Resources and Research

You must read, at a minimum:

1. “GE and the Shadow Bankling Landscape” case. Pay particular attention to the parts we discuss in class, as well as the exhibits.

2. Mishkin and Eakins – Chapter 19 – Banking Industry: Structure and Competition.

In answering the questions below, you may find it useful to review some of the other cases related to financial crises (e.g. Long-Term Capital Management and the 2008-09 GFC), as well as the legislative and regulatory response to the latter (i.e. Dodd-Frank). Recommended supplemental readings for this case are:

Mishkin and Eakins - Chapter 20 - Mini-Case “The Long Term Capital Management Debacle” (p. 496)

Mishkin and Eakins - Chapter 8 - Case “The Global Financial Crisis of 2007–2009” (pp. 174-

182) [Pay particular attention to the Failure of High-Profile Firms section]

Brookings’ “A Primer on Dodd-Frank’s Orderly Liquidation Authority, ” Aaron Kline, June, 2017.

Read the Sept 2008 NY Times article entitled “Long-Term Capital Management: It’s a Short-Term Memory”

Read the Sept 2015 NY Times piece entitled “Revisiting the Lehman Brothers Bailout That Never Was.”

Ben Bernanke’s lectures, per the syllabus, particularly

· Lecture 3 – The Federal Reserve’s Response to the Crisis and

· Lecture 4 – The Aftermath of the Crisis

Any other resources you find helpful (please cross-reference as appropriate)

You may, and probably should, carry out some light research beyond the resources listed above in order to help answer the following questions. Sources should be cited.

Instructions & Questions: Answer the following questions a concisely as possible. The questions are intended to elicit your understanding of the way the failure of systemically important financial institutions have previously been handled in the US by the Fed, the Treasury and other financial institutions, including regulatory agencies. Comparing and contrasting the approaches taken by the Fed in each circumstance is one of the goals of this case. Your write-up should be no longer than 8 pages (double-spaced). The assignment must be submitted through Blackboard in MS-Word format.

1. What is the Shadow Banking system?

2. Consider the 20th century innovations in financial contracts, markets and institutions that comprise the Shadow Banking system, as well as the origins of the Money Market Fund industry. What specific frictions and inefficiencies of traditional commercial banks are addressed by shadow banks and money markets? In the context of the financial system, how do both lenders (savers) and borrowers (spenders) benefit by ameliorating these frictions and their associated costs?

3. Notwithstanding GE’s post-GFC decision regarding GE Capital, GE Capital did not fail during the 2008-09 GFC. Now, suppose that GE Capital was a “too big to fail institution” that had indeed become insolvent, like many others, during the last financial crisis. Based on what you know about the failure of other systemically important institutions, how might Ben Bernanke’s Federal Reserve or the Treasury have handled this? [Hint: your answer should consider the types of things that were carried out to avert a financial crises when LTCM blew up, or worsening of the global financial systems when firms like Lehman Brothers, Bear Stearns, AIG, Merrill Lynch, an so on, were on the eve of insolvency].

4. What is Section 13(3) of the Federal Reserve Act and how does it pertain to the handling of failing SIFI’s prior to the enactment of Dodd-Frank? Would Section 13(3) possibly have applied to GE Capital should it have run into insurmountable liquidity problems in later 2008?

5. In 2013, GE Capital was designated as non-bank SIFI by the Financial Stability Oversight Council (FSOC). Do you believe that GE would have put forward their “GE Capital Exit Plan” in 2015 in the absence of this designation? Why or why not? Would your answer possibly change if MetLife’s success in fighting their designation had occurred two years earlier?

6. GE Capital was a savings and loan holding company (SLHC). Why do think that the FSOC proceeded to designate GE Capital as a non- bank SIFI in 2013, even though it was already subject to prudential regulation as a SLHC?

7. Suppose GE Capital maintained its size and retained its SIFI designation. And then suppose its assets largely became illiquid during a future financial crisis, such that the Federal Reserve determined that it was not only insolvent, but also a risk to the financial system and the US economy. Would the government or any of its agencies intervene? If so, how would it be worked out in the Dodd-Frank era?

8. Consider GE and its current turmoil. In your opinion, was deprecating GE Capital a smart move or a blunder? Why or why not?

