EC 223 Chapter 9 Notes
Financial Crises and the Subprime Meltdown
Factors Causing Financial Crises
· Well-working financial system solves asymmetric information problems
· Financial crises occurs when increases in asymmetric information causes severe adverse selection and moral hazard problems.
· Results in financial markets inability to channel funds efficiently
Six factors play an important role in financial crises: 
1. asset market effects on balance sheets, 
2. deterioration in financial institutions’ balance sheets, 
3. banking crises, 
4. increases in uncertainty, 
5. increases in interest rates, 
6. government fiscal imbalances. 
Asset Market Effects on Balance Sheets
· The state of borrowers’ balance sheets has important implications for the severity of asymmetric information problems in the financial system. 
· Asset market effects contain 4 factors:
1. Stock market decline
2. Unanticipated decline in the price level
3. Unanticipated decline in the value of domestic currency
4. Asset write-downs. 
· STOCK MARKET DECLINE 
· A sharp decline in the stock market is one factor that can cause a serious deterioration in borrowing firms’ balance sheets. 
· can increase adverse selection and moral hazard problems and provoke a financial crisis. 
· STOCK MARKET DECLINE 
· A decline in the stock market means that the net worth of corporations has fallen, because share prices are the valuation of a corporation’s net worth. 
· The decline in net worth makes lenders less willing to lend because the net worth of a firm plays a role similar to that of collateral. 
· Because lenders are now less protected against the consequences of adverse selection, they decrease their lending, which in turn causes investment and aggregate output to decline.
· In addition, the decline in corporate net worth increases moral hazard by providing incentives for borrowing firms to make risky investments
· The resulting increase in moral hazard makes lending less attractive
· UNANTICIPATED DECLINE IN THE PRICE LEVEL 
· In economies with moderate inflation many debt contracts with fixed interest rates are typically of fairly long maturity ( ten years or more). 
· Unanticipated declines in the price level decrease the net worth of firms:
· Debt payments are contractually fixed in nominal terms, an unanticipated decline in the price level raises the value of borrowing firms’ liabilities in real terms (increases the burden of their debt)
· but does not raise the real value of firms’ assets. 
· The result is that net worth in real terms ( the difference between assets and liabilities in real terms) declines. 
· A sharp drop in the price level therefore causes a substantial decline in real net worth for borrowing firms and an increase in adverse selection and moral hazard problems facing lenders. 
· UNANTICIPATED DECLINE IN THE VALUE OF THE DOMESTIC CURRENCY 
· many nonfinancial firms, banks, and governments in developing countries issue debt denominated in foreign currencies rather than in their own currency. 
· Because of uncertainty about the future value of the domestic currency in developing countries
· With debt contracts denominated in foreign currency when there is an unanticipated decline in the value of the domestic currency the debt burden of domestic firms increases. 
· Since assets are typically denominated in domestic currency, there is a resulting deterioration in firms’ balance sheets and a decline in net worth, which then increases adverse selection and moral hazard problems along the lines just described. 
· ASSET WRITE- DOWNS 
· Asset price declines also lead to write- downs of the value of the assets side of the balance sheets of financial institutions. 
· This deterioration in their balance sheets can also lead to a contraction of lending. (effects of deterioration in balance sheets are explained next.)
Deterioration in Financial Institutions’ Balance Sheets
· Suppose financial institutions suffer deterioration in their balance sheets and so have a substantial contraction in their capital. 
· They will have fewer resources to lend, and lending will decline. 
· The contraction in lending then leads to a decline in investment spending, which slows economic activity.
· Deterioration in financial institutions’ balance sheets leads to 
· Banking Crisis
· Increases in Uncertainty
· Increases in Interest Rates
· Government Fiscal Imbalances
Banking Crises
· If the deterioration in financial institutions’ balance sheets is severe enough, the institutions will start to fail. 
· Fear can spread from one institution to another 
· Because banks have deposits that can be pulled out very quickly, they are particularly prone to contagion of this type. 
· A bank panic occurs when multiple banks fail simultaneously. 
· The source of the contagion is asymmetric information. 
· In a panic, depositors, fearing for the safety of their deposits, withdraw their deposits to the point that the banks fail. 
· The decrease in bank lending during a banking crisis decreases the supply of funds available to borrowers, which leads to higher interest rates. 
· Bank panics result in an increase in adverse selection and moral hazard problems in credit markets. 
Increases in Uncertainty
· An increase in uncertainty might be caused by 
· the failure of a prominent financial or nonfinancial institution, 
· a recession, or 
· a stock market crash
· It makes it hard for lenders to screen good from bad credit risks.
· the adverse selection problem reduces lenders’ willing to lend, 
· leads to a decline in lending, investment, and aggregate economic activity.
Increases in Interest Rates
· If interest rates increases substantially, good credit risks are less likely to want to borrow while bad credit risks are still willing to borrow. 
· Because of the resulting increase in adverse selection, lenders will no longer want to make loans. 
· Cash flows drops as a result of an increase in interest rates:
· cash flow: the difference between cash receipts and expenditures. 
· A firm with sufficient cash flow can finance its projects internally, and there is no asymmetric information 
· An increase in interest rates decreases firms’ cash flow. 
· With less cash flow, the firm must raise funds from a bank
· How can the bank be sure if the firm will invest in safe projects?
· Because of increased adverse selection and moral hazard, the bank may choose not to lend even to firms that are good risks and want to undertake potentially profitable investments.
Government Fiscal Imbalances
· In emerging- market countries ( such as Argentina, Brazil, Ecuador, Russia, and Turkey ), government fiscal imbalances may create fears of default on government debt. 
· As a result, demand from individual investors for government bonds may fall, causing the government to force financial institutions to purchase them. 
· If the debt then declines in price— which, as we have seen in Chapter 6, will occur if a government default is likely— financial institutions’ balance sheets will weaken and their lending will contract. 
· Fears of default on the government debt can also spark a foreign exchange crisis in which the value of the domestic currency falls sharply because investors pull their money out of the country. 
· The decline in the domestic currency’s value will then lead to the destruction of the balance sheets of firms with large amounts of debt denominated in foreign currency. 
· These balance sheet problems lead to an increase in adverse selection and moral hazard problems, a decline in lending, and a contraction of economic activity.
Dynamics of Past Canadian Financial Crises: Stage 1
· There are several possible ways that financial crises start: 
1. mismanagement of financial liberalization or innovation, 
2. asset price booms and busts, 
3. spikes in interest rates, or 
4. a general increase in uncertainty when there are failures of major financial institutions ( see the top row of Figure 9- 1).

· Mismanagement of Financial Liberalization and Innovation
· financial liberalization: the elimination of restrictions on financial markets and institutions
· Financial innovation or liberalization is highly beneficial in the long run because it facilitates the process of financial development.
· However, financial liberalization or innovation has a dark side: 
· if managed improperly, it can lead financial institutions to take on excessive risk. 
· With restrictions lifted or new financial products introduced, financial institutions frequently go on a lending spree, often called a credit boom, and expand their lending at a rapid pace. 
· Unfortunately, the managers of these financial institutions may not have the expertise to manage risk appropriately in these new lines of business.
· Mismanagement of Financial Liberalization and Innovation
· most governments encourage banks to keep on lending during bad times by providing a government safety net. 
· However the government safety net weakens market discipline for the bank. 
· With a safety net, depositors know that they will not lose anything if a bank fails. 
· Thus, the bank can still acquire funds even if it takes on excessive risk. 
· The government safety net therefore increases the moral hazard incentive for banks to take on greater risk than they otherwise would, 
· because if their risky loans pay off, the banks make a lot of money; 
· if they don’t and the bank fails, taxpayers pay most of the bill 
· The presence of a government safety net requires regulation and government supervision of the financial system to prevent excessive risk taking. 
· Without this monitoring, risk taking can explode.
· Mismanagement of Financial Liberalization and Innovation
· Eventually, this risk- taking comes home to roost. 
· Losses on loans begin to mount and the drop in the value of the loans drive down the net worth of banks  
· With less capital, these financial institutions cut back on their lending, (called deleveraging). 
· Furthermore, with less capital, banks become riskier, causing depositors to pull out their funds. 
· Fewer funds mean fewer loans and a credit freeze. The lending boom turns into a lending crash.
· Asset Price Boom and Bust
· Asset prices can be driven well above their fundamental economic values by investor psychology 
· The result is an asset- price bubble
· Asset- price bubbles are often also driven by credit booms, in which the large increase in credit is used to fund purchases of assets, thereby driving up their price. 
· When the bubble bursts, the resulting decline in net worth increases asymmetric information, making borrowers less credit- worthy and causing a contraction in lending 
· The asset- price bust can also lead to a deterioration in financial institutions’ balance sheets, which causes them to deleverage, further contributing to the decline in economic activity.
· Spikes in Interest Rates
· Many Canadian financial crises were precipitated by increases in interest rates  
· bank panics led to a scramble for liquidity in Canada that produced sharp upward spikes in interest rates. 
· Higher interest rates lead to 
· declines in cash flows for households and firms 
· a reduction in the number of good credit risks who are willing to borrow
· both of which increase adverse selection and moral hazard causing a decline in economic activity.
· Increase in Uncertainty
· Canadian financial crises have almost always started when uncertainty is high, either 
· after a recession has begun or 
· the stock market has crashed. 
· Good financial information is harder to come by in a period of high uncertainty, 
· adverse selection and moral hazard problems increase, leading to a decline in lending and economic activity
Dynamics of Past Canadian Financial Crises: Stage 2
· depositors begin to withdraw their funds from banks and a bank panic starts 
· Bank panics were a feature of all Canadian financial crises during the nineteenth and twentieth centuries. 
· Bank panics were also a feature of all U. S. financial crises until World War II, occurring every twenty years or so 
· The resulting decline in the number of banks results in a loss of their information capital and worsening adverse selection and moral hazard problems 
· For the typical Canadian financial crisis, there is then a sorting out of firms that were insolvent ( had a negative net worth) from healthy firms by bankruptcy proceedings. 
· The same process occurs for banks
· Once this sorting out is complete, uncertainty in financial markets declines, the stock market recovers, and interest rates fall. 
· adverse selection and moral hazard problems diminish and the financial crisis subsides. 
· With the financial markets able to operate well again, the stage is set for the recovery of the economy, bringing us to the next possible stage.
Dynamics of Past Canadian Financial Crises: Stage 3
· If the economic downturn leads to a sharp decline in prices, the recovery process can be short- circuited.
· a process called debt deflation occurs, 
· a substantial unanticipated decline in the price level
· leading to further deterioration in firms’ net worth because of the increased burden of indebtedness. 
· With debt deflation, the adverse selection and moral hazard problems continue to increase so that lending, investment spending, and aggregate economic activity remain depressed for a long time. 
· The most significant financial crisis that included debt deflation was the Great Depression, the worst economic contraction in history.
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The Subprime Financial Crisis of 2007-2008
· the underlying driving forces behind the U. S. financial crisis of 2007– 2008 are 
· Mismanagement of financial innovation in the subprime residential mortgage market 
· the bursting of a bubble in housing prices
Financial Innovations Emerge in the Mortgage Markets
· Before 2000, only the most credit- worthy ( prime) borrowers were able to obtain residential mortgages. 
· Advances in computer technology and new statistical techniques led to quantitative evaluation of the credit risk for a new class of riskier residential mortgages. 
· Subprime mortgages are mortgages for borrowers with less- than- stellar credit records. 
· Alt- A mortgages are mortgages for borrowers with higher expected default rates than prime but with better credit records than subprime borrowers. 
· Households with credit records could now be assigned a numerical credit score (FICO score) 
· predicts how likely they would be to default on their loan payments. 
· In addition, computer technology enabled the bundling together of smaller loans into standard debt securities, a process known as securitization.
· mortgage- backed securities:
· a new source of financing for mortgages.
· Created as a result of the ability to cheaply bundle and quantify the default risk of the high- risk mortgages in a standardized debt security 
· Financial engineering led to structured credit products 
· derived from cash flows of underlying assets 
· can be tailored to have particular risk characteristics that appeal to investors with differing preferences. 
· collateralized debt obligations ( CDOs)
· paid out the cash flows from subprime mortgage- backed securities in different tranches, with the highest- rated tranche paying out first, while lower ones paid out less if there were losses on the mortgage- backed securities. 
· There were even CDO2s and CDO3s that sliced and diced risk even further, paying out the cash flows from CDOs and CDO2s.

Housing Price Bubble Forms
· the subprime mortgage market took off after the recession was over in 2001, becoming over a trillion dollar market by 2007. 
· The development of the subprime mortgage market was supported by politicians because 
· it helped raise U. S. home-ownership rates to the highest levels in history. 
· The asset price boom in housing also helped stimulate the growth of the subprime market. 
· Higher housing prices meant that subprime borrowers could refinance their houses with even larger loans when their homes appreciated in value. 
· Subprime borrowers were also unlikely to default because they could always sell their house to pay off the loan, making investors happy 
· The growth of the subprime mortgage market increased the demand for houses and so fuelled the boom in housing prices.
Agency Problems Arise
· Subprime mortgage market based on originate-to-distribute business model
· the mortgage was originated by a separate party, typically a mortgage broker, and then distributed to an investor as an underlying asset in a security. 
· it is subject to the principal– agent problem  
· the agent for the investor, the mortgage originator, has little incentive to make sure that the mortgage is a good credit risk. 
· Once the mortgage broker earns her fee, why should she care if the borrower makes good on his payment? 
· The more volume the broker originates, the more she makes.
· As a result of principal-agent problem, mortgage brokers often did not evaluate whether the borrower could pay off the loan. 
· Adverse selection then became especially severe: 
· risk- loving investors were able to obtain loans to acquire houses that would be very profitable if housing prices went up, but they could just “ walk away” from the house if housing prices went down. 
· The principal– agent problem also created incentives for mortgage brokers 
· to encourage households to take on mortgages they could not afford, 
· to commit fraud by falsifying information on a borrower’s mortgage applications in order to qualify them for their mortgages. 
· Commercial and investment banks had weak incentives to make sure that the holders of the securities would be paid off. 
· they were earning large fees by underwriting mortgage- backed securities and structured credit products like CDOs
· The credit rating agencies that were evaluating these securities also were subject to conflicts of interest:
· they were earning fees from rating them and from advising clients on how to structure the securities to get the highest ratings. 
Information Problems Surface
· Newly structured financial products like CDOs, CDO2s, and CDO3s have a dark side:
· it can be hard to value the cash flows of the underlying assets for a security to determine who actually owns these assets. 
· the increased complexity of such products can actually destroy information, 
· making asymmetric information worse in the financial system 
· increasing the severity of adverse selection and moral hazard problems.
Housing Price Bubble Bursts
· As housing prices rose, the underwriting standards for subprime mortgages fell to lower and lower standards. 
· Riskier borrowers were able to obtain mortgages, and the amount of the mortgage relative to the value of the house
· When asset prices rise too far out of line with fundamentals, however, they must come down, and eventually the housing- price bubble burst. 
· With housing prices falling after their peak in 2006, it led to the fact that the value of the houses fell below the amount of the mortgages. 
· struggling homeowners had tremendous incentives to walk away from their homes and just send the keys back to the lender. 
· Defaults on mortgages shot up sharply, eventually leading to over 1 million mortgages in foreclosure.
Crisis Spreads Globally
· Although the problem originated in the United States, the wake- up call came from Canada and Europe
· Despite huge injections of liquidity into the financial system by the European Central Bank and the Federal Reserve, banks began to hoard cash and were unwilling to lend to each other. 
· the U. S. Treasury bill- to- Eurodollar rate ( TED) spread, a good measure of liquidity in the interbank market, shot up from an average of 40 basis points ( 0.40 percentage points) during the first half of 2007 to a peak of 240 by August 20, 2007. 
· The drying up of credit led to the first major bank failure in the United Kingdom in over 100 years.
· In Canada, the early symptom of the U. S. subprime crisis was the freezing of the asset- backed commercial paper ( ABCP) market in August 2007. 
It caused a sharp decrease in liquidity in short- term Canadian credit markets
Banks Balance Sheets Deteriorate
· The decline in U. S. housing prices led to rising defaults on mortgages. 
· As a result, the value of mortgage- backed securities and CDOs collapsed, 
· The balance sheets of financial institutions deteriorated because of the losses from their holdings of these securities
· Structured investment vehicles: similar to CDOs in that they pay out cash flows from pools of assets such as mortgages; 
· instead of issuing long- term debt as in CDOs, 
· they issued asset- backed commercial paper. 
· With weaker balance sheets, these banks and other financial institutions began to deleverage
· With no one else able to step in to collect information and make loans, adverse selection and moral hazard problems increased in the credit markets.
High Profile Firms Fail
· March 2008, Bears Stearns 5th largest investment bank in the U.S. was sold for 5% of its worth one year earlier.
· Bears Stearns had a run on its funding and was forced to sell itself to J. P. Morgan
· The largest bankruptcy filing in U. S. history:
· September 15, 2008, Lehman Brothers, the fourth- largest U. S. investment bank by asset filed for bankruptcy
· The largest bank failure in U. S. history:
· September 25, 2008, Washington Mutual, the sixth- largest bank in the United States with over US$ 300 billion in assets, was put into receivership by the FDIC and sold to J. P. Morgan

Recovery in sight?
· the severity of adverse selection and moral hazard have increased as a result of 
· The increased uncertainty from the failures of so many financial institutions, 
· the deterioration in financial institutions’ balance sheets, 
· the decline in the stock market of over 40% from its peak 
· The resulting decline in lending led to the U. S. unemployment rate rising to 7% by the end of 2008, 
· The financial crisis led to a slowing of economic growth worldwide and massive government bailouts of financial institutions.
Subprime mortgages in Canada
· What created the Canadian version of sub-prime mortgages?
· Federal government opened mortgage market to big U.S. firms
· High- risk, long- term ( 40- year), zero- down mortgages appeared in Canada in 2007 and 2008
· Following U.S. meltdown, Canadian government banned subprime mortgages in 2008
Why Canada’s Banking System Is the Envy of the World
· Canadian banks shares declined by 50% and announced huge losses
· CIBC lost $2.1 billion in derivative trading in 2008
· U.S. and Europe have provided bailouts to their banking sector
· Canadian government did not provide bailout funds or rescue package
· Why?
Canada’s Banking System: Envy of the World
1. Unlike the banks in the US, Canadian banks held mortgages on balance sheets
· Ensured that borrowers were credit worthy
2. Law in Canada allows banks to go after other assets when a consumer walks away from a mortgage, thereby making it difficult for consumers to do so.
3. Canadian banking regulation more conservative than U.S. and Europe. 
· Higher capital requirements protected against losses
4. Canadian banks are more diversified
In the aftermath of the global economic meltdown, Canada’s banking system has been viewed as the soundest in the world. 
Many countries around the world are now considering Canadian- style reforms of their financial markets.
Dynamics of Financial Crises in Emerging Market Economies
· Emerging- market economies: economies in an earlier stage of market development that have recently opened up to the flow of goods, services, and capital from the rest of the world
· Emerging economies have experienced financial crises as well as developed economies. 
· There are key differences in how financial crises evolve in emerging markets see the Stages of Financial Crises:
Stage One: Initiation of financial crisis
· Path One: Mismanagement of Financial Liberalization and Globalization
· financial globalization: Liberalization occurs when restrictions on domestic financial institutions and markets are eliminated and the economy is opened up to flows of capital and financial firms from other nations.
· the lending boom that results after a financial liberalization often leads to even riskier lending because of 
· weak supervision by bank regulators 
· lack of expertise in the screening and monitoring of borrowers . 
· The financial globalization process adds fuel to the fire by allowing domestic banks to borrow abroad. 
· Are a lending boom and crash inevitable out-comes of financial liberalization and globalization in emerging- market countries?
· No.
· They only occur when there is an institutional weakness that prevents the nation from successfully handling the liberalization and globalization process. 
· if regulations to limit excessive risk- taking were strong, the lending boom and bust would not happen.
· Why does regulation and supervision end up being weak? 
· the principal– agent problem encourages powerful domestic businesses to pervert the financial liberalization process. 
· Politicians are agents for voter- taxpayers ( principals);
· They are supposed to protect the taxpayers’ interest. 
· Taxpayers almost always bear the cost of bailing out the banking sector if losses occur.
· Powerful businesses try to persuade politicians to weaken regulations that restrict their banks from engaging in high- risk/ high- payoff strategies.
· By expanding bank lending rapidly, they stand to make a fortune. 
· But if the bank gets in trouble, the government is likely to bail it out and the taxpayer foots the bill. 
· In emerging- market economies, business interests are far more powerful than they are in advanced economies where a better- educated public and a free press monitor ( and punish) politicians. 
Path Two: Severe Fiscal Imbalances
· substantial budget deficits that need to be financed. 
· governments facing fiscal imbalances often force banks to purchase government debt. 
· Investors who lose confidence in the ability of the government to repay this debt unload the bonds, which causes their prices to plummet. 
· Now the banks that are holding this debt have a big hole on their balance sheets, with a huge decline in their net worth. 
· deterioration in bank balance sheets 
· decline in bank lending
· can lead to a bank panic. 
· Severe fiscal imbalances spill over which leads to a worsening of adverse selection and moral hazard problems.
Additional Factors
1. A rise in interest rates that comes from events abroad, such as Increases in interest rates abroad  
· riskier firms are most willing to pay the higher interest rates, 
· the adverse selection problem is more severe. 
· the higher interest rates reduce firms’ cash flows, forcing them to seek funds in external capital markets in which asymmetric problems are greater. 
· increase adverse selection and moral hazard problems



2. Asset- price declines 
· asset markets are not as large in emerging- market countries as they are in advanced countries, 
· they play a less prominent role in financial crises. 
· Asset-price declines in the stock market 
· decrease the net worth of firms 
· increase adverse selection problems. 
· moral hazard problems increase because with lower net worth the owners of firms have less to lose if they engage in riskier activities. 
3. Uncertainty 
· As in advanced countries, when an emerging- market economy is in a recession, people become more uncertain about the returns on investment projects. 
· In emerging- market countries, another source of uncertainty can come from the political systems. 
· When uncertainty increases, it becomes harder for lenders to screen out good credit risks from bad and to monitor the activities of firms to whom they have loaned money
· adverse selection and moral hazard problems worsen
Stage Two: Currency Crisis
· Currency crisis triggered by deterioration of bank balance sheets 
· When banks and other financial institutions are in trouble, governments consider raising interest rates in order to prevent their currency’s value from collapsing 
· Higher interest rates encourage capital inflows.
· If they raise interest rates too much they will destroy their already weakened banks.
· banks must pay more to obtain funds. 
· This increase in costs decreases bank profitability, which may lead them to insolvency. 
· If they don’t raise interest rates, they can’t maintain the value of their currency.
· Speculators start selling the currency in anticipation of its decline, which provides them with huge profits. 
· These sales rapidly use up the country’s holdings of reserves of foreign currency
· Once the country’s central bank has exhausted its holdings of foreign currency reserves, the cycle ends. 
· It no longer has the resources to intervene in the foreign exchange market and must let the value of the domestic currency fall. 
· That is, the government must allow a devaluation.
· Currency crisis triggered by severe fiscal imbalances
· When government budget deficits is out of control, foreign and domestic investors begin to suspect that the country may not be able to pay back its government debt 
· They start pulling money out of the country and selling the domestic currency. 
· results in a speculative attack against the currency 
· which eventually results in its collapse.
Stage Three: Full Fledged Financial Crisis
· Emerging markets have debts typically denominated in US dollars.
· Unanticipated depreciation or devaluation increases the debt burden of domestic firms
· Net worth declines
· Leads to adverse selection and moral hazard problems
· Reduces investment and aggregate demand
Twin Crises
· Economists often call a concurrent currency and financial crisis the “ twin crises.” 
· The collapse of a currency also can lead to higher inflation. 
· A sharp depreciation of the currency after a currency crisis leads to immediate upward pressure on import prices. 
· A dramatic rise in both actual and expected inflation will likely follow. 
· The resulting increase in interest payments causes reductions in firms’ cash flows, 
· which lead to increased asymmetric information problems since firms are now more dependent on external funds to finance their investment. 
· increase in adverse selection and moral hazard problems leads to a reduction in investment and economic activity.
· The collapse in economic activity and the deterioration of cash flow and balance sheets of firms and households means that 
· many are no longer able to pay off their debts, resulting in substantial losses for banks. 
· Sharp rises in interest rates also have a negative effect on banks’ profitability and balance sheets.
·  Even more problematic for the banks is the sharp increase in the value of their foreign- currency- denominated liabilities after a devaluation. 
· Thus, bank balance sheets are squeezed from both sides— the value of their assets falls as the value of their liabilities rises.
· Under these circumstances, the banking system will often suffer a banking crisis in which many banks are likely to fail 
· as happened in the United States during the Great Depression
· The banking crisis and the contributing factors in the credit markets explain a further worsening of adverse selection and moral hazard problems and a further collapse of lending and economic activity in the aftermath of the crisis.
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