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Six mordhs agoe e US guthorities put $290n of public money &t risk to heln secure a rescue takeover of falling nvestmant
pank Bear Steerns by JP Morgan Chase.

Today the Treasury and the Federal Reserve refuse 1o pul any public money on the fable 1o help close a rescue takeover
for Lohman Brothers, even though 1 is giso an investment bank and it is bigger than Bear was. So what has changed?

Paople familiar with the US authorities thinking highlight three imporiant differences between the corisis at Lehman today
and thet ot Bear in Maroh,

First, Lehman's business mix differs from Bear's.

wile Lehman is bigger than Besr, i is less deeply involved in the systemically impertant sredit default swaps market and
clearing sysam.

Second, while the orisis at Besr slunned the markets, other financial institutions have had six months fo pregars for the
possible fellure of Lehman. In the Beer crisis, the risks were exireme in part because they were unknown and
unmeanaged.

The New York Fed has conduciad exiensive stress tests In order o attempt io evaiugts the impact of a Lehman fallire on
markats such as the 005 market and it betieves the systemic risk is gusntifiable and lower than the risk that was posed
by the mminent collapse of Besr back in March,

Regulziors have also evaluated the risk mitigation sirategles put in place by oiher hanks and he authoriliss balieve them
s be robust,

That suggesis tha rigk that 2 Lehmean collapse could Frigger & doming affect of fallures gt other §i
rot o be graal.

nansial institutions ought

Third, the Fad now has in place an smerganoy §

¥ rizk that Lehman couid suffar the Kind
of sudden funding stike Inthe repo

it that sant

fASaL i %

This should ensure thet f Lehwman does oollapse. ( dogs 5o in g slower and relatively orderly fashion, allowing 1o wind
gown business operations in & way that does not cause sudden shocks o markats,

“Begr Stearns happened s0 quickly” eavs 2 former Fed official. AL the time, there was no infrasiruciure 1o Kesp Bear
ahve.
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“hlow thers ig an infrasirushsre 0 prevent o gisorderly g aowilh the Fed willing to lend agsinst good coliaiersl”

- Was nevarthsiess not keen

egfaé suthorily o
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in subsequent months, Ben Bemankes, chairman of the Fad, has mads & clesr — with the full
Treasury secralary - nat the dedision o rsk Laxpayem funds must always be vary clesrly made b ; reBsury, 2n ¢ the Fad
shotidd in this respect g0l only as the Treasury's f‘:}eraf ongl agent. Mr Paulson, meanwhile, fresh from his gient

takecver of Fannie Mae end Freddie Mac, and with an eye on demands by car rmakars for billions in COVETTHTIS
subsidies, has had o take inlo socount the G’aﬁﬁer *m:v ancther fnancial secior rescus would promste s hallou! sulture,

Several Washingion-based experts have arguad Lehman did not endear iself o the aulhorities by walking eway from
sarlier rescue propossis because el the prices on offer were too low,

“tefenan may be the postar ohild for enough-is -encugh.” savs & senior executive 8t & private equily firm that has been in
tatks with Lehman in regard 1o possible asset sales.

Policymakers want to get away from the notion there was a standard formuls for zreao‘vér‘g fingncial crises — ie. denloy
public money to keep the debt whoie once he equily is ali but wiped out — knowing this has sponsored specific
destabilising trades In financial markets.

The US ﬁevewmm gy Judgs that - with a record Dudgel deficlt soming next vear and Fannig and Fraddis’s §5.4000n
of dabiliites now In public hands - its fiscal ammundlion 8 nof imilless, and i may e wise o Kesp some In reserve for
what may prove 1o be many more such orises further down the road.
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