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IS THERE REALLY A CRISIS?

The TED Spread is a credit spread.  LIBOR is a commercial bank deposit rate; the T-Bill is the
‘risk-free rate of return.’ The spread measures the degree of confidence banks have in lending
to one another.

Benchmark Rate



AAA Prime
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IS THERE REALLY A CRISIS?

Corporate Bond Prices Collapsing
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Source:  World Federation of Exchanges

IS THE CRISIS REALLY GLOBAL?



Date of Peak Peak Change Number of Days

Russia 05/19/08 -76.32% 183
China 10/16/07 -68.70% 399
Hong Kong 10/30/07 -59.18% 385
India 01/08/08 -57.18% 315
Netherlands 07/16/07 -56.34% 491
Italy 05/18/07 -55.27% 550
Japan 07/09/07 -54.39% 498
Brazil 05/20/08 -52.03% 182
World 10/31/07 -50.39% 384
France 06/01/07 -48.81% 536
Australia 11/01/07 -48.41% 383
Spain 11/08/07 -47.48% 376
United States 10/09/07 -45.64% 406
Germany 07/16/07 -44.24% 491
Canada 06/18/08 -41.65% 153
Switzerland 06/01/07 -41.11% 536
United Kingdom 06/15/07 -39.08% 522
Source:  Michael Panzner
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Real Estate

UK  -5.1%
SPAIN   -4.9%
FRANCE  -0.8%
AUSTRALIA  -1.8%



PRICES IN ALL ASSET CLASSES FALLING

STOCKS

BONDS

COMMODITIES

REAL ESTATE

ART



Deflation occurs when asset bubbles burst.
Asset bubbles burst when the availability of
greed and stupidity exceeds the availability of
capital.
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Subprime Crisis vs. Global Financial Crisis
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SPV

Senior Транш A

Senior Транш B

Senior Транш C

‘Super Senior’ CDOs
ААА

Senior Транш D

Senior Транш E

CDO

Collateralized Debt Obligation
Subprime and Alt-A Securitizations

$440 Billion

Level 3 Asset



Market Value of ‘Super Senior’ CDOs
mark to market

Lehman Brothers

$80 Billion
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Source: Credit Derivatives and Synthetic Structures, John Wiley & Sons, 2001; and www.pimco.com, 2006.

Credit Default Swaps

Amount      Company Coupon Tenor Rating
$10 mln          XYZ 5.5% 5 years AAA

Premium:  75 bps/year

http://www.pimco.com/


Credit Default Swaps

credit risk

interest rate risk

Two components of bond risk: interest rate risk and credit risk.



Reserves

BANK

BOND

INSURER

CDSCDS

Credit Default Swaps

CDS Premium vs. Reserves:  Arbitrage Opportunity?

Premium

Settlement

Credit Event

Reserves
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Reserves

Credit Default Swaps

CDOLOAN

BANK BROKER

CDS CDS

Credit Default Swaps are not a monoline insurance product.
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Credit Default Swaps

CDSCDOLOAN

Credit Default Swaps do not increase the amount
of debt outstanding.  They increase market risk
by expanding the universe of ‘insured’ credit
products and the universe of potential insurers.
The net market risk of credit default swaps is zero.  



Credit Default Swaps diversify credit risk away
from monoline insurers, but the risk remains
concentrated in the Financial Sector. . . 
and you don’t know who owns it!

Counterparty  Risk



Source: CreditSights, The Economist

Sellers of CDS Protection
(End 2007, in USD Trillions and Percent)



Source:  Bank for International Settlements, Basel

Total Derivatives Outstanding by Type
(End December 2007, in USD Trillions) 



Notional Value of Outstanding Credit Default Swaps
(2001-2008 Q2, EOP, in USD Trillions)

Source:  International Swap Dealers Association



$22.0 Trillion
more than twice outstanding
mortgages

most outstanding mortgages
less than 7 years old



US Interest Rates

dot.com bubble

subprime crisis

‘deflation low’ 3.17

Fed raises rates



There are currently 115 million occupied housing units in the US; 75 million are owner
occupied.  The homeownership  rate is 65.2% (75/115).
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Housing Stock, Mortgage Debt and Equity
(2002-2008 Q2, EOP, Billions of USD)

Housing Stock

Mortgage Debt

$ 9925.3 $ 8789.5



Source:  US Census Bureau, Q3 08

46.4%

329 400

225 000







Source:  US Census Bureau, June 2008



Source:  US Census Bureau, June 2008



130.4 million housing units; 111.4 million households; home 
ownership rate:  67.9%; 51.8 million mortgages outstanding



Source:  Federal Home Loan Board







Outstanding Mortgages by Type
(End June 2008, in Trillions of USD)

Total Residential Mortgage Portfolio – USD 10.6 Trln



Ownership of Outstanding Mortgage Debt*
(On 30 June 2008, in Billions of USD)

Other
3%

ABS Issuers USD 2,025.3 Bln
Mortgage Pools USD 4,611.3 Bln
Total USD 6,636.6

*Adjusted from USD 11,325.0 Bln

Source:  Federal Reserve System, Flow of Funds Accounts, 09.08
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Ownership of Outstanding Mortgage Securities
(On 30 June 2008, in Billions of USD)

Total – USD 6.655 Trillion

Source:  Federal Reserve System Flow of Funds Accounts, 09.2008





Securitizations by Type of Mortgage

Source:  Merrill Lynch



Citigroup (C) 61 71
Wachovia (WB) 52.7 11
Merrill Lynch (MER) 52.2 29.9

Washington Mutual (WM) 45.6 12.1

UBS (UBS) 44.2 27.3
HSBC (HBC) 27.4 5.1

Bank of America (BAC) 27.4 30.7

JPMorgan Chase (JPM) 18.8 19.7

Morgan Stanley (MS) 15.7 14.6

IKB Deutsche Industriebank (IKBDF) 4.1 11.6

Lehman Brothers (LEHMQ.
PK) 13.8 13.9

Royal Bank of Scotland (RBS) 13.6 22.2

Credit Suisse (CS) 10.1 3

Wells Fargo (WFC) 10 5.8

Deutsche Bank (DB) 9.9 6

TOTAL 592.9 443

Cumulative Write-Downs





Source: BBC



Source:  Calculated Risk  (www.calculatedrisk.blogspot.com) 

http://www.calculatedrisk.blogspot.com/
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160.10

135.63    33.3% Retracement

122.40    50.0% Retracement

113.03    61.8% Retracement 
Fibonacci Golden  Mean

Currency Crisis?

Bretton Woods

Savings & Loan Crisis

dot-com bubble
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Greenspan’s conundrum

200 bp

dampen housing bubble
stop carry trade

US Federal Reserve Monetary Policy



+3.4 Trillion

+0.9 Trillion

62.5%
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Greenspan’s conundrum: 
foreign central banks DISABLED US monetary policy

US Federal Reserve Monetary Policy

Foreign Central Banks



ATCI

Thank you.


