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funding costs, increase, 206, 210
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marked-to-market position, 140—141
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on-balance sheet leverage, 165
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Bear Stearns
balance sheet, 11
collapse, 190, 193
Benardete, Steve, xxix, xxxiii
Berman, Gregg, 174-176
models, usefulness (skepticism), 178
Bernoulli, Jakob, 227-228
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impact, 6
low-loss forecasts, 155
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matrix, usage, 73
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Equity risk specific capital charge, 93
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Exoteric securities, marked-to-market
value, 142



258

Fermat, Pierre, 226 —-227
Finance
path complexity, 218
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Financial activity, complexity, 215
Financial assets
charges, SEC knowledge, xxxi
risk, xiii
Financial crisis, threat, 236
Financial engineers, 239—-240
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Financial intermediation, cost (increase), 210
Financial meltdown, VaR (impact), 123124
Financial risk
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management, 44—45, 219
reform, 4
measurement, precision (problem), xv—xvi
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creation, VaR (impact), xxvi—xxvil
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excess, 6, 208
impact, x1
implication, 189
quantity, 190
ratio, 13
prudence, 9
regulatory limits, 105
toxicity, 187
VaR impact, 114-115
VaR invention, 10
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disappearance, 29, 103
puts, 128
VaR, impact, 80
Long-term borrowings, 7
Long Term Capital Management (LTCM)
disaster, xxi—xxii, 29, 82, 99—-101
liquidation, 104
VaR-calculated capital charges,
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Long-term frequency, mathematical statement,
227-228

Market crises, data-based risk models
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Market-related capital charges, decisiors,
108-109
Market risk
Basel proposal, 36
broker-dealer deductichs, xxxvii—xxxviii
capital levy, Basel I'tniendment (impact), 138
capital requiremcnts, 1mpact, 148
components, calculation (standardized
method), 92-93
growth, 221
management, VaR (impact), 183
measure, VaR role (prominence), 3
regulatory treatment, 95
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Market Risk Amendment (Basel Capital
Accord), 37
Market risk-based measures, impact, 81
Market risk capital
change, 166
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reduction, 37—-38
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trading decisions, 26 —27
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Net capital
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SEC limit, 106
Net Capital Rule (SEC), xxxiv—xxxv,
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Net super senior exposures, 149
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Probability
distributions, 54 —55
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theory, 228229
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Quantitative Risk Control (Investment Banking
Division), 122-123
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Ray May spreadsheet, 55
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Regulatory arbitrage, 140
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requirements, bank demand, 1011
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demand, 137
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transfer, 116 —-117
tranches, bank engineering, 132
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Return on assets (ROA), 207
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rules, simplicity, 213—-214
simplicity, 214-215
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VaR overestimation, xvi
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129-130
Riskless income, generation, 128
Risk management, 164-165
fault, 172
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usage, Xxii
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VaR methodology, publication, 59—-60
Riskmetrics, xxiii
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concept (Basel I introduction), 90, 204

modification, 200 —-201
Risky investments, equity holder incentive, 208
Royal Bank of Scotland, debacle, 82
Russia, meltdown /crisis, 82, 99-100, 102
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Securities and Exchange Commission (SEC)
Net Capital Rule, xxxiv—xxxv, 105
Commission amendment, Xxxvii
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141-142
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placement, 143
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Standard deviation (sigma), 19
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Standard model, 36
Statistical arbitrage, 55
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Stimmler, Mary Kay, 216218
Stock market crash (1987), 226
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U.S. House Committee on Science and
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Subordinated tranches, investor purchase,
132-133
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Subprime CDOs
assessments, 215
bank usage, 13
balance sheet location, 136 —-137
crisis, 6
risk, understanding, xix
SEC ruling, impact, xxxi—xxxii
speculation, xxxii—xxxiii
super senior component, retention, 119
trading book placement, bank incentive, 142
tranches, amount, 15-16
UBS involvement, 116—-117
VaR power, problems, 145—-146
warehousing, problems, 117-119
Subprime crisis
accuracy, problem, xxiv—xxv
VaR crisis, impact, 38-19
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Subprime market, vroclems, 1-2
Subprime morfgages
impact, 6
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Subprime RMBSs, trading book placement
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Super senior categories, 120—121
Sniper senior CDOs, consideration, 158
Super senior holdings
bank holdings, 131-132
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Super senior tranches
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impact, 118-120
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unattractiveness, 132
Swaps
BackOffice System, JP Morgan
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129-130
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Tier 1 capital, 94
Tier 2 capital, 94
Tier 3 capital, 94
introduction, 37
Toxic assets
acquisition, 57
balance sheet appearance, xl—xli
SEC treatment, xxxi—xxxii
Toxic leverage, 16, 47, 187
guarantee, 195
problems, 193194
risk mechanism delivery, 47
Toxic risks, VaR underestimation, xix
Toxic securities, accumulation, 198
Traders, risk-lite approach, xvi
Trading
affordability/leverage, costliness (VaR
calculation), xxxvi
asset, defining, 138—-139
bets, financing, 16
desks/business, usage, 237
opportunities, 235
portfolio, leverage, 22
Trading book, 138
asset placement, easement, 141
bank abuse, 148—-149
bank usage, 139-140
capital result, assumption, 139-140
CDO/RMBS placement, 167
credit-related assets, placement, !42:-144
exposures, capital support, 152
impact, 143
leverage, 186
presence, 148149
securitized mortgage exposures, placement, 143
treatment, bank preference, 141
usage, 146-149
VaR, impact, 141
Trading-related capital requirements, 13
Trading-related leverage, 166 —-167
Tranches, enhancement, 132—133
Trigger algorithms, adoption, 239
Turner Report (2009), 42—-43
Turner Review (UK Financial Services
Authority), 165

UBS
assets, 11, 122
carry trade, profitability, 130-131
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Foreign Exchange/Cash Collateral Trading
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market risk treatment, credit risk treatment
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treatment, 122
risk management, robustness (assumption), 126
structuring fees, 131
subprime losses, 115-116
subprime positions, filtracen, 123
subprime risk, Grous Scnior Management
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super seniority; vclection, 129-130
super senioi posidons, positive carry, 130
super set'ic: sranches
acer mulation, 123
aet positive carry, 119-120
sapcr-senior tranches, addition, 151
saper senior trouble, 125
Swiss Federal Banking Commission
investigation, 125-127
total equity capital, amount, 121
VaR measurement, 14
warehousing exposure, 116-117
United States, housing bubble (collapse),
115-116
U.S. House Committee on Science and
Technology, Subcommittee on
Investigation and Oversight, 161-171, 177
U.S. mortgage market, disruptions, xix
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academics, impact, 177-178
add-ons, 148
adoption, 108—109, 224

phase-in period, absence, 106107

appearance, 182
ascension, reasons, 78—79
assumptions, violation, 173
bank calculation, xx
banker usage, 180
bank limits, problems, 77-78
Benardete perspective, xxxv
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calculations
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methodology, 34
capital calculation methodology, 139
cessation, impact, 198199
comparison, Brown perspective, 192
comprehensive approach, xxxiv—xxxv
computation
cost, 242
difficulty, 238-239
constructs, adoption/promotion, 218
contrarians, 72
counterrevolution, 196—197
coverage, 191-192
credibility, 76
credit ratings reliance, 172
crisis, xxiv, 224 —225
impact, 155-156
criticisms, 162—-163
danger, 168—-169
Danielsson perspective, 84
presence, 19
decline, 239-240
deficiencies, 42—43
destruction capacity, 40—41
due diligence, 125
exceptions, bank registration, 100
exposure/fragility, xx
failure, 162—163
guidelines, reliance, 74
historical data, 17
historical evidence, statistica! dissection,
124-125
impact, Xx, xxvi, 2
problems, xii- xit; 80
reduction, 197
imposition, regulatory measure, 82—83
indictment, 158 —-159
internal competition, 55—-56
international regulators usage, 35
invention, reason, 26
knowledge, absence, xviii
limit
breach, 29
imposition, 79
liquidations, impact, 78
logic, 221
Lord Turner perspective, 165—166
low level, xv
malfunction, 168169, 197
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mathematical engineering, xiv
May creation, 5354
measure, problems, xiii—xiv
Merrill Lynch statement, 33
methodology
design, 175
publication, 59—60
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impact, 176 -177
regulatory adoption, xxxiii
normal markets, 243
No-VaR, improvement, 43—44
performance, problem, 32, 162
personal advantages, x|
popularity, 105
reasons, 68—69, 157 217-218
power, 168
endowment, provlems, 145—-146
height, 15¢
predictabilic; 77
predictions, 57
fatba o, xxvi—xxvii
maccuracies, Xvi
oresence, impact, 2829
probabilistic foundations, 19
problems, 240
promotion, 44
QuAnt usage, 42—-43
relevance, xvi—xvii
reliance, 165
rigor, XXXv—XXxXvi
risk management
device, 28
usage, 75
risk measure, usage, 240
risk metric, 216
RiskMetrics, impact, 174—-175
role, 3, 169
SEC policy, interaction, xxiii, 105-107
side effect, 25
solutions, 225
spreadsheet, development, 56
standard model, 36
Taleb explanation, xi—xii
Taleb understanding, xxi
term, appearance, 36
tests, types, 238 -239
toxic leverage, 45
trading desk limit breaches, 102
trading-related leverage, 166 -167
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value, Bookstaber perspective, 173
VaR neutral, 122

VaR-total assets ratios, 15
VaR-type models, creation, 50
violations, 102—103

Wall Street lobby, xxxviii—xxxix
‘Wall Street perspective, xxxiil—xxxiv
zero VaR, 122—-123

Value at Risk (VaR) risk

absence, assumption, 164
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estimator role, 104

Variance-Covariance method
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explanation, 62—65
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