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Abstract

Loan sale, securitization, and credit derivatives provide banks with greater
opportunities to manage credit risk by transferring it to investors who are willing to take
it. However, implementation of these financial innovations is accompanied by certain
theoretical and methodological controversies about their effectiveness. Trading in credit
risk enables its easier diversification to numerous market participants, but it can also
reduce the value of mediation and increase the risk in the banking sector. Progressive
development of the securitization technique, as well as the market of credit derivatives,
stimulated by the boom in the U.S. subprime mortgage market in 2007, has escalated
into a financial crisis of global proportions. Such developments pointed to the hidden
dangers of the concept of credit risk transfer that may materialize as a loss of market
participants in an environment that encourages excessive risk taking.
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MHBECTHTOpE KOjH Cy CIIPEMHH Jia Ta npey3my. MelhyTum, IpuMeHy oBHX (PHHAHCHjCKHX
MHOBAIWja TIpaTe W3BECHE TEOPH)jCKO-METOJIOJIONIKE KOHTPOBEP3e O FHUXOBO] AEIOTBOP-
HOCTH. Tpropame KpeIUTHUM PH3UKOM OMOTyhaBa H-ETOBY JaKIy OUBEp3U(HUKAIN]Y Ha
OpojHEe TpP)KHUIIHE YYEeCHUKE, ald, Takohe, MOXKe a CMamd BPEAHOCT MOCPENOBama U
noBeha pu3mk y 6aHKapckoM cekTopy. [IporpecnBan pa3Boj TEXHIUKE CEKjypHUTH3aLyje, a 1
TP)KHIITA KPEIMTHUX JIepUBaTa, MOJCTAKHYT OyMOM Ha TPXKUIITY CYONPUMapHUX XHIIO-
Tekapaux kpeaura CAJL 2007. roauHe, ecKampao je y GHHAHCHjCKY KPH3Y INIOOaTHHX
pasmepa. TakaB pa3Boj morahaja ykazao je Ha CKpUBEHE OINACHOCTH OBOT KOHIIENTa
TpaHchepa KPeAUTHOT PU3HKA, KOje MOTY [a Ce MaTephjaiu3yjy Kao TyOHIM TPXKHIIHAX
Y4eCHHKaA Y OKPY)KEIbY KOje IOJICTHIE IPEKOMEPHO IIPEY3UMarhe PHU3HKA.

Kibyune peun: TpaHcep KpeqUTHOT pH3HKA, aCHMETPHYHOCT HH(OpMaIyja,
KPEIWUTHU JIEPUBATH, CEKjypUTH3aLH]ja, KpU3a

INTRODUCTORY NOTES

Credit risk as “the risk of potential negative impact on the financial
result and capital of the bank caused by the debtors’ failure to fulfil their
obligations to the bank™ (Law on Banks, Art. 31) is one of the major risks
in the banking business. Banks manage the credit risk in order to
maximize the risk-adjusted rate of return by maintaining credit risk
exposure within acceptable limits. To mitigate credit risk, banks can use
various methods and instruments. These are primarily the methods aimed
at reducing the probability of the debtor’s default in fulfilling obligations
(such as determining the creditworthiness of the borrower and selection
of loan applications). In addition, banks use the methods for managing
credit risk exposure (e.g. a system of credit limits). Banks also apply
appropriate safeguard clauses in the loan contract, make agreements on
collateral, and diversify their portfolios.

A special group of methods for protection against credit risk makes
use of the instruments and techniques aimed at reducing the consequences
of credit risk (reduction of losses) and is based on the transfer of credit
risk to a third party. Instruments for the transfer of credit risk are not a
new phenomenon. Some of them, such as guarantees and insurance of
loans, have a relatively long history. Financial innovations in this field
widen the range of opportunities for the transfer of credit risk. A new
stage in the development of these techniques and instruments began in the
1970s in the United States with the packaging of mortgages into marketable
securities, and continued with the development of a secondary market for
bank loans in the eighties. During the nineties, the international market of
credit derivatives was developed, as well. Loan sales, securitization, and
credit derivatives are financial innovations that have had a major impact
on the banking business, bringing a significant change in how banks
approach credit risk management.
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CREDIT RISK CONCEPT

According to the narrower concept, credit risk implies the fact that
the debtor does not properly service their financial obligations (default).
In a broader sense, credit risk is associated with any of the so-called credit
cases (e.g. bankruptcy, late payments, restructuring, etc.). In addition to the
partial or total risk of default by the debtor, this concept of credit risk
also includes the risk of deterioration in the credit rating of the debtor, as
well as the risk of changes in expected market returns (Baker & Powell,
2005, p. 89). Thus, credit risk exists whenever the lender (bank) records a
negative return, i.e. whenever it records a loss of value of its placements
even when there was no actual disruption in proper financing of obligations
by the debtor, but whose attitude toward the acceptable level of risk has
changed (Zivkovi¢, Stanki¢ & Marinkovi¢, 2012, p. 143).

TRADITIONAL APPROACH TO CREDIT RISK TRANSFER

The traditional approach to credit risk transfer is associated with
the use of an instrument to improve the quality of loans (protecting the
lender from default of the debtor). Some of these instruments are guarantees,
bond insurance, credit insurance, and insurance against credit risk by
monoline insurance companies (BIS, 2003).

Guarantee is a bilateral agreement under which the party that takes
the risk (the guarantor) shall be required to fulfil obligations on behalf of
the party that transferred the risk (creditor) when the debtor is in default
of their payment obligations. The guarantee by a third party, which has a
safer creditworthiness than the debtor, mitigates exposure to credit risk.

In bond insurance, issuers pay premium to the third party that
provides payment of interest and principal in the event of default by the
issuer. The rating of the insurer has to be higher than the issuer’s level of
rating.

Credit insurance is usually provided by specialized insurance
companies in order to support credit trading.

Monoline (rendering services to only one industry) insurance companies
provide insurance against credit risk in the form of an unconditional
financial guarantee of payment to the bond holder.

One of the frequently used guarantees in banking is the stand-by
letter of credit that allows the borrower to obtain a loan on more
favourable terms. This kind of guarantee implies a conditional responsibility
of its issuer. This can be a source of risk for banks that rely on this type of
guarantee because they will not be able to provide a refund if they do not
fulfil all the necessary conditions for a successful presentation of the
letter of credit (Rose & Hudgins, 2005, p. 290).
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NEW INSTRUMENTS AND TECHNIQUES FOR
CREDIT RISK TRANSFER

The increase in risk transfer has been particularly pronounced since
the mid-1990s, following the intensive development of the market for credit
risk transfer and a growing supply of increasingly complex instruments and
techniques. Loan sales, securitization of receivables, and credit derivatives
are financial innovations in the field of credit risk transfer.

Loan sale

When selling loans, the bank approves a loan and then sells the cash
flows from the loan to a third party, without explicit guarantee, insurance,
or other form of increase in the credit quality of placements. On this
occasion, the loan is removed from the balance sheet of the bank. Most
often, the bank remains responsible for servicing the loan and monitoring
the credit quality. Loan sale can be exercised by various mechanisms, such
as loan participation, assignment, and sale of loan strips.

In participation loans, the buyer acquires the right to future payments
from the loan while the bank (seller) retains the original relationship with the
borrower. The buyer of a share in existing loans cannot affect the terms of
the loan contract and has to monitor both the debtor and the seller of the loan
so as to avoid losses. High costs of monitoring and high risk may adversely
affect the use of this form of loan sale (Rose & Hudgins, 2005).

Assignment is the transfer of receivables by a contract in which all
rights of the bank as a creditor are assigned to the loan buyer (the contract
may provide that the borrower must agree to the loan sale).

Loan strips are short-term shares of a long-term loan (with maturities
of a few weeks). With these loans, the bank retains the risk of the debtor’s
default. After the maturity date of the loan strips, the bank resells them or
provides their funding itself (Gorton & Pennacchi, 1990, p. 24).

By selling the loans, banks remove the credit risk associated with
them from their balance sheets. However, in some cases, loans are being
sold with the right to recourse of all or part of the sold loans. This
arrangement forces the buyer and the seller to share the risk and, from the
viewpoint of investors, it can be functionally equated with secured debt.
The right of recourse can also be interpreted as an inserted option that
allows the investor to sell the problematic loan to the bank that has
approved and sold it (Rose & Hudgins, 2005, p. 286). After a relative growth
during the eighties, the secondary market of bank loans recorded a
significant decline in activity at the end of the twentieth century.
Development of more complex and more flexible options for the transfer
of credit risk made direct loan sales less attractive.
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Securitization of loans and other receivables

Securitization is the general process of restructuring bank placements
in favour of securities. Asset securitization is a financial innovation which
essentially means transferring the bank receivables into marketable securities.
According to the traditional concept, bank loans are a form of illiquid
bank assets that remain in the balance sheet until maturity. A portion of
bank loans is excluded from the bank’s balance sheet by securitization,
thus making the total amount (of risky assets) lower and eliminating the
need for their further refinancing.

Through securitization, a link is established between the credit
market and the securities market and the role of the loan originator is
reduced to the evaluation of the creditworthiness of the borrower, while
the role of lending becomes temporary (Marinkovi¢, 2011, pp. 135-136).
Securitization leads to a change in the strategy of banks from “create and
maintain until maturity” to “create and distribute”. Loan securitization
induces no changes in the original loan agreement and it can be done
without the consent of the borrower.

Securitization began in the U.S. mortgage market in the 1970s. On
the basis of pools of home mortgages that had been approved by state
financial institutions, the state-guaranteed bonds were created. The
securitization of mortgage loans of private institutions started soon after
that, as well. Commercial banks entered this market in the mid-1980s.
Today, in addition to residential mortgage loans, almost everything is
securitized: from current and future inflows from tolls to government loans
(Juhas, 2011). As a result, there are two groups of securities: securities
covered by a mortgage (Mortgage-Backed Securities, MBS) and securities
covered by assets (Asset-Backed Securities, ABS).

Since its introduction, the technique of securitization has rapidly
evolved, offering more complex and sophisticated models that are the
basis of structured financing. This qualitatively different approach to the
formation of pools and dispersion of risk has the following characteristics
(Kothari, 2009):

a) diversity in the formation of pools;

b) a pool may also comprise synthetic exposures such as credit
default swaps;

c) there is tranching (structuring) of the securities issue, thereby
forming tranches with different characteristics (in terms of maturity, cash
flow, and level of risk exposure) and the return established according to these
characteristics. Through this process all the revenues are united at the pool
level and the distribution of inflows among investors is accomplished;

d) there is a disconnection between the credit risk of asset pool and
the credit risk of the initial creditor, i.e. the loan originator that sells a
pool of loans to the special purpose legal entity (Special Purpose Vehicle,
hereinafter SPV), which is refinanced in the market.
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In addition to the loan originator and the SPV, the participants in
the process of loan securitization also comprise rating agencies, the
investment bank, and investors. A large number of participants and the
need for carrying out a number of iterative actions make this technique
extremely complex. The mechanism of securitization involves several
groups of activities (Krsti¢, 2003, pp. 608-609): a) approval of the loan by
the loan originator; b) repackaging of cash flows; c) issuance risk reduction;
d) issuance of securities and their sale; and €) servicing.

The use of structural instruments is the most developed in the
mortgage market of the United States, where the initial securitization
originated and where its volume is much more pronounced as compared
to European countries. A more conservative approach to securitization in
Europe is reflected in a wider application of the so-called balance sheet
securitization, in which the loans that are securing mortgage bonds are
not excluded from the balance sheet of the loan originator.

Credit derivatives

Credit derivatives emerged as part of the financial derivatives
market in the early 1990s. This financial innovation enabled the separation
of credit risk from the market risk and the transfer of credit risk to other
market participants while maintaining ownership over assets (Kiff,
Michaud & Mitchell, p. 108).

Credit Default Swap (CDS) is the simplest form of credit risk
transfer among these instruments, which is most often traded. This is a
matter of the exchange of credit risks of the participants who are able to
deal with the comparatively limited declines in asset values but who want
to be protected from the truly serious losses (Rose & Hudgins, 2005, p.
294). This is a bilateral agreement, similar to an insurance contract ... in
which the seller of protection (risk buyer) ensures the buyer of protection
(risk seller) in case of the occurrence of specified credit event, to the
contracted theoretical amount, for the specified period and for the specified
reference asset (reference portfolio)” (Spasojevi¢, 2013, p. 132). CDS*
does not require funding, and if the credit event does not occur, the seller
of protection does not make payments. The buyer of protection pays swap
premiums to the seller of protection until the occurrence of a credit event
or until the swap maturity.

Through the Total Return Swap (TRS), contracting parties
exchange the total return of one kind of assets or baskets of various assets

ICredit derivatives are known by their abbreviated names (so these abbreviations are
used in this paper instead of their full names) and the explosive increase in the number
and complexity of these instruments is vividly expressed by the term “alphabet soup”
which is used for this category of derivatives.
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for periodic cash flows based on the reference interest rate and the
appropriate spread above it. Similarly to the CDS, it does not require
funding, but it is not related to the occurrence of a credit event and it
provides protection against loss of value regardless of the cause (default,
credit spread increase, etc.).

Credit Spread Option (CSO) does not require financing and gives
the buyer the right but not the obligation to pay or receive a specific
credit spread for a certain period. The CSO buyer receives cash flows if
the defined credit spread between two securities increases or decreases.

Credit-Linked Note (CLN) requires funding and offers the investor
regular coupon amounts (resembling bonds), while allowing its issuer
(protection buyer) to reduce the amount of principal and/or coupon
interest due to the occurrence of anticipated credit events. Thus, the credit
risk is transferred to the investor (note buyer, or protection seller).

Intensive development of markets for risk transfer has led to the
emergence of new types of credit derivatives, which represent a specific
improvement of the securitization technique.

Collateralized Debt Obligation (CDO) includes a wide range of
products that can be classified into two groups: a) CDO whose portfolio
consists of bank loans and b) CDO whose portfolio consists of bonds. The
need to make CDOs more flexible as instruments has led to the creation
of Synthetic Collateralized Debt Obligation (SCDO), in which the credit
risk is transferred to the SPV by using credit derivatives, while assets
remain in the balance sheet of protection buyer (Kothari, 2009).

Development of the market of credit derivatives provided banks
with an efficient and flexible concept for the transfer of credit risk which,
apart from benefits, brings along hidden risks and problems, as well.

THE EFFECT OF CREDIT RISK TRANSFER ON THE PROBLEM
OF ASYMMETRIC INFORMATION AND FINANCIAL STABILITY

The impact of risk transfer on the problem of
information asymmetry in the financial market

Credit risk has its theoretical foothold in the concept of asymmetric
information, on which the theory of financial intermediation largely relies
(Diamond, 1984; Fama 1985; Ramakrishnan & Thakor, 1984). The bank,
as a specialized intermediary, assists in solving the problem of asymmetric
information between the market transactors, which are in financial surplus,
and financially deficient transactors (Krsti¢, 2003). Ex-ante, by analyzing
credit demands, the bank reduces the risk of granting a loan with a high
probability of default (the problem of adverse selection). Monitoring of
the approved loan quality helps the reduction of the risk that the borrower,
after having taken the loan, shall attempt actions that are not in the creditor’s
interest (moral hazard). In alleviating the problem of asymmetric
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information in the market, banks have a comparative advantage over
other market participants (e.g. rating agencies) because they possess the
so-called private or “soft” information on beneficiaries through providing
them with a wider range of services, which allows the banks to build
long-term relationships with them.
Banks have the biggest incentive to efficiently conduct (expensive)
activities of credit selection and credit risk monitoring when they retain
full exposure to credit risk arising from the loans that they approved.
Development of the market of credit derivatives enabled the “separation”
of bank credit activities from the exposure to credit risk. Banks are changing
their approach to credit risk — they are beginning to treat it as a commodity
to be traded, which negatively affects their role in mitigating problems of
asymmetric information and generates new problems arising both from
the borrower-creditor relationship and from the relationship between loan
originator and the party to which the risk is transferred (protection seller).
Applying the credit risk transfer by banks can affect their
behaviour as creditors as well as the behaviour of borrowers.
With regard to creditors, the following problems can occur:
= The problem of adverse selection: If a creditor believes that it
will be possible to transfer credit risk after approving loans, this
will reduce their incentive to perform the selection of credits.
The bank will be willing to grant loans to all loan seekers as
long as other market participants are ready to assume the credit
risk. If they had the same access to information on borrowers as
banks have and if they would refuse to sell protection against
the risk for low-quality assets, a reduction of incentives for the
selection of loans would not happen (Kiff et al., 2003, p. 111).

= The problem of moral hazard: “Passing the buck” may reduce
the stimulation of the creditor to monitor the quality of loans.
The creditor’s behaviour may be affected by the use of credit
derivatives or insurance even if a formal relationship with the
debtor remained unchanged.

= Potential problems that can emerge on the part of the borrower are:

= Losing the significance of “bank certification”: Monitoring the

quality of credited projects has the role of a specific “bank
certification” for borrowers, which enables them to take more
favourable loans in the financial market and “commits” them to
the implementation of quality projects. This role of bank
certification loses its importance when borrowers and investors
know that the bank’s incentive to monitor the quality of the
project was reduced due to the transfer of credit risk (Morrison,
2005). Lack of discipline imposed by the bank’s monitoring of
the project quality can guide the borrower towards choosing
projects of lower quality, which would have a long-term impact
on the reduction of enterprise value (Berndt, Gupta, 2009).
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Negative signalling to the market about the debtor: Investors
can interpret the transfer of credit risk as a negative signal
about the creditworthiness of borrowers. For example, due to
information asymmetry, investors cannot be sure whether the
bank sells the loan for legitimate reasons or sells a “lemon” (the
loan of the borrower on whom it has negative private information),
or whether it perhaps sells the loan of a lower quality, which it
approved with the intent to sell it (Berndt, Gupta, 2009). The
potential effect of signalling, however, depends on the visibility of
transactions to third parties, which is not the same in all
instruments for the transfer of risk (e.g. visibility is greater in the
sale of loans than in credit derivatives) (Morrison, 2005).

Some of the potential problems in the relationship between the
loan originator and the party to which the risk is transferred due to the use
of credit risk transfer by banks are as follows:

The “lemon” problem: If, due to a lack of full information about
the quality of debtors, the price of risk protection does not
accurately reflect the quality of assets, the cost of protecting
high-quality assets increases and creditors are encouraged to
buy protection against the credit risk for the assets of lower
quality (Duffee & Zhou, 2001). Loan originators have more
complete information about their loans, which they may use to
overestimate the quality of the transferred exposures.

The principal-agent problem: When the creditor retains an
engagement in the relationship with the debtor as an agent of
the party that has assumed the credit risk (e.g. continues to
service the loan), there is a risk of not acting in the party’s best
interest. Monitoring the performance of these activities causes
additional expenses to the protection seller, which is why the
creditor loses the incentive to perform them in due manner (i.e.
to undertake timely and effective actions to collect any residual
payments) (BIS, 2003).

The problem of incomplete contracting: An incomplete contract
underlying the transfer of credit risk makes room for opportunistic
behaviour by both contracting parties.

Moral hazard of the protection seller: The buyer of protection
against credit risk is exposed to the risk of default on the credit
derivative. If a credit event occurs and the seller of credit
protection does not fulfil their obligations, the buyer of credit
protection will suffer loss (Thompson, 2010).

In order to protect the market participants to which risk is transferred
against potential problems arising from information asymmetry, several
mechanisms have been developed for harmonizing the incentives of
creditors with their interests (BIS, 2003): a) protection instruments made
out to a single name are limited to corporate and sovereign borrowers as
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subjects about which there is a significant scope of public information;
b) in the case of risk transfer of the portfolio of loans granted to population,
rating agencies or auditors monitor the selection of loans from the portfolio;
c) it is often required that the creditor retains some of the riskiest tranches, so
that he himself would have a clear interest in careful portfolio selection.

Reputation risk and the desire to continue to exert risk transfer
restrict creditors in overestimating the quality of loans. Banks may be
motivated to offer implicit guarantees when transferring the credit risk (in
the absence of explicit recourse, they are ready to take part of the credit
risk in the event of problem default). On the other hand, this may lead to a
new problem, reflected in undercapitalization relative to the “right” amount
of risk to which the bank is exposed (Kiff et al., 2003).

Possible implications of the transfer of credit risk for financial stability

As the instruments for the transfer of credit were becoming
increasingly important, a need arose to review the strengths and weaknesses of
their use in terms of their impact on the stability of the financial system as a
whole.

Some of the specific positive implications of risk transfer for
financial stability are the following (Ferguson, 2002; Prato, 2002; Rule 2001;
Kiff et al., 2003):

a) Possibility of isolating the credit risk from other types (primarily

market risk);

b) Possibility of trading credit risk is an innovation for the banking
sector that facilitates the management of exposure to this risk;

¢) Credit risk gets diversified through the financial system, and,
instead of being piled up in the banking book, credit losses are
covered by a large number of investors (who can endure this
risk more easily because they are not sensitive to changes in
interest rates, have long-term investment horizons, etc.);

d) Even if the reallocation of credit risk is performed only
between banks, this improves the distribution of risk within the
banking sector because it can reduce the risk of geographic or
structural, sectoral concentration (Duffie, 2008);

e) Greater flexibility in liquidity management in banks.

Contrary to the abovementioned, some negative effects and potential
problems were observed in the implementation of innovative financial
instruments for risk transfer, such as (Rule, 2001; ECB, 2004; Kiff et al., 2003):

a) Insufficient market transparency of the instruments of credit
risk transfer (at the international level, accurate data were not
available on the use of such instruments by various market
participants, such as insurance companies, pension funds, hedge
funds, etc.);
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b) The danger of credit risk concentration in financial institutions
that are not the subjects of strict regulations (do not have the
same regulatory requirements related to capital as banks);

¢) Market participants rely on the opinion of rating agencies in the
purchase of credit risk because they often lack the ability to
self-assess the exposure to credit risk (the problem of reliability
of rating agency assessments was emphasized in the recent
financial crisis);

d) Complicated design of arrangements for credit risk transfer
creates greater legal uncertainty (individual bank risk is transferred
fully or partially through complex arrangements to a large
number of other market participants).

Increasingly pronounced securitization and the use of more complex
credit derivatives, together with a lack of transparency and of a clear
institutional and regulatory framework, have led to the materialization of the
perceived concept weaknesses. These financial innovations played a significant
role in the generation and expansion of the financial crisis that began in the
U.S. mortgage market in 2007, then quickly spread to other markets, and
finally assumed global proportions.

THE ROLE OF SECURITIZATION AND CREDIT DERIVATIVES IN
THE EMERGENCE AND SPREAD OF GLOBAL FINANCIAL CRISIS

Low interest rates’ in the United States in the period preceding the
outbreak of the crisis raised the demand for real estate, which led to an
unsustainable rise in its prices, i.e. to the formation of a price “bubble”.
The average increase in prices in this market, which was only 0.67% until
1998, amounted to 10.4% in the period from 1998 to 2006 (O’Quinn,
2008). Owing to securitization, bad mortgage loans appeared in the real
estate market. The opportunity to transfer credit risk to other participants
led banks to ignore the basic principles of credit analysis in the race for
potential clients. As a consequence of the relaxation of criteria for
granting mortgage loans, the subprime mortgage market was created.
When artificially constructed fundaments of the p;/ramid of mortgage
loans began to crumble, with the rise in interest rates” and decrease in real
estate prices®, there was a “bubble” burst and the crisis escalated.

2 The reason for this is the policy of low interest rates of the FED in order to
overcome the recession of 2001-2002.

® Since 2004, the FED has resorted to a more restrictive monetary policy: from 1% in
2004, interest rates increased to more than 5% in 2007.

* Real estate prices have begun to slowly decline from June 2006 only to reach a
dramatic decline in the period from 2007 to 2008 (by more than 15%) (Hellwig, 2009,
p. 156).
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The market of instruments for the transfer of credit risk functioned
in the conditions of profound information asymmetry. This was especially
pronounced in the case of very complicated structured credit derivatives
(e.g. one MBS may contain several thousands of mortgages, one CDO
may contain more than one hundred MBSs, CDO? basically has a number
of CDOs, etc.). Rating agencies were assigning AAA rating although
their complexity was not quite clearly comprehended (O’Quinn, 2008)°.

In this way, conditions were created for investments by numerous
financial institutions in highly rated risky securities, while the size of the
market of derivatives reached enormous proportions (e.g. the size of CDO
market in 2007 was about 500 billion U.S. dollars) (Dowd, 2009).

The panic that occurred in 2008 was greatly exacerbated by
uncertainty regarding the risk created by the positions in derivatives in
systemically important financial institutions. It turned out that banks are
exposed to a much higher risk on this basis as compared to the prudential
banking risk.

As the mortgage boom ended, the default on credit derivatives
increased (e.g. by early 2009, there was a default on almost half of the
total issued CDO), while demand and liquidity disappeared. SPVs have
become the last resort buyers for the vast amount of these instruments.
Although formally independent, SPVs transferred the problem to the
banks that created them. Purchase of securitized assets was financed by
issuing commercial papers that were guaranteed by credit lines so as to obtain
AAA rating. Furthermore, as their main funding sources dried up, banks were
forced to return SPV assets to their balance sheets (Spasojevi¢, 2011).

As initiators in the process of securitization, banks retained
exposures to the riskiest tranches in order to indicate the investment
safety to investors. In addition, the flow rate of securities such as MBS
and CDO and the length of time from the receipt of the mortgage to their
sales caused the banks to hold large amounts of risky securities at all
times (Spasojevi¢, 2011).

The CDSs found themselves in the centre of the financial crisis due
to the fact that the subprime CDO exposure to risk was mostly hedged by
buying CDS in OTC markets. Except for the hedging of credit risk
through CDS, banks were largely involved in the operations of the

® Newly issued securities were “enhanced” (by the transformation of risk and return in
accordance with the wishes of investors, by the insurance of initial mortgage loans by
U.S. insurance companies with sound credit ratings, and by government guarantees).
Based on this, they were assigned high credit rating, making them attractive to
investors. The rating agencies were also in a conflict of interest because they were
paid by issuers to which, apart from rating reports, they also gave advice (the issuer
approaches the rating agency to model his assets that will later get the best scores
from the same rating agency).
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derivatives market because of speculation, as well. The amount that banks
were buying or selling was not displayed in their balance sheets, which
made it difficult to estimate the true extent of bank risk exposure. The
lack of transparency in the derivatives market, together with accelerated
distribution through securitization, has created uncertainty about who
would finally bear the credit risk of subprime loans (Bessis, 2010). A
huge number of individual risks “wandered within the financial system”,
having thus extended its period of relative stability until the market lost
the power to absorb individual risks. Market participants soon found
themselves in the game of “who loses next” because their credit risk
management strategies were based on the assumption of normal market
conditions and on the ignoring of systemic interactions (Dowd, 2009).

Analysis of the data in the graph of securitization practices in the
United States before and after the crisis (Figure 1) reveals that the market
of asset-backed securities (ABS in the figure) was the least affected. The
market of mortgage-based securities (MBS in the figure) recorded a
significant decline and then stagnation at a level far below the one from
the pre-crisis period. The CDO market, which was intensively growing in
the period before the crisis, came to a standstill during the crisis and
recorded a slight recovery only in the last few years.

US$b
2000
1500
1000
CDO

500 ‘l

II ABS
|| sn=nlls

2001 2003 2005 2007 2009 2011 2013

Note: MBS — securities covered by mortgage in billions of dollars,
ABS — securities covered by assets in billions of dollars, CDO —
collateralized debt obligation in billions of dollars

Figure 1. Securitization Issuance in the United States (Johnson, Santor,
2013, p. 115)
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The financial crisis led to a contraction of securitization due to
increased uncertainty regarding the evaluation of structured products,
while simpler and less expensive instruments such as loan sale and
unstructured credit derivatives maintained a significant presence. Financial
resources freed by the operations of risk transfer have been invested during
the crisis in the expansion of crediting, which had a positive impact on real
economies in terms of lower credit contraction (Altunbas 2009; Loutskina,
2011).

CONCLUSION

Experience from the recent financial crisis has shown that the
increased implementation of complex financial innovations for credit risk
transfer in certain circumstances may be a factor of inducing, and a channel
for spreading, the crisis. This revealed some controversy over the use of
loan sale, securitization, and credit derivatives.

Development of the market for credit risk transfer has enabled
banks to sell their ability of assessing the credibility of the borrower (the
expertise contained in the loan agreement itself) to other investors. With
the possibility of separating decisions about crediting and about credit
risk assumption, banks lose their motivation to acquire private information
and thus ensure their information superiority over other market participants.
This should act towards reducing the problem of information asymmetry in
the financial market. However, the introduction of modern instruments with
the transfer credit risk only makes it worse.

The fact that the creditor transferred their credit risk either fully or
partially may induce a reduction of their credit risk control measures.
Instead of being alleviated through the selection of credit applications and
credit monitoring, the problem of asymmetric information is intensified
by the credit risk transfer.

On one hand, instruments for credit risk transfer can contribute to a
more efficient risk management of individual banks, and on the other
hand, by the dispersion of risk to institutions that are not experts in
analyzing the credit worthiness of the debtor and that are less capitalized,
they can destabilize the financial system.

The development of securitization and credit derivatives generated
a synthetic securitization and structured financial products, the application of
which is characterized by high complexity, which creates uncertainty for
market participants. This paradox of modern management can be explained
as follows:

“As the risk management system becomes more sophisticated, it can
also become more unreliable. Greater sophistication implies higher
complexity (and thus more room for errors), lower transparency (the
error is harder to be spotted) and greater dependence on assumptions
(where each of them may be incorrect)” (Dowd, 2009, p. 148).
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Securitization of subprime mortgages and structured financial
products were a key lever in the emergence and spreading of the crisis.
However, the problem was not in the concept and techniques but in the
environment that fostered excessive risk-taking. Therefore, post-crisis
regulations are aimed at limiting speculative operations and excessive
risk-taking of market participants (stricter requirements for capital, leverage
and liquidity anticipated by Basel Ill standards, restrictions on trading in
derivatives, changes of the preliminary principles of credit analysis, etc.)
while simultaneously not discouraging utilization of their simpler forms
for credit risk transfer as a hedging instrument (which would have no
adverse effects on financial stability).
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Bopxo Kpcruh, Jenena Panojuanh, Yausepsurer y Hunry, ExkoHomcku dakynrer, Hum

TEOPUJCKO-METOJAOJOIKE KOHTPOBEP3E O
OUNHAHCHUJCKUM NHOBAIIMJAMA Y ®YHKIININ
TPAHC®EPA KPEJUTHOI' PU3UKA

Pe3ume

IIpoGieM kpeuTHOT pHU3NKa y KPEAUTHUM IOpTdoIjuMa OaHaka ce He MOXe
SJIIMMUHACATH, aJld Ce MIIAK MOKEe HM3BPIIUTH IbEroBa ojapeleHa mpeanoxarmuja Ha
JpYre TPXKUIIHE YYeCHUKE ITyTeM MHCTPYMEHATa M TEXHHKa 3a TpaHcdep KpeAuTHOr
pusuKa. MHCTpYMEHTH 3a TpaHc(ep KpeIUTHOr pU3nKa HUCY HOBH (eHOoMeH. Hekn
0]l BUX, HOIYT rapaHLyja ¥ MPOU3BOJA OCUTYpama, KOpucre ce pocra ayro. Hosy
eTany y HBHXOBOM DPa3BOjy YMHHM IT0jaBa (MHAHCH]CKUX HHOBalMja Koje Hyne Behe
MoryhHocTH 3a diaekcuOniIHuje yrpaBibambe KpeAUTHUM pu3uKoM. IIponaja kpenura,
CeKjypHUTH3aLja KpeanTa U Ipyrux OaHKapCKUX MOTPaKMBarba M KPEAUTHH JepUBATH
JIOBEJIH Cy JI0 IIPOMEHE HauMHa Ha KOjU OaHKe IocMarpajy KpeIuTHH PU3HK — OaHKe
CBE BHIIIE CMaTpajy KpeauTe U KPEeIUTHH PU3HK ,,JoOOpUMa‘ KojuMa ce Tpryje.

IIpomajom onoOpennx kpeaura Tpehoj CTpaHU, OHHU ce YKIIamajy U3 OmiaHca
cTama a 0OaHka Hajuemhe ocTaje OArOBOpHA 32 HUXOBO CEpBHCHpame W mpaheme.
IIpomajom xpeauta GaHKe OACTpamyjy KPEOUTHH PH3HK MOBE3aH ca HUMa U3 CBOJHX
Omnanca. Pa3Boj KoMIieKCHUjUX U (pIekcuOMIHUjUX MOTyhHOCTH 3a TpaHcdep Kpe-
JUTHOT PU3MKA YYUHHO j€ JUPEKTHY MPOAAjy KpPEauTa Matbe aTPaKTHBHOM.

CekjypuTn3sanyja je TeXHuKa TpaHchopmManuje 6aHKapcKuX IMOTpaXkuBama (1o
OCHOBY KpeJIuTa, KpeIUTHUX KapTHLA U Ap.), Ka0 Mamke JUKBUIHUX OOJINKa aKTHBE, y
YTIpKUBe XapTHje o BpeaHocTd. CyIITHHA CEKjypUTH3allUje je y Mpojaaju MyJoBa
KpeanTa ClIelHjaTHOM HaMEHCKOM MPaBHOM JIHILY IIPH Y€MY C€ BPILIH CTPYKTYpPHPAbE
eMrcHje 1 MO0O0JbIIake EMUCH]E TAaKO Ja YIIarame IM0CTaje aTpaKTUBHH]jE 32 HHBECTU-
tope. KpenutHu pusuk ce, OBUM IyTeM, Ipedaiyje ca H3BOPHOT KpeauTopa Ha Behu
Opoj MOCpeaHNKa U MHBECTUTOPA Ha TPIKHUIITY.

KpenutHu mepuBaTtu Cy HajHOBHjH MHCTPYMEHT 3a TpaHC(ep KpeAUTHOT PH-
3uka. OHM TPXKHUIIHUM yYEeCHHIIMMa oMoryhaBajy pas[Bajambe KpPeIUTHOT PH3HKa O]
JIPYTHX BPCTa pU3MKa a THME CTBapame TPXKUIITA 338 KPEAUTHTHH pusnk. CekjypuTH-
3alyja ¥ KPEIUTHHU JEePUBATH CTBOPHJIM CY CHHTETHYKY CEKjypUTH3alMjy U CTpY-
KTypupane ¢uHaHcHjcke npousBone. OBaj edukacan u QiekcHOMIaH KOHIENT 3a
TpaHcdep KpenuTHOT pH3HKa, NOpe]] HECIOPHUX IPEAHOCTH, ca COOOM HOCH CKpHBE-
HE PH3HKE U MpodiemMe.

Banke, TpaJHIIHOHAIIHO, CEIEKIHjOM KPEIUTHHUX 3aXTeBa U CaBeCHUM Ipalie-
BEM 0JI00PEHHX KpenuTa JOTPHHOCE CMamkbeky MpodiieMa aCHMETPUYHIX HHPOpMa-
uja Ha UHAHCHjCKOM TpKHIITY. [Ipenasak GaHaka ca crpareruje ,,0100pu U 4yBaj
1o nocreha® Ha ,,0m00pu 1 aucTpuOyupaj”, MoTHBHCaH MoryhHocTHMa 3a TpaHcdep
KPEAUTHOT PU3MKA, MOXKE Ja CMambK BPEIHOCT OaHKapCKOr rmocpenoBama u noseha
npobnem acumerpudHux uHpopmanuja. [IpodreMu uU3BUpPY, KaKO M3 HOBOHACTAJIOT
onHOca m3Mel)y KpeAuTopa U CTpaHe Ha KOjy ce KPeIUTHU PU3UK TpaHC]epHIIe, Tako
Y U3 N3BOPHOT KPEIUTHOT OJTHOCA.

CBe u3pakeHHja CEKjypuUTH3alHja M KOpHUIIheme CIOKEHHjUX KpPeAUTHHUX
JepuBaTa, y3 HEIOCTaTaK TPAHCIAPEHTHOCTH M 03 jaCHOT PEerylaToOpHOT OKBHpa
OIUIpaly Cy 3Ha4yajHy YJIOTY y TeHepHucamy U LIMpemy (QHHAHCHjCKe KpH3e Koja je
3anouesna Ha xunorekapHoM Tpaxkumty CAJl 2007. ronune.

Pmsuim y TpaHcdepucamy KpEeAWTHOT pU3HKA yNoTpeOOM (HUHAHCH]CKUX
MHOBaIMja OMJIM Cy MOBE3aHH Ca BMXOBOM KOMIUICKCHOM (a TUME 4eCTO M HEjaCHOM
CTPYKTYPOM), HEIOCTATKOM TPAHCIAPEHTHOCTH TPXKHUILTA H ,,3]I0yMOTPeOOM™ camor
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koHnenTa. [lopex Tora mro Cy CeKjypUTH3aLlljOM HCIbYYUBAJE KPEIUTE M3 CBOJHX
OwinaHca W BpIIWIC XCUMHI KPEIUTHOT pPHU3MKAa IPHMEHOM KpPEIWTHHX JepHBarta,
0aHKe Cy ce ymymTale U y IIINeKyJIaTHBHE OIepalyje Ha OBUM TP KUIITHMA.

Jlp>xame 1o KOHTPOJIOM IPEKOMEPHOT Ipey3uMama pU3HKa, y3 Kopumhme
OpOjHUX MPEAHOCTH HOBHX MHCTPYMEHATa 3a TpaHc(ep KPeIUTHOT pU3HKa, jelaH je
0/ TJIaBHUX 3a/laTaka HOBHX M PETYJIaTOPHUX ¥ MHCTHTYLIMOHAIHHUX HAIopa.



