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Total reported sub-prime Percent of reported
exposure (US$bn) expasure

Investment Banks 7 %
Commercial Banks 418 31%
GSEs 12 8%
Hedge Funds 291 21%
Insurance Companies 39 23%
Finance Companies o5 %
Mutral and Pension Funds a7 4%
Leveraged Sector 896 G6%
Unleveraged Sector 472 34%
Total 1,368 100%
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Figure 1.1: Subprime exposures by type of institution (source: Greenlaw, Hatzius,

Kashyap and Shin (2008))
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Figure 1.3: Long Intermediation Chain
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Assets Liabilities

Loans to firms. Liablities to non-banks
households (e.g. deposits)
Claims on other Liabilities to other banks
banks Equity

Individual bank

Figure 2.2: Balance Sheet of Individual Bank
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or more succinctly as

x=zxll+y—e (2.4)

Solving for .

y=¢e+ x (I —TI)

Define the leverage of bank i as the ratio of the total value of assets to the value

of 1ts eguity. Denote leverage byv A;. That is,
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z = (L — TI) 2«

1
e = "
1
1 TTaj - Imn other words, =; 1s the props«

lairmholders - the sector 72 +— 1. Then

can be obtained by post-multiplyimge

iy-e = iﬂz‘:ﬂ}: (A: — 1) + iﬂs

=—1 =1 z=—1
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SDONMAZE

1, Regulatory Intervention

(i) Counter Cyclical Capital Targets (Brunnermeier(2009))
(i) L/ALYD D ERZEKET S (Hildebrand (2008))

(iii) Bk XM {E(e) NN EERZFLE ()L —FEEARICHNZS
(iv) Liquidity Requirement (iEITE DFELR)

2 . Forward-Looking Provisioning

F-TEHICIRLT, EXZ—EERSE 5 (Spain)

3. Structural Reform of Intermediation

LAALYU BRI RLEGENWKIICHRBDEFEEFOMICASERF
NtZx5m{EESH (Covered Bond, HITL=EBITHARENICILEIR
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Japan: Share Price, Land Price, Bank Loans
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China, Shanghai Share Price
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INT )LD F A (Bubbles)

1, Tirole (1982) MG ETILOLETIINT L
IFFELELLGZ, BHEGL, EEZEBALT, 53k,

MENTEITLHEFEINSIDTHNIL., H#HL.
TDFOIGEEZEBALGULINLTHDS,

2. EFER A TIX, EEMEIL., B5IBHBETILT
KON THENO RSO WLEELTEILIVTLNS
(LeRoy and Porter(1981), Shiller(1981))

3. RERII. TNENHLELBEHREFHF-O>TLS

()VEERDIEXTFRE. (iVEXZIT RT—EIZTHEL
-89 RXTZmNDDTIIEL, (i) #FEIEE
INU—FIRGE AL HFEL TLNSD TIEZLY




4. 1IDEYTIENAT X
()EEFBHREF > -EERTHH>TH. BE
hiZE TOEE| L., DBMLGEZEZXZIT5,

(i) )RV EIEMGIRERIE, KBHIGTEEN
+ZFELLGTNIL, KYEKRELEGET

S o S

(i) ZZ A D EZR (Noise Trader) H'. BT
HWMTEIZI NIE, TiFIEMNKELEINTLES

5. AZDFEIE, KK, A—TlIL<. BOR
& 2T=(Heterogeneous Beliefs) PR D £ E(21T
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Why did Bubble Occur in Many Countries ?

1, Easy Monetary Policy =2 Excess Liquidity

2, Share Price starts to rise

3, Wealth effect = higher consumption
expansion of sales

4, Improvement of Business Condition

5, Increases in Investment

6, Consumption, Investment, = Higher growth

7, Everybody is happy

8, Difficult for the central bank to stop



Bubble Indicators

(i) Changes in the ratio of banks’ real estate-
related loans to the loans of banks overall

In Japan, this ratio rose from 16% to 32.6%
Lr/Lt

(ii) Comparison of the pace of growth in
banks’ real estate lending with the real
economic growth rate AlLr/Lr> AY/Y

(iii) The rise in the housing prices compared
with the average income of workers

Ph> oY
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= PHREHTE

= PNREE & & AT

1990| 1995| 2000| 2005| 2007 1990 1995| 2000| 2005| 2007
= 35.2| 39.6| 38.0f 47.3| 48.6| 36.1| 419| 351| 43.3| 44.2
T 35.7| 29.6| 319| 33.0| 322| 2/0| 34.1| 275| 206| 21.3
A RKxT7 | 323| 30.6| 31.8| 275| 28.2| 30.8| 31.9| 222| 246| 249
Er=AES| 37.3| 36.5| 339| 33.2| 30.8| 375| 37.6| 31.0, 30.1| 294
~bL—7 344 39.7| 46.1| 428| 422| 324| 43.6| 269| 20.0( 21.9
OV =vd 18.7| 145| 17.3| 21.0| 209| 24.2| 224| 21.2| 146| 152
U AR—)v| 440] 50.1| 46.9| 48.6| 51.4| 37.1| 345| 33.3| 199| 226
Bia 27.8| 26.8| 25.5| 25.6| 28.7| 229| 252| 233| 21.4| 21.2
A A 340 369 325| 31.0| 33.9| 413| 421| 228| 31.4| 2638
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Direction of Portfolio Investment
Figure 1, From Asia, Figure 2, To Asia, Figure 3, Europe
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Where are investors coming from to Asian Region

EU countries(billion Dollar)

e Leress 1 billion
Country Liabilities US Dollar UK Euro Area Others

Thailand 1. EU 110.85 39.44 67.57 3.84
Total=402.83 26 USA 105.98

3fif Singapore 44.76

4. Hong Kong 22.19

Bff Japan 7.46
Malaysia r EU 145.28 66.95 73.23 5.11
Total=496.67 2{if Singapore 81.74

3. USA 52.25

4. Hong Kong 22.75

5L Switzerland 5.64
Singapore 1z USA 363.61 107.21 119.91 8.85
Total=812.3 26 EU 235.98

3. Hong Kong 70.97

4L Japan 44.51

5. Switzerland 9.32
Hong Kong 14z EU 538.10 289.94 225.19 22.97
Total=1,374.93 26 USA 462.25

3fiL Singapore 137.46

47 Japan 82.94

5 Bermuda 46.52
Indonesia 1 USA 90.25 30.66 45.66 2.95
Total=291.53 26 EU 79.27

3fif Singapore 63.32

47  Mauritius 38.23

5L Japan 5.73
Korea 1z EU 744.6 346.56 364.03 33.87
Total=2390.96 2fif Hong Kong 95.53

3ff USA 82.43

4 Japan 53.91

B5{\f Singapore 45.62
Philippines 1z EU 101.45 33.60 61.66 6.19
Total=219.85 26 USA 71.79

3fif Japan 13.82

4 Hong Kong 11.19

5ff Singapore 9.48
Japan 1. EU 5,287.05 1,959.36 2,751.79 575.90
Total=15,424.21 2fr USA 5,200.84

3 Canada 339.04

4. Norway 211.47

5L Switzerland 185.58
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Portfolio Investment from Asian Region(2005)

Those countries who

EU countries (billion US

Country holds Portfolio [P}isll(iioorlllgf‘ dollars)
Assets UK Euro Area | Others

Thailand 167 EU 10.33 4.57 5.67 0.09
Total=3,108 26 US 8.88

3fi. Singapore 1.8

4 Indonesia 1.57

5ff Hong Kong [1.55
Malaysia 14z EU 13.18 5.57 7.54 0.07
Total=3,781 |2/, Singapore 7.51

3fif USA 5.67

4/ Hong Kong |1.96

5fi/ Australia 1.43
Singapore 14z EU 629.28 356.82 260.54 11.91
Gorel=20168 o Usa 290.31

3fi. Australia 169.66

4y Malaysia 167.83

567 Korea 90.3
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Holders of JGB, Mainly by Japanese

L¥ trilhion J

Households Others General
Foreigners 35.8 16.7 Gowvermnment
53.7 5.2% 2 4% Lexclude
7.9% | ___——— Public
| Y Pensions)
- 3.5

0.5%

25.6
3.8%
Public
Pensions
.9 Life and Nonlife J39.6%

1.7% Insurance
131.2
19.2%
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