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SUMMARY 

Disclaimers: (i) the views are my own, (ii) the topic is 
much too broad for this presentation, (iii) the focus is 
limited to certain aspects. 

1. What’s common about financial crises? 

2. What’s special about this crisis? 

3. What are the challenges ahead? 
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What’s common about financial crisis? 

 

• Examples of recent crises: 

– 1990s: Japan’s lost decade (banks and 
insurance) 

– 1994: Mexico 

– 1997: Asian crisis 

– 1998: Russia, LTCM 

– 1999-2001: Brasil, Argentina 

– 2000s: tech bubble and equities’ bear market 
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What’s common about financial crisis? 

 

• Lax and imprudent lending practices 

• Often tied to financial innovation 

• Herding behaviour 

• Build up of leverage 

• Triggers (e.g. downgrading, monetary 
tightening) 

• Propagation and domino effects 

• Broader economic impact 
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What’s common about financial crisis? 

 

• Underlying causes of various nature: 

1. Micro-economic 

2. Macro-economic 

3. Institutional 

• The focus of this presentation is on 
number 1 and partly 3. 

• However, underlying macro-economic 
imbalances are extremely important and 
should not be underestimated 
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What’s special about this crisis? 

• The origins: 

– From “buy and hold” to “originate to 
distribute” 

– Complex structured products 

– SPEs only seemingly off-loaded from balance 
sheets 

– Failed Credit Risk Transfer mechanisms 

– Reputational risk 
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What’s special about this crisis? 

• The trigger: 

– Tightening monetary policy in the US 

– Defaults in US sub-prime mortgages 

– Propagation channels 

• From real estate to ABSs 

• From ABSs to liquidity problems of SPEs 

• SPEs effectively returned on banks balance sheets 

• Lack of liquidity of ABSs 

• Lack of transparency in banks’ accounts 
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What’s special about this crisis? 

• The systemic nature of the crisis: 

– Halt of ABS markets: fall of liquidity 

– Marking to market exacerbated the halt 

– Uncertain reverberation on banks’ balance 
sheets: lack of transparency 

– Halt of interbank markets 

– Interbank lending collapses: CBs step in 

– Financial market rescues until LB bankruptcy 
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What are the challenges ahead? 

• The issues: 

– Deleveraging 

– Support banks to restart real lending and 
interbank markets 

– Moral hazard 

– Fix market discipline  

– Overhaul financial regulation and supervision 
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What are the challenges ahead? 

• Deleveraging: 

– Risk of a vicious circle between weaknesses in 
the financial system and in the economy 

– Paradox: low interest rates may keep alive 
“zombie banks” 

– Today there is no conflict between financial 
stability and monetary stability. What about 
in the coming years? 
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What are the challenges ahead? 

• Recapitalization of banks to restart real 
lending and interbank markets: 

– Private debt shifted to the tax payers 

– Swollen contingent liabilities of the public 
sector 

– Extraordinary monetary measures still needed 
to support the economy and the lack of 
interbank transactions 
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What are the challenges ahead? 

• Moral hazard: 

• Too many crises, too many public and 
macroeconomic bail-outs 

• Systemically Important Financial Institutions (SIFIs) 

• The action of the G20 and the FSB to stem the “Too-
big-to-fail” issue 

• Difficult/impossible to get rid of 
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What are the challenges ahead? 

• Fix market discipline: 

– Lack of due diligence 

– Strengthen corporate governance and internal 
risk management practices 

– Failure of and over-reliance on rating agencies 

– Stem destabilizing speculation 
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What are the challenges ahead? 

• Last but not least…..Overhaul financial 
regulation and supervision: 

– Basle III: strengthen quality, quantity and 
consistency of bank capital 

– Resolvability of SIFIs 

– Convergence towards high standards of 
accounting principles 

– Migration of OTC markets to central clearance 

– Macro-prudential regulation and supervision 

 

 

14 



THANK YOU  

 

 
Gian Paolo Ruggiero, Vice-Chair 

OECD Committee on Financial Markets 
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