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Roles of the Financial System

* Intertemporal substitution

* Risk diversification

Von der Wall Street

* Information aggregation zur Main Street
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Risk Diversification
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Figure 1.2: Fragmentation of farmland in Laxton. Allocation made in order to give
a fraction of each type of land to each family. Reprinted from The Open Fields, by C. S.
and C. S. Orwin, 1954, Oxford Clarendon Press.
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What went well?

ELROY DIMSON o PAUL MARSH ¢ MIKE STRUNTON

Triumph of
the Optimists

161 YEARS OF GLOBRAL INUESTMENT RETURNS
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"I THOUGHT WE WERE JUST BUYING A HOUSE!”
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Subprime Mortgages



Securitization

Sub Prime MES 1

Wlorgage Backed Securitiss

Individuzl Morig age

Indiwiduzl Mortg age

Indidual Mortgage
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Assets Liabilities
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Sub Prime MBS 2
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Sub Prime MBS 2

Ind bduzl Mortg e

Indidual Mortgace

Indiiclual Mortgace

Indkadual Mortg ace

Individuzl Morig age

Inciiduzl Mortg ace

Assets Liabilities

AnL ~80%

A ~ 4%

Assets

EBE Wlezz Tranche af

™ MBS 1
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™ MBS52
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[BBE -~-36% | —

Wezz Tranches of
MES M

CDO - Collateralized Debt Obligation

Super
Senior
Tranche

A ~6%

BEE ~6%

Income Motes —4%

Universitat Zirich

r ~50-60%

UBS has
bought
various

degrees
of SuperSenior
Protection

r ~40-50%

While the junior notes behind the BEE Mezzanine Tranche are typically very thin, the total credit support for the Mezz. Tranche ars
typically in the range of 9-12% in form of Income Motes, Excess Spread and Owver Collateralization



Securitization

Frankfurter Allgemeine Zeitung, May 16, 2003




The Housing Bubble
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Financial Crisis
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Bad Bank
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Nationalization

Freddie
/" Mac*
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Social Unrest
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Government Debt
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Quantitative Easing




History of Bubbles & Crashes
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Correcting the existing system

— Securitization § Dodd Frank Act
— Bank Bonuses § MIFID

— Retrocessions 5 FIDLEG

— Required Capital z FINRAG

— Dark Pools

— Shadow Banking

— HFT
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Cycle of Re-De-Regulation
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A Restart: Fintech




The Bitcoin Bubble
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Homo Sapiens
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