on the

welfare of American citizens [12].

Theliquidity crisis

After the real estate bubble started to burst i@720nany banks realized that
some of their assets were likely to be affectethieycrisis. The market with mortgage-
backed securities has become totally illiquid ituaan 2007. Several banks started to
announce write-downs as well as to adjust theifippestimates for future years.
Among the most affected were the American banksg®@iip, Meryll-Lynch and
Morgan Stanley, but also the European banks UBSAGHSBC [13]. Most of these
institutions are big, well-established investmeanks, but also some smaller regional
banks (Bayern LB), insurance (American Internatiagraup) and reinsurance (Swiss

Re) companies got involvéd

6 For details see Appendix 1.



The write-downs have provoked feelings of anxigtyl fear across the finan-

cial markets. The overall liquidity of the financimarkets has decreased significant-
7

ly .
pected in November 2007 [f4]Although this amount is much smaller than theitgq

According to the estimates, losses of totall¢0® billion worldwide were ex-

of the banks, fears about possible liquidity praidestarted to emerge in autumn 2007.
In this period, it was very complicated to figunaét,onvhich particular banks were deep-
ly involved in the subprime mortgage securities kmtiand could be facing the threat
of bankruptcy.

The fears were accompanied by a steep rise imtee-lbank interest rates, e.g.
LIBOR (see Appendix 2J. Because the banks anticipated difficult timesytile-
manded much higher risk premium for their loansusihthe credit became hard to
obtain for banks and they had to pass the burddémgbkr interest on to their custom-
ers. They also became reluctant to finance long-teusiness projects, what could
have a significant impact on the companies. Hetimemortgage and consumer credit
rates rose sharply and the requirements for pnogi@ loan tightened as well [16].
This state of late 2007 is by some theorists reteto as the credit crunch [17].

The increased rates, although only temporary, cbaleé been one of the major

causes of the possibly upcoming recession in t§&°U.

7 See the Financial markets liquidity index acaogdio BoE in Appendix 6 (Figure 14).
8 Since then, the estimates have increased tailidnt[15].

9 Some concerns have been expressed recentlydaggeo which the LIBOR was not a reliable indicadd the
inter-bank interest rates. According to some bagkbée banks are reluctant to report the true addtseir bor-
rowing due to the fear of negative reactions bystioek market. Thus, the LIBOR may be undervalde]. [If
this was the case, it would constitute a major miadleformation, as many traders follow this benatkmary
closely. Hence, some analysts suggest replacisgrtiicator, which determines the relative payoffsnany
derivatives, by other measures, such as the Ovdrimidexed swaps [49].

10 The rates have decreased shortly after the REDscprime rate.
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PART I1: Effects and implications of the liquidity crisis

Effects on the banking sector

Banking has been the industry most affected byctiss in the U.S. Besides
the huge write-downs and abundant losses, thenmoputtiness of banks has been shat-
tered. Many investors blame the bank executivedbéing too greedy and investing
into assets regardless of their risk. Some exeesitare also being blamed for not
reacting quickly enough to the crisis, or, liketlve case of Hypo Real estate, for with-
holding important information and trying to earrofir based on ft. These practices
became possible as in some countries; the banksuusarsophisticated off-balance
sheet vehicles or subsidiaries to invest into riskgurities [19F. Such behavior has
increased concerns of the investors even morecanmtbined with other factors, has
ultimately led to a steep fall in stock prices loé financial institutions. This situation
constitutes, especially for smaller banks, a paaénsk of acquisition by their larger
competitors or hedge funds.

Concerns about the financial stability of banksaadl as of their trustworthi-
ness have caused the fall of British mortgage lemMt&thern Rock in September
2007, which is considered the first victim of theguidity crisis. In case of Northern
Rock, rumors started to spread around the marlmitats possible bankruptcy decla-
ration, not long after the bank announced its sutgmvrite-downs. This caused panic
among the bank’s customers and triggered a classicon the bank”. The bank was

forced to declare insolvency within days and cafledhelp to the Bank of England.

11 The german bank Hypo real estate has consigtertied any involvement in the subprime securitieser,
on january 15, 2008, it announced a write-off o® 38illion euro. Consequently, the share of H.ReH.ly
nearly 30 % in a few hours. Company’s managementddiately stepped in and bought shares cheapérge |
volumes [18].

12 Some banks, including Citigroup, have been aato$ dubious accounting practices. For examplégiGup
has consolidated all of its mortgage-related ass&ione SPV-type subsidiary and thus removed tfiiem its
balance sheet, making them invisible for the inmesstSuch practices bear a strong resemblance tonths
applied by Enron. Merill-Lynch and UBS have empldémilar accounting techniques [50].
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The central bank stepped in and provided the nacgsash. Northern Rock was later
nationalized and is currently waiting for a buy20]|

Another prominent victim of the liquidity crisisas the fifth biggest American
investment bank, Bear Stearns. The bank, withoytpaevious warning, has declared
bankruptcy in March 2008 and called for FED as ler of last resort. FED has
promptly arranged a deal with JP Morgan Chase ¢oige a short-term loan to pro-
vide liquidity. After the deal, JP Morgan Chasepwsed a deal to buy Bear Stearns
shares for $ 2 per share, causing the share prisimmet by 70% in two days.The
fall of such a big bank, that was unthinkable a f@ars ago, has caused even greater
uncertainty in the financial markets as well asnevegher decrease in consumer
spending [21].

As the mentioned flaws begun to unfold, a lot ahking executives had to face
pressures and calls for their dismissal. At leastd major bank CEOs had to step
down due to the involvement of their companieshm subprime business. These were
Charles Prince of Citigroup, Stanley O’Neal of Mdtiynch and lately Peter Wulffli,
the CEO of UBS. Moreover, most banks are prepamiagpr cuts in their workforce,
especially in their investment banking divisiontieTnumber of lay-offs throughout
the sector only in the U.S. has been estimated0rOR0 [22].

Finally, the last important effect of the crisssworsening of the ability to raise
additional capital by issuing new shares. Investmes very careful about the bank
stocks nowadays, as they suspect additional urgiéasirprises could be hidden in
the banks’ balance sheets. Therefore, many banks twarely solely on borrowed
money to ensure liquidity. Nonetheless, some miagmks like Citigroup, Lehman
Brothers or UBS have shown that they have no pnebleising additional cashvia

new stock emissions [23].

13 After encountering resistance by the Bear Sgéstiareholers, JP Morgan Chase had increasedlite § 10
per share, which was later accepted.

14 The stock price of these institutions has redpdrimmediately and rose substantially after thesne
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Effects on the stock market

The events mentioned above have caused significardrtainty among inves-
tors. This uncertainty has manifested in the inedaamounts of volatility on the
stock market, which did not concern only the bagkstocks, but affected also other
sectors. However, empirical evidence suggestsoiduaiting became after august 2007,
and has remained until April 2008, the most vaasiector on the marKat Despite
the loss of value in major stock indices (DAX, Ddanes, NASDAQ), which fol-
lowed the outbreak of the mortgage crisis, thesic@s were able to rally in winter
2007. Nonetheless, it was a complete surprise fmymnvestors, as the prices tum-
bled by almost 20% in January 2008. For exampke,Glerman index DAX has suf-
fered the biggest loss in its history [24]. Theestindices did not do much better, ei-
ther. The bank stocks were affected most, becdueseviere the most volatile and sen-
sitive component of the market. Due to severityhef losses suffered in January 2008,
we believe that this period will be in the futuegarred to as the stock market crash of
2008.

A significant factor, which could have triggerecetfall of stock prices, was,
strangely enough, the interest rate cuts condumyatie FED. These cuts have caused
the dollar to depreciate and thus caused losskesdign investors owning U.S. shares.
As the FED kept decreasing the interest rates antintied to express its readiness to
continue the trend, many investors started tothelr money out of the U.S. economy,
in order to avoid the exchange rate risk. This &gl the decline in bond prices im-
mediately after interest rates cut, the declinstatk prices a few days later as well as
the massive depreciation of Dollar.

Since the crash in January, the stock prices halired a little, but the rise has

not been too significatt Although the government officials in the EU hageh con-

15 For example, see the Appendix 3, where develapofevarious stock indices is depicted. Cleathg KWB
banking index has lost in the last year the mogtisofalue (approximately 35%), whereas the loséegher
indices reached roughly 20%.

16Later, throughout June and July, they fell eveeper, leading many analysts to the belief thathemdear
market began
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tinuously declaring that the economy had been goad shape and the companies
were reporting increasing earnings, the stock praid not increase significantly. This

phenomenon can have various reasons. We believéhthanain reason is uncertainty
about future earnings of the companies. Pastorvandnesi have proven that uncer-
tainty about future profitability can increase #teck price of a company [25]. The
current market situation suggests that the unceytaibout future profits can also de-
crease the stock price, if the expectations ofnlagket are negativé These expecta-

tions were probably also influenced by the negage@nomic outlook in the U.S.

Effects on hedge funds

Hedge funds are usually closed mutual funds, whaeseagers enjoy much dis-
cretion at their investing decisions [26]. Theyast both in the stock market and in
the market with derivative securities. Although gedunds belong to the biggest in-
vestors in the financial markets (their overalledassare estimated at $ 2.68 trillion
[27]), they are relatively unregulated. This aramgnt poses significant threats, be-
cause hedge funds usually do not invest only thim money, but rather buy stocks
on margin, with leverage ratios sometimes as hgl@0:1. Using this tactics, the
managers can earn significantly higher profits, inutimes of market decline, they
often face serious losses.

When buying stocks on margin, hedge funds areestittp a procedure called
“marking to the market”, in which the current markealue of their securities is daily
assessed. The underlying logic is this: if they baymargin, they have to deposit a
certain sum of money in cash or risk-free secwitie collateral at their broker, in or-
der to obtain the loan, which they later investisTdum is set as a percentage of the

value of securities purchased. Thus, if the valtigsosecurities declines, the hedge

17 We do not prove this hypothesis quantitativedyeh as it is beyond the scope of this work. Howethés
could be an interesting subject for future redearc
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fund is called to deposit additional cash. If iedaot do so, the broker closes its posi-
tions, repays the loan and then hands out the neleaback to the hedge fund.

Hedge funds can substantially shatter the stgtfithe financial markets. This
was particularly true in the case of the LTEMvhich had to be saved from bankrupt-
cy by the FED in order to prevent collapse of thel& financial system [28].

Although there is very little information avail@bbn the current situation of
hedge funds, some practitioners believe that afldtiem are going to collapse in 2008
as a result of the stock market decline [29]. Thiggests that the crash of January
2008 could have been triggered by forced sales®éta of those hedge funds, which
failed to meet the margin requirements. Howevegrdhs too little evidence on the

matter to draw any conclusions.

Effects on insurance companies

Most general insurance groups have not been Vigegtad (except for their
share price) by recent crisis. However, there aseirance companies, which have
dealt with bond insurance and sometimes have evamad the mortgage-backed se-
curities. These companies have incurred great $osdely and some of them are on
the verge of bankruptcy. For example, two majorcbmsurers, MBIA and AMBAC,
had to be saved from bankruptcy by a loan arrabgeadajor investment bankq30].

Anyway, these banks did not arrange the loan aacaf sheer philanthropy.
Rather, they did it to calm down the markets, all a® their own stakeholders (as
these banks were the major customers of MBIA andb@ceh If the insurers went
bankrupt, the banks’ ratings would probably be dgraded due to the lack of hedging

of their positions.

18 Long Term Capital Management, a hedge fund yeskleral Nobel prize winners, collapsed in 1994 as
result of speculating in the bond market while Ibgybn margin.

19 Wachovia corp., UBS, Barclays, Societe Geneitegroup and others.
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According to our meaning, major insurance compaare unlikely to go bank-
rupt until the liquidity crisis persists, as thenka would immediately step in to rescue
them in order to prevent any further negative affec

Consequently, some investors consider the bosdramce business a very
profitable investment. For example, Warren Buffetight a stake in Swiss Re, a bond
re-insurer company, through his company Berkshaéblway in January [31]. He has

also offered to reinsure municipal bonds worth @ Billion [32].

Implications for bankers

In our point of view, the most important thing, ialn the bankers should con-
centrate on, is rebuilding the trust and confidetoeeards their partners and investors.
This confidence was disrupted by the involvemerth& subprime mortgage business,
as well as by the hesitant and often misleadinggancements of information. Moreo-
ver, sending senior executives away with more thamerous retirement packatfes
and distributing bonuses while reporting lossessdnot boost the investor confi-
dence, either. Because of their involvement inghleprime business, the banks will
have to lay-off tenths of thousands of employeed et some of their operations,
sometimes even the profitable ones [34].

Hence, the implications of this crisis for bankars to improve Investor Rela-
tions as well as the risk management of their pbos$. Additionally, the banks are
urged to review their credit issuing requirementsider to avoid issuing risky loans.
According to our meaning, stricter requirementsorrowers can significantly miti-
gate the risk of future crises similar to the oh@@07.

Finally, bankers ought to review their liquidityamagement procedures as well,

in order to be better prepared for liquidity criseat can emerge in the future [35].

20 For example, after his dismissal, Merill LyncB@ Stanley O’Neal has received a retirement package
161.5 million, leaving the company with an 8-billisubprime related write-down [33].
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Implications for non-banking executives

For Non-banking companies and their executivesg#épreciating dollar is cur-
rently the most serious problem. During the lasary@&JSD has, as an effect of the
subprime crisis and subsequent cuts in U.S. inteaéss as well as the increasing def-
icit of the balance of trade, depreciated by ne2@§6 against the EUR® Particular-
ly the European companies exporting into the UuSes from this development.

However, the short-term exchange rate fluctuatioas be overcome by ex-
change rate hedging (e.g. by buying financial dgmwes such as forwards, futures or
swaps, which specify the exchange rate of a funamesaction). Nevertheless, a com-
pany cannot hedge against a continuous trend iextieange rate development for the
long term, as most of the financial derivativeséhélve maturity not exceeding a few
months and their forward prices are being contisyoadjusted.

On the other hand, the depreciating dollar candwastageous for the Ameri-
can companies exporting to Europe. This could kead partial revival of the U.S.
economy.

Another important implication stems from experierédhe credit crunch. Af-
ter the first write-downs, as the LIBOR increasmghi$icantly and the banks started to
have problems with liquidity, the interest rates é@mpanies increased steeply, too.
Such a state is referred to as the credit crunhls Situation was particularly trouble-
some for companies that did not have much net wgrldapital at their disposal.
Therefore, they had to take short-term loans fghhiterest. Hence, another implica-
tion of the liquidity crisis and the credit crun@dr the non-banking companies is to
maintain certain level of net working capital irder to be prepared for such periods.
Moreover, for the time of liquidity crises, the cpamies should not take on excessive

debt, as they could become dependent on theirlende

21 For additional details, see Figure 5 in the Ajujbe 3.
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Implications for investors

Recent decline in stock prices constitutes an dppiay to buy stocks of blue
chip companies significantly cheaper, while (astaa Europe) maintaining almost the
same level of earnings and economic condition &réeThis is an ideal time to buy
stocks especially for value investttsNevertheless, our recommendation for the in-
vestors is to act according the “buy what you kmimciple”, as not all companies are
in equally good situation. Therefore, we recomm#r@dEuropean investors to concen-
trate on European stocks, as the chances of negatonomic development are small-
er in this region and the necessity to hedge agdayzreciating dollar falls off in this
case. However, attention should be paid to the figan companies that conduct a part
of their business or export their goods in the &bhiBtates, as the strong EURO is like-
ly to cause problems for these companies. Regattim@anks, we advice to the small
investors not to invest in this field, unless tip@gssess a significant knowledge of the
current situation and have a vast experience mfthid. > Nonetheless, some of the
banks have probably the biggest potential for alamwerage returns. However, these
are more than matched by the high risks that tesstments carry.

As the market development in the next few monthgry hard to forecast and
most of the investors do not possess the abilitynie the market [37], we think that
using the “dollar cost averaging” method would nb&the most appropriate way to
invest. This method suggests that rather than tmgeall his funds at once, the inves-

tor should invest small portions of his fortune@gular intervals, spread between sev-

22 Value investors are investors who concentratiherfundamental value of the company and buysise® for
the long term. These investors seek to find stockkervalued by the market, in order to buy thenapheand
gain substantial profits later [36]. Famous inveslike Warren Buffet or Peter Lynch are known dolhering to
the principles of value investing.

23 In the current environment, the investors canelgton the traditional measures of financial gs@l, such as
earnings growth, P/E and PEG ratios and othengpsted in the financial statements issued by ahkis has
two reasons, the first being off-balance sheetwauting, which is often used to understate losshs.second
reason is complete unreliability of the gains régdrDue to the mark-to-the-market accounting metkdnich
is legal by GAAP, the banks can treat decline ingof the bonds issued by them (that was, prdbtjczaused
by a decrease in their credit ratings and thus th&stworthiness) as a gain. Hence, from the itor&sperspec-
tive, the banks clearly overstate their earnindgg.[5
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eral months. Such a practice is very effectivehatimes of high uncertainty about the
stock market development in the near future, agitificantly reduces the investor’'s

exposure to the market rfdk

PART I11: Measures undertaken or considered to solvethecrisis

I nterest rate cuts

Since the outbreak of the mortgage market crisiaugust 2007, Federal Re-
serve System has decreased its key interest ratesi25% to 2.25 %, cutting the
rates gradually (totally 6 times) Especially surprising were the cuts performethia
January 2008, cutting the rate by 1.25% within tmeeks, which were a reaction to
the adverse developments in the stock market. Meredthe FED has also decreased
its margin requirements on the loans provided. Thlws FED still accepts also the
long-term CDOs with AAA ratings and lends for thes much as 90% of their par
value [38]. Thus, the expected amount of cash pexiby FED to the U.S. banking
system is estimated at roughly $ 200 billion [3®though this tactics was successful
at bringing a temporary liquidity to the inter-bamiarket and thus prevented the oc-
currence of crises like Bearn Stearns or NortheyokRit has still been unable to solve
the most important problem, namely to remove sugpiand uncertainty from the
financial markets. On the contrary, this policy $ad the dollar to depreciate, which
raised even more concerns among foreign investatsaused many of them to close
their U.S. positions.

Similarly, the Bank of England, started to deceetite interest rates as well.
Despite the cuts being significantly smaller thhose in the U.S., the effects were

very similar. Although the interest rates for besises and consumers were reduced

24 By having to invest in small parts, the invessgpartially protected from sudden stock slumps,He also
loses the potential gains.

25 For further details, see table 1 in Appendix 5.
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slightly, the risk premiums in the inter-bank lemgliremained significant. The stock
market remained cautious, experiencing only vemytéd gains.

On the other hand, the European central bankdfasad to cut its rates due to
the inflationary pressures, which caused accusatodrinactivity. Besides, the Euro-
pean banks have not been so deeply involved ioribs. Nevertheless, the necessity
to decrease the rates may emerge shortly, as prediating dollar impacts the export
industries.

Recent development suggest that interest rate alatee, no matter whether
large or small, cannot solve the current crisis wrdove the uncertainty from the fi-
nancial markets. In addition, they may trigger sgranflationary pressures. Hence,
some additional actions are needed.

U.S. economic stimulus plan

In February 2008, U.S. president George W. Bughesl the Economic stimu-
lus Act after both the congress and the senateoapgrit. According to this act, ap-
proximately $ 150 billiof® will be injected into the economy in form of taebates in
order to boost consumer spending and thus repeidkef a recession [40]. The tax
breaks are supposed to create incentives botmdaviduals to increase spending and
for businesses to invest their money into new egeit. However, Krugman suggests
that this plan will probably not work, as the mtst breaks are going to be granted to
social groups with the highest income, whose butialgits are not determined by size
of their latest paycheck [41]. Moreover, many merahls the low-income group will
probably save the extra money obtained becauseawfdf a coming recession and
possible unemployment. Hence, the effects of trem@mic stimulus plan are very
hard to foresee.

26 This amounts to 1% of U.S. GDP.
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Buyout of risky securities by the central banks

After the collapse of Bear Stearns, a wide disaussias started between the
central bankers and bank executives about thelpesslutions of the liquidity crisis,
as the interest rate cuts proved to be insuffici®me of the ideas suggested was buy-
ing out all the mortgage securities at risk by teatral banks [42]. This procedure
could overcome the pessimism and fears of the fiaamarkets and bring the situa-
tion on a stable level. However, this solution edibs three problems. Firstly, the in-
flation level, which is already on the rise, woutdrease even more. Secondly, if this
solution would be taken, central banks of all tifieeced countries would have to
agree on a common course of actionAn unanimous consensus of all concerned is
thus highly improbable. Finally, this course ofiactwould create a precedent and
inspire the banks to take on excessive risk ifuh&e, while relying on a central bank
bailout. Moreover, it would help the banks with posk management, whereas their
counterparts with sound risk policies would not gey compensation for their pru-

dence. Hence, this plan is very unlikely to beiptd practice.

Mortgage securities swap

The Bank of England has recently decided to pewadswap of mortgage-
related securities for UK treasury bills in totabrth of £ 50 billion for the British
banks within the next 6 months [43]. For the swB@E will accept mortgage-backed
securities with the highest rating (AAA), senior Granches and corporate bonds as
well. After entering the swap, a commercial bank Wwé subject to marking to the
market (reviewed daily by the Bo®) whereby its solvency at the swap’s maturity

date will be ensured. In case the assets swappdubfals drop in value, the commer-

27 This concerns at least the Bank of England, FRafiss central bank and the European central balnich
consists of 15 countries.

28 Like if the bank was investing on margin.
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cial bank will be called upon to deposit additiorwalllateral. However, there are
doubts about the possibility to assess the valuaatgage-related securities, as there
Is currently no functioning market to establish tharket price and even the most so-
phisticated financial models will most probablyl fi take into account all the factors
that influence the instruments’ prices.

Subsequently, three years after the initial tratsas (i.e. at the time of maturi-
ty), BoE will return to the commercial bank its ngage-related securities (or the
proceeds from them) and the commercial bank willrrethe treasury bills to the BoE
plus pay a fee charged for the transaction by’B¢& scheme of all transactions is
depicted in Appendix 7).

We strongly believe that the Bank of England’ausoh is the best one that has
been proposed to deal with the liquidity crisis. ®ynporarily swapping the risky se-
curities for considerably safer and more liquid W&asury bonds, the banks will have
enough liquidity to weather any short-term markettuations that could arise. As the
banks’ liquidity increases, their reluctance torbar funds to other banks or business-
es will probably either disappear or lessen sigaiitly, making credit more available
for both companies and individuals. We believe thatinvestors shall also react posi-
tively, as the swap has the potential to calm désams on the financial markets. The
major argument for this is the fact that the prolitgtof a sudden bankruptcy declara-
tions like in cases of Bear Stearns or NorthernkReil diminish due to increased
liquidity.

Moreover, we believe that this solution is alsst jlor the society, because in all
other cases (interest rates cuts, MBSs buyouts)caists would ultimately be paid by
the state, and thus by all taxpayers. Howeverhis ¢ase the losses will not be cov-
ered by the state, only postponed for later to ginee banks time to recover. Hence,
they will be carried by the banks’ owners, whatnsgé¢o be the most socially accepta-
ble alternative, as they had earned above averagigspon the risky mortgage invest-

ments before the subprime crisis emerged.

29 The interest charged will be the spread betwleei3-month London Interbank interest rate (Likaomyl the 3-
month interest rate for borrowing against the sécof government bonds, subject to a floor of 2Bik points
[44].
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Nevertheless, it is not known whether the 3 ysarap guaranteed by the Bank

of England will provide enough time for the banasécover from their losses.

Part | V: Possible impacts on the Slovak economy

Fortunately, the Slovak economy, as well as all BEWwmember states, have
not been significantly affected by the liquiditysis yet [45]. This claim is supported
by the development of Bratislava Inter-bank Offefeadte (BRIBORY, which has
fluctuated in a narrow range and has shown sulbaligritigher stability compared to
LIBOR and other inter-bank rates. This progress saggported by strong economic
growth as well as by the fact that the banks inv&te did not buy U.S. mortgage-
related securities and have been maintaining sogmfly higher credit requirements
for their clients than their American counterpafittus, the risk of liquidity problems
within the Slovak bank sector seems to be negkgibl

Nevertheless, many of the Slovak banks are likelpe affected by the crisis
indirectly, because they operate as subsidiarigereign banks that are involved in
the crisis and often face liquidity problems. Hers@me Slovak banks may be forced
to restrict their lending activities for certainrfpel of time and submit their free capital
to their parent companies. However, the scope edelactivities remains difficult to
assess.

Nonetheless, there is another phenomenon thafpesceed to influence Slovak
businesses, which export goods to the U.S, narhelynterest rate cuts conducted by
the FED, which were a direct effect of the liquyditrisis and have caused the depreci-
ation of dollar. This constitutes a difficult sitian particularly for the automotive in-

dustry, which is strongly export oriented.

¥ see Figure 13 in Appendix 5.
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Further, the rising prices of oil and food on th&rnational markets are very
likely to increase the inflation level within theaomy. However, this should not en-
danger the euro adoption, as these developmengsehaworidwide impact and as such
are not likely to affect Slovakia’s ability to fillfthe Maastricht criteria.

Still, in case Slovakia is successful to adopt eagas new currency, the banks
will be able to borrow money from the central bdnkthe rates valid in the euro zone.
Moreover, the BRIBOR will probably also adapt amshwerge to the other major in-
ter-bank interest rates in Euro. Therefore, weelvelj that after the euro adoption, the
liquidity crisis can influence the Slovak economg ghanges in interest rates (in case
the ECB decides to do so because of the lack oifdity by major western banks).
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Conclusion

Nowadays, in April 2008, the liquidity crisis islka serious issue regarding the
banking industry. Despite all the actions of theta banks, it still has not been com-
pletely contained. However, we are quite optimistiout future development in this
matter, as new and very promising solutions ared@nplemented (especially the
BoE’s swap scheme).

In this paper, we have analyzed the causes ofdbglity crisis, its effects and
its potential impacts on particular economic sulsie®ue to the lack of literature
available on the topic, we had to base our reseanasily on publicly available ar-
ticles from the press. Nevertheless, we believehaxe constructed a concise and a
rather clear picture both of the current situateord the past events. Moreover, we
have analyzed the possible solutions of the caselselaborated some implications for
various parts of society. Finally, we have alsettyidiscussed possible effects on the
Slovak economy, which, as it seems, are not vepyifscant, at least in the short run.

However, the topic discussed in this work offerscmunore space for further
research. Focusing on the development of stodegrand their reactions to various
events and news during the crisis period woulddpeeally interesting. Nevertheless,
such research would require much endeavor andaiimied to use some quantitative
methods, it would be both tedious and very timescomng. Hence, conducting such a

research remains a big challenge for the future.

23



References

[1]Krugman, P.: Partying Like It's 1929, New Yoriknes online,
http://www.nytimes.com/2008/03/21/opinion/21krugnt@aml?_r=2&oref=slogin&ore
f=slogin, obtained on April 19, 2008

[2] Burton, K: Soros Sees Additional Market DeelnAfter Reprieve, Bloomberg
online,
http://www.bloomberg.com/apps/news?pid=20601087&ajkiPSW _domB4&refer=h
ome, obtained on April 19,2008

[3] Merriam-Webster online dictionary, http://wwwemiam-
webster.com/dictionary/crisis; obtained on April 2008

[4]Dell'Ariccia,G. ; lgan, D.; Laeven,L.: Credit bons and lending standards: evi-
dence from the subprime mortgage market; availablevw.ssrn.com; p.2-8, ob-
tained on April 20, 2008

[5] Mortgage-Backed Securities; U.S. Securities Brdhange Commission;
http://lwww.sec.gov/answers/mortgagesecurities.lototained on April 20, 2008

[6] Collateralized debt obligation; Wikipedia;
http://en.wikipedia.org/wiki/Collateralized_debt liglation; obtained on April 20,
2008

[7] Greenspan,A.: The roots of the mortgage cribis,wall street journal,
http://opinionjournal.com/editorial/feature.htm|210010981; obtained on April 20,
2008

[8] Oxford analytica : Credit Crisis Hurts Ratingy@ncies, Forbes,
http://lwww.forbes.com/2007/08/13/credit-rating-csis
oxford_0814oxfordanalytica.html; obtained on A, 2008

[9] Office of federal housing enterprise oversighitidespread house price declines in
fourth quarter, http://www.ofheo.gov; obtained oprih20, 2008

[10] The great American slowdown, The economistamed on april 10, 2008,

[11] Johnson, S.C.: Inflation seems hanging ov@820orld economy; Reuters; 2007;
http://www.reuters.com/article/InvestmentOutlook@8ISN1264245420071213; ob-
tained on April 20, 2008

24



[12] Samuelson, P.A.; Nordhaus, W.D.: Economicghigenth Edition; McGraw-
Hill; 2005; p.405

[13] Subprime mortgage crisis, Wikipedia,
http://en.wikipedia.org/wiki/Subprime_Crisis; obtad on April 20, 2008

[14] Glover,J.: Subprime losses may reach 400balyats say; Bloomberg online,
http://www.bloomberg.com/apps/news?pid=20601087&a8fCFxLIgT2s&refer=wo
rldwide; obtained on April 20, 2008

[15] Parry,J.; Ablam, J.: Soros: Global subprimssks likely above $1 trillion; Wash-
ington Post; http://www.washingtonpost.com/wp-
dyn/content/article/2008/04/09/AR2008040901205.htofdtained on April 20, 2008

[16]Steverman, B.: Thornburg Braces for Tough Tsméead; Business Week;
http://www.businessweek.com/investor/content/ocZpi20071017_695086.htm?ca
mpaign_id=yhoo; obtained on April 20, 2008

[17] Krugman, P.: Credit crunch; New York times;
http://krugman.blogs.nytimes.com/2008/02/04/creditach/; obtained on April 20,
2008

[18] Reiche, L.; Rottwilm, Ch.: Vorstande nutzenrEsturz fur Privatkaufe; Manager-
magazin; http://www.manager-magazin.de/geld/gekza0,2828,528783,00.html;
obtained on April 20, 2008

[19] Kohn, D.L.: The Changing Business of Bankitrgplications for Financial Sta-
bility and Lessons from Recent Market Turmoil; Sgfeét the Federal Reserve Bank
of Richmond's Credit Market Symposium; CharlotteytN Carolina; Federal Reserve
system; http://www.federalreserve.gov/newseventgsip/kohn20080417a.htm; ob-
tained on April 20, 2008

[20] Vina, G.; Morris, L.: Northern Rock Nationaéid as U.K. Rejects Virgin Bid;
Bloomberg online;
http://www.bloomberg.com/apps/news?pid=20601087&3RI399 tyWImw&refer=h
ome; obtained on April 20, 2008

[21] Burns, G.; Podmolik,E.: Bear Stearns bail@ienergizes fears; The Chicago
tribune; http://www.chicagotribune.com/business#tig-wall-street-crisis-
marl8,0,55594.story; obtained on April 20, 2008

[22] Read, M. : Celent: 200,000 US Banking JobRiak; Associated Press;
http://biz.yahoo.com/ap/080401/us_banking_jobs.htdtained on April 20, 2008

25



[23] Bank capital: Rights and wrongs; The economis
http://www.economist.com/finance/displaystory.cfioPg id=10974142; april 3rd
2008

[24] Dax erleidet grof3ten Punktverlust seiner Gesitl; Frankfurter Allgemeine Zei-
tung;

http://lwww.faz.net/s/RubF3F7C1F630AE4F8D8326 AC2ABEBDE/Doc~EDAA2
2FD621CF4F3F98466019C5EE634D~ATpl~Ecommon~Sspbktial. obtained on
April 20, 2008

[25] Pastor.; Veronesi, P.: Was there a NASDAQ bubble in #ie 1990s? ; Journal
of Financial Economics 81; 2006; p.61-100

[26] McDonald, D.: Running of the hedgehogs; Newk/magazine; 2007;
http://nymag.com/news/features/2007/hedgefunds/BO&btained on April 20, 2008

[27] Hedge Fund Asset Flows & Trends Report 200&jtutional investor news; in
Hedge Funds; Wikipedia; http://en.wikipedia.org/idiledge_fund; obtained on April
20, 2008

[28] Kohout, P.: Investni strategie proréti tisicileti; Grada publishing; 2005; p.49

[29] Jack Meyer in CEO spotlight; Bloomberg TV;
http://www.bloomberg.com/avp/avp.htm?clipSRC=mmsedia2.bloomberg.com/cac
he/vo_8c8pMhPBM.asf; obtained on April 20, 2008

[30] Gasparino, Ch.: Banks Attempt to Rescue Amkxdhber Insurers; CNBC,;
http://www.cnbc.com/id/22948246/; obtained on A@@, 2008

[31] Ram, V.: Buffet Reassures Swiss Re; Forbes;
http://www.forbes.com/markets/2008/01/23/swiss+pelate-markets-equity-
cx_vr_0123markets15.html; obtained on April 20,200

[32] Funk, J.: Buffett Offers to Back Municipal Bds; Associated press; in Yahoo
finance; http://biz.yahoo.com/ap/080212/buffett nmbbonds.html; obtained on April
20, 2008

[33] Murakami Tse, T.: Merrill CEO Steps Down, iea Firm In Crisis; Washington
post; http://www.washingtonpost.com/wp-
dyn/content/article/2007/10/30/AR2007103000565.hthtained on April 20, 2008

[34] Read, M. : Celent: 200,000 US Banking JobRiak; Associated Press;
http://biz.yahoo.com/ap/080401/us_banking_jobs.htdtained on April 20, 2008

26



[35] Kohn, D.L.: The Changing Business of Bankitrgplications for Financial Sta-
bility and Lessons from Recent Market Turmoil; Sgeét the Federal Reserve Bank
of Richmond's Credit Market Symposium, CharlottertN Carolina; Federal Reserve
system; http://www.federalreserve.gov/newsevent®'sikohn20080417a.htm; ob-
tained on April 20, 2008

[36] Graham, B.; Zweig, J.: The intelligent invasteevised edition; Harper business
essentials; 2003; p.206

[37] Kohout, P.: Investni strategie proréti tisicileti; Grada publishing; 2005; p.19

[38] Federal Reserve System Discount and PSR @ddlavargins Table; Federal re-
serve system; http://www.frbdiscountwindow.org/disntmargins.pdf; obtained on
April 20, 2008

[39] Blackden, R.: Shares soar as Fed pumps ifl#20Telegraph;
http://www.telegraph.co.uk/money/main.jhtml?xml=/mey/2008/03/11/bcnfed111.x
ml; obtained on April 20, 2008

[40] Bush signs stimulus bill; rebate checks expédn May; CNN;
http://edition.cnn.com/2008/POLITICS/02/13/busimatius/?iref=mpstoryview; ob-
tained on April 20, 2008

[41] Krugman,P.: Stimulus Gone Bad; The New Yorké&s;
http://www.nytimes.com/2008/01/25/opinion/25krugntaml?_r=1&oref=slogin;
obtained on April 20, 2008

[42] Giles, Ch.; Guha, K.: Central banks floatas ideas; Financial Times;
http://search.ft.com/ftArticle?queryText=Centralhka+float+rescue+ideas&aje=true
&id=080321000061&ct=0; obtained on April 20, 2008

[43] Special liquidity scheme: information; BankEngland;
http://www.bankofengland.co.uk/markets/sls/sIs-iniation.pdf; obtained on April
20, 2008

[44] Special liquidity scheme: information; BankEngland,;
http://www.bankofengland.co.uk/markets/sls/sIs-infation.pdf; obtained on April
20, 2008

[45] Reiserer, A.: EBRD Chief Economist says “mgholding up well but will be
affected”; The European Bank for Reconstruction Beslelopment;
http://www.ebrd.com/new/stories/2008/080123.htntaoted on April 20, 2008

27



[46] Warren Buffett on Squawk box; Interview on BE; transcript available at
http://msnbcmedia.msn.com/i/CNBC/Sections/News_Axrdhlysis/ Blogs/Warren_B
uffett._Watch/_DAILY%20POSTS/Documents/Ask%20Warr&tho
%20Complete%20Transcript%20-%202008-03-03.pdf;inbthon July 14, 2008

[47] Robinson, G.: Moody’s error ratings in debbgucts, Financial Times online,
http://ftalphaville.ft.com/blog/2008/05/21/13213/awys-errs-in-rating-debt-products/;
obtained on July 14, 2008

[48] Mollenkamp, C.: Bankers cast doubt on keysatmid crisis; The Wall Street
Journal online;
http://online.wsj.com/article/SB120831164167818289l?mod=hpp_us_pageone;
obtained on July 14, 2008

[49] McCormick, L.C.: LIBOR proxies gain as tradeeek truth with swaps; Bloom-
berg;
http://www.bloomberg.com/apps/news?pid=20601109&a81jIP_2L4E4&refer=ho
me; obtained on July 14, 2008

[50] Pittman, M.: Citigroup’s ‘last Roman’ CDO shevnron accounting; Bloom-
berg;
http://www.bloomberg.com/apps/news?pid=20601170&reiome&sid=a42143EyV
ai8; obtained on July 14, 2008

[51] Keoun, B.: Wall Street says -2 + -2 = 4 abiliies get new bond math; Bloom-
berg;
http://www.bloomberg.com/apps/news?pid=20601109&retiome&sid=a2ppBYAO
ELaU; obtained on July 14, 2008

28



Bibliography

Americké poisovne MBIA a Ambac sa dostali do existegch problémov;
O peniazoch .sk;
http://openiazoch.zoznam.sk/info/zpravy/zprava.Agy®ID=58951; 2008

Bank capital: Rights and wrongs; The economistij 8pd 2008;
http://www.economist.com/finance/displaystory.cfmoPg id=10974142; 2008

Burns, G.; Podmolik,E.: Bear Stearns bailout rergzes fears; The Chicago tribune;
http://www.chicagotribune.com/business/chi-tue-vaiteet-crisis-
marl8,0,55594.story; 2008

Burton, K: Soros Sees Additional Market DeclineseAReprieve, Bloomberg online,
http://www.bloomberg.com/apps/news?pid=20601087&ajkPSW_domB4&refer=h
ome

Collateralized debt obligation; Wikipedia;
http://en.wikipedia.org/wiki/Collateralized_debt ligfation; 2008

Dax erleidet grof3ten Punktverlust seiner Geschidtrenkfurter Allgemeine Zeitung;
http://lwww.faz.net/s/RubF3F7C1F630AE4F8D8326 AC2ABEBDE/Doc~EDAA2
2FD621CF4F3F98466019C5EE634D~ATpl~Ecommon~Ssphizia|. 2008

Dell’Ariccia,G. ; Igan, D.; Laeven,L.: Credit boorasd lending standards: evidence
from the subprime mortgage market, 2007; availabl@ww.ssrn.com

Funk, J.: Buffett Offers to Back Municipal Bondssgociated press; in Yahoo finance;
http://biz.yahoo.com/ap/080212/buffett_muni_bontalh2008

Gasparino, Ch.: Banks Attempt to Rescue AmbaceQtisurers; CNBC;
http://www.cnbc.com/id/22948246/; 2008

Giles, Ch.; Guha, K.: Central banks float rescwag] Financial Times;
http://search.ft.com/ftArticle?queryText=Centralhka+float+rescue+ideas&aje=true
&id=080321000061&ct=0; 2008

Glover,J.: Subprime losses may reach 400bn, asadgst Bloomberg online;
http://www.bloomberg.com/apps/news?pid=20601087&a8fCFxLIgT2s&refer=wo
ridwide; November 12, 2008; retrieved on april2Z0®8

29



Graham, B.; Zweig, J.: The intelligent investonised edition; Harper business essen-
tials; 2003

Greenspan,A.: The roots of the mortgage crisiswidléstreet journal, 2007,
http://opinionjournal.com/editorial/feature.html2{1L0010981, retrieved on april
19,2008

Hedge Fund Asset Flows & Trends Report 2008; unstibal investor news; in Hedge
Funds; Wikipedia; http://en.wikipedia.org/wiki/Heglgfund; 2008

Jack Meyer in CEO spotlight; Bloomberg TV;
http://lwww.bloomberg.com/avp/avp.htm?clipSRC=mmsedia2.bloomberg.com/cac
he/vo_8c8pMhPBM.asf; 2008

Johnson, S.C.: Inflation seems hanging over 2008vezonomy; Reuters; 2007,
http://www.reuters.com/article/InvestmentOutlook@BISN1264245420071213; 2008

Keoun, B.: Wall Street says -2 + -2 = 4 as lial@itget new bond math; Bloomberg;
http://www.bloomberg.com/apps/news?pid=20601109&retiome&sid=a2ppBYAO
ELaU; obtained on July 14, 2008

Kohn, D.L.: The Changing Business of Banking: Irogtions for Financial Stability
and Lessons from Recent Market Turmoil; Speecth@tRederal Reserve Bank of
Richmond's Credit Market Symposium, Charlotte, N&arolina; Federal Reserve
system; http://www.federalreserve.gov/newseventggsip/kohn20080417a.htm; 2008

Kohout, P.: Investini strategie proréti tisicileti; Grada publishing; 2005

Krugman, P.: Credit crunch; New York times; 2008;
http://krugman.blogs.nytimes.com/2008/02/04/creditnch/; 2008

Krugman, P.: Partying Like It's 1929, New York timmenline,
http://www.nytimes.com/2008/03/21/opinion/21krugnm@ml?_r=2&oref=slogin&ore
f=slogin, 2008

Krugman, P; Obstfeld, M.: International economitiseory and practice; sixth edi-
tion; Pearson; 2003; 754 p.

McCormick, L.C.: LIBOR proxies gain as traders s&ekh with swaps; Bloomberg;
http://www.bloomberg.com/apps/news?pid=20601109&a81jIP_2L4E4&refer=ho
me; obtained on July 14, 2008

McDonald, D.: Running of the hedgehogs; New Yorlgamne; 2007;
http://nymag.com/news/features/2007/hedgefunds/BO24908

30



Merriam-Webster online dictionary, http://www.mem-
webster.com/dictionary/crisis , 2008

Mollenkamp, C.: Bankers cast doubt on key rateslamsis; The Wall Street Journal
online;
http://online.wsj.com/article/SB120831164167818288l?mod=hpp_us_pageone;
obtained on July 14, 2008

Mortgage-Backed Securities; U.S. Securities anchBmge comission;
http://www.sec.gov/answers/mortgagesecurities.htm

Murakami Tse, T.: Merrill CEO Steps Down, LeavesiFIn Crisis; Washington post;
http://www.washingtonpost.com/wp-
dyn/content/article/2007/10/30/AR2007103000565.h&0D7

Office of federal housing enterprise oversight déspread house price declines in
fourth quarter, http://www.ofheo.gov, 2008

Oxford analytica : Credit Crisis Hurts Rating Ages; Forbes,
http://www.forbes.com/2007/08/13/credit-rating-csis
oxford_0814oxfordanalytica.html, 2007

Parry,J.; Ablam, J.: Soros: Global subprime lodige$y above $1 trillion; Washington
Post, 2008; http://www.washingtonpost.com/wp-
dyn/content/article/2008/04/09/AR2008040901205.htretrieved on april 19, 2008

PastorL.; Veronesi, P.: Was there a NASDAQ bubble in #te 1990s?; Journal of
Financial Economics 81; 2006; p.61-100

Pittman, M.: Citigroup’s ‘last Roman’ CDO shows Bnraccounting; Bloomberg;
http://www.bloomberg.com/apps/news?pid=20601170&reiome&sid=a42143EyV
ai8; obtained on July 14, 2008

Ram, V.: Buffet Reassures Swiss Re; Forbes;
http://www.forbes.com/markets/2008/01/23/swiss-pelate-markets-equity-
cx_vr_0123markets15.html; 2008

Read, M. : Celent: 200,000 US Banking Jobs at Fiskpciated Press;
http://biz.yahoo.com/ap/080401/us_banking_jobs.hH08

Read, M. : Celent: 200,000 US Banking Jobs at Fiskpciated Press;
http://biz.yahoo.com/ap/080401/us_banking_jobs.hH08

31



Reiche, L.; Rottwilm, Ch.: Vorstadnde nutzen Kursatiiir Privatkaufe; Manager-
magazin; http://www.manager-magazin.de/geld/gekza0,2828,528783,00.html;
2008

Reiserer, A.: EBRD Chief Economist says “regiondiad up well but will be af-
fected”; The European Bank for Reconstruction aegdopment;
http://www.ebrd.com/new/stories/2008/080123.htn)&0

Robinson, G.: Moody’s error ratings in debt produé&tinancial Times online,
http://ftalphaville.ft.com/blog/2008/05/21/13213/awys-errs-in-rating-debt-products/;
obtained on July 14, 2008

Rose, P.S.; Fraser, D.R.: Financial institutiohsptedition; Business publications
INC.; Plano-Texas; 1988; 762 p.

Samuelson, P.A.; Nordhaus, W.D.: Economics; Eigttte&dition; McGraw-Hill;
2005

Special liquidity scheme: information; Bank of Ezgd;
http://www.bankofengland.co.uk/markets/sls/sIs-niation.pdf; 2008

Special liquidity scheme: Market Notice; Bank ofgtand
http://www.bankofengland.co.uk/markets/money/markgte080421.pdf; 2008

Steverman, B.: Thornburg Braces for Tough Timesadh@&usiness Week; 2007;
http://www.businessweek.com/investor/content/ocZpi20071017_695086.htm?ca
mpaign_id=yhoo; 2008

Subprime mortgage crisis, Wikipedia,
http://en.wikipedia.org/wiki/Subprime_mortgage i008

Subprime mortgage crisis, Wikipedia, http://en.ywédlia.org/wiki/Subprime_Crisis,
2008, retrieved on april 19, 2008

The great American slowdown, The economist, dffirilwww.theeconomist.com,
2008

Vina, G.; Morris, L.: Northern Rock Nationalized K. Rejects Virgin Bid; Bloom-
berg online;
http://www.bloomberg.com/apps/news?pid=20601087&3RI399 tyWImw&refer=h
ome; 2008

32



List of abbreviations:

$ - United States Dollar

£ - British pound

BoE — Bank of England

BRIBOR — Bratislava Inter-Bank Offered Rate
CDOs — collateralized debt obligations
ECB — European Central Bank

FED — Federal reserve system

H.R.E — Hypo Real Estate

LIBOR — London Inter-Bank Offered Rate
LTCM- Long Term Capital Management
MBSs — Mortgage-backed securities
SPV — Special Purpose Vehicle

U.S. — United States

USD - United States Dollar
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