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“In 2008, we began to learn that our ‘financial 
memory systems’ had stopped telling the truth.” 

-Peruvian Economist Hernando de Soto   

 



Debasement of Financial Memory 
Systems: Two Cases 

1. Lehman Brothers 

2. MF Global 

3. Policy Implications 



Rehypothecation 

 

 

The practice by banks and brokers of using, for 
their own purposes, assets that have been 

posted as collateral by their clients.  

-Investopedia 
 
 



Rehypothecation 



Rehypothecation 

“Custody of assets and rehypothecation practices 
were dominant drivers of contagion, transmitting 

liquidity risks to other firms. The loss of 
rehypothecated assets and the ‘freezing’ of custody 
assets created alarm in the hedge fund community 

and led to an outflow of positions from similar 
accounts at other firms. Some firms’ use of liquidity 
from rehypothecated assets to finance proprietary 

positions also exacerbated funding stresses.” 

-European Senior Supervisors Group (SSG)  



Lehman Brothers Records Post-
Collapse 



MF Global Collapse 



Trustee’s Report 

• Record keeping failures: 

– Treasury systems “a hodgepodge” = no capacity for 
effective liquidity management 

– Inadequate infrastructure for Credit and Market risk 
management = no capacity to predict margin calls 

– No collateral management database = no capacity to 
clear and settle trades quickly to free up liquidity 

 

End Result = A complete loss of control over the firm’s 
financial transactions, risk positions, and balance sheet 



Post-Collapse 

• All of the assets, including book and records, 
in the hands of the Trustee appointed by the 
Chapter 11 Bankruptcy judge 

• Evidence is being used to resolve claims and 
disputes and to investigate the collapse 

• Future plans for the records remain unknown 



Building New Financial Memory 
Systems 

 

“Data management in most financial  

firms is a mess” 

- U.S. Committee to Establish a National 
Institute of Finance 



Building New Memory Systems 

1. New laws (e.g. U.S. Dodd-
Frank Act) and rules (e.g. 
CFTC’s swaps recordkeeping 
rules)  

2. New standards (e.g. ISO 
17442 on Legal Entity 
Identifiers) 

3. New infrastructures (e.g. 
swap data repositories; LEI 
registration authorities and 
repositories) 

4. New initiatives (e.g. the 
IMF’s data gaps initiative 

5. New tools (e.g. visual 
analytics tools to identify and 
monitor financial systemic 
risk) 

Transparency 
Accountability 
Fairness 
Reduced Risk 
Healthy Financial 
Systems 



Conflicting Interests 

• Regulation vs. market discipline 

• Complete records vs. nimbleness 

• Transparency vs. privacy/secrecy 

• Need for global coordination vs. sovereign 
determination 

 



Financial Memory Systems - Missing 
Elements 

Missing Element 

1. Cultural and human aspects 
of recordkeeping 

 

2. Digital preservation in the 
‘usual and ordinary course of 
business’  

 

3. Digital preservation at times 
of crisis 

 

Action Plan 

1. Monitoring and regulating 
incentive structures 

 

2. Requirements and solutions for 
market participants to establish 
digital preservation programs 

 

3. Living will provisions that result 
in effective preservation of 
records post-crisis 



Conclusion 

• Weaknesses in global financial memory systems were at the heart 
of the global financial crisis and efforts to correct these weaknesses 
will be at the heart of global financial recovery.   
 

• The world needs authentic and reliable memory systems so as to 
have the facts necessary to see risks and to protect global financial 
stability and growth.   
 

• Research indicates that in the absence of financial memory systems, 
financial markets seize up and do not generate the wealth that they 
potentially could and that good records encourage financial trade.  

  
• Without strong memory systems we are likely to find our way back 

to the global financial crisis of 2007-2008.  


