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		Abstract

		We present a model that can explain a sudden drop in the amount of money that can be borrowed against an asset, even in the absence of asymmetric information or fears about the value of the collateral. Three features of the model are essential: (i) the debt has a much shorter tenor than the assets and needs to rolled over frequently; (ii) in the event of default by the borrower, the collateral is sold by the creditors and there is a (small) liquidation cost; (iii) a significant fraction of the potential buyers of the collateral also relies on short-term debt finance. Under these conditions, the debt capacity of the assets (the maximum amount that can be borrowed using the securities as collateral) can be much less than the fundamental value, and in fact, equal the minimum possible value of the asset. This is true even if the fundamental value of the assets is currently high. In particular, a small change in the fundamental value of the assets can be associated with a sudden collapse in the debt capacity. The crisis of 2007-09 was characterized by just such a sudden freeze in the market for short-term, asset-backed financing. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: financial crisis, credit risk, liquidation cost, repo, secured borrowing, asset-backed commercial paper.

	
	

	
    

    
	

	
	
		JEL Classification: G12, G21, G24, G32, G33, D8

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Acharya,  Viral V. and Acharya,  Viral V. and Gale,  Douglas M. and Yorulmazer,  Tanju, Rollover Risk and Market Freezes (February 17, 2010). EFA 2009 Bergen Meetings Paper,  Available at SSRN: https://ssrn.com/abstract=1325887 or http://dx.doi.org/10.2139/ssrn.1325887 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	

	

	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Viral V. Acharya (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
						
						


						
					
					[image: New York University (NYU) - Leonard N. Stern School of Business]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				New York University (NYU) - Leonard N. Stern School of Business  ( email )

			

			
			
				
				
				
					44 West 4th Street
Suite 9-160
New York, NY NY 10012
United States
2129980354 (Phone)
2129954256 (Fax)

				

				
			

			
				
				
					HOME PAGE: http://www.stern.nyu.edu/~vacharya
				

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
						
						


						
					
					[image: New York University (NYU) - Department of Finance]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				New York University (NYU) - Department of Finance  ( email )

			

			
			
				
				
				
					Stern School of Business
44 West 4th Street
New York, NY  10012-1126
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Centre for Economic Policy Research (CEPR)  ( email )

			

			
			
				
				
				
					London
United Kingdom

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
						
						


						
					
					[image: European Corporate Governance Institute (ECGI)]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				European Corporate Governance Institute (ECGI)  ( email )

			

			
			
				
				
				
					c/o the Royal Academies of Belgium
Rue Ducale 1 Hertogsstraat
1000 Brussels
Belgium

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				National Bureau of Economic Research (NBER)  ( email )

			

			
			
				
				
				
					1050 Massachusetts Avenue
Cambridge, MA  02138
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Douglas M. Gale

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				New York University (NYU) - Department of Economics  ( email )

			

			
			
				
				
				
					269 Mercer Street, 7th Floor
New York, NY  10011
United States
(212) 998-8944 (Phone)
(212) 995-3932 (Fax)

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Tanju Yorulmazer

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Koc University  ( email )

			

			
			
				
				
				
					Rumeli Feneri Yolu
Sariyer, Istanbul, 34450
Turkey

				

				
			

			
				
				
					HOME PAGE: http://gsssh.ku.edu.tr/en/departments/economics/akademik-kadro/show/tyorulmazer/
				

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				      720

			

		
		
		
			Abstract Views

			    8,798

		

		
		 
		
			Rank

			   38,223

		

		
	


	
		
            
            	        3 Citations
		

	

	
		
			
				       29 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    Risk Management eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Risk Management eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            4,665

                                    

                                    
                                        PAPERS

                                           15,550

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Robert Sales at Global Association of Risk Professionals

                                    

                                
                            

                        

                    

                
	
                    Corporate Finance: Capital Structure & Payout Policies eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Corporate Finance: Capital Structure & Payout Policies eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            2,644

                                    

                                    
                                        PAPERS

                                           15,035

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        RenÃ© M. Stulz at Ohio State University (OSU) - Department of Finance

                                    

                                
                            

                        

                    

                


            

            
                
                

                	
                    Derivatives eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Derivatives eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,946

                                    

                                    
                                        PAPERS

                                           12,500

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Stephen Figlewski at New York University - Stern School of Business

                                    

                                
                            

                        

                    

                
	
                    Banking & Insurance eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Banking & Insurance eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,782

                                    

                                    
                                        PAPERS

                                           31,802

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        RenÃ© M. Stulz at Ohio State University (OSU) - Department of Finance

                                    

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Securitized Banking and the Run on Repo

                        
                            By
                                
                                
                                    
                                    Gary B. Gorton
                                     and 
                                
                                    
                                    Andrew Metrick
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Securitization Without Risk Transfer

                        
                            By
                                
                                
                                    
                                    Viral V. Acharya, 
                                    
                                
                                    
                                    Philipp Schnabl, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Securitization Without Risk Transfer

                        
                            By
                                
                                
                                    
                                    Viral V. Acharya, 
                                    
                                
                                    
                                    Philipp Schnabl, ...
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Securitization Without Risk Transfer

                            
                                By
                                    
                                    
                                        
                                        Viral V. Acharya, 
                                        
                                    
                                        
                                        Philipp Schnabl, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Rollover Risk and Market Freezes

                            
                                By
                                    
                                    
                                        
                                        Viral V. Acharya, 
                                        
                                    
                                        
                                        Douglas M. Gale, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Rollover Risk and Market Freezes

                            
                                By
                                    
                                    
                                        
                                        Viral V. Acharya, 
                                        
                                    
                                        
                                        Douglas M. Gale, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Rollover Risk and Market Freezes

                            
                                By
                                    
                                    
                                        
                                        Viral V. Acharya, 
                                        
                                    
                                        
                                        Douglas M. Gale, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Unstable Banking

                            
                                By
                                    
                                    
                                        
                                        Andrei Shleifer
                                         and 
                                    
                                        
                                        Robert W. Vishny
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Unstable Banking

                            
                                By
                                    
                                    
                                        
                                        Andrei Shleifer
                                         and 
                                    
                                        
                                        Robert W. Vishny
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Maturity Rat Race

                            
                                By
                                    
                                    
                                        
                                        Markus K. Brunnermeier
                                         and 
                                    
                                        
                                        Martin Oehmke
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
	
		
	
		
	
		
	
		
	
		
	
		
			
				
			
			
		
	
		
			
				
			
			
		
	
		
	
		
	
		
	
		
	
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l100 in   0.141 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
