The Financial Crisis, 2007 to 2009



Caveats

* These views are mine and not necessarily
those of the Federal Reserve Bank of Atlanta
or the Federal Reserve System.



Complicated Developments

e Acronyms

— ABS, ABCP, CDO, CDO squared, RMBS, SLABS, SIVs, PDCP,
TARP

e Financial institutions all over the world

e Markets

— Money market funds
— Asset-backed securities
— Auction-rate securities market



Story Continues

« Should the government buy assets from banks
or nationalize them?

—In U.S., UK. and U.S., the government is facing this
choice

* In U.S., stress testing of banks and attempts to
raise capital are in the news daily
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Background

» Defaults on mortgages, especially subprime
— Originally called the “subprime mess” by many
— More such loans than historically
— Relatively low risk spreads on risky mortgages

 How do we get from defaults on high-risk
mortgages to all this widespread difficulty?
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Trillion Dollars (U.S.)

U.S. Mortgage Originations by Type

2001 through 2007
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Percent

U.S. Mortgage Delinquencies by Loan Type
First Quarter 1998 through Third Quarter 2008
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Size of Financial Markets

Government/banks
$70.7 trillion

— Money markets $6.4 trillion(b)

L Government debt $25.8 trillion(<)

— Bank deposits $38.5 trillion(d)

Corporate
$67.7 trillion

— Corporate bonds $11.0 trillion
i: Investment-grade $10.2 trillion(€)
High-yield $0.8 trillion(®)

— Corporate loans $6.1 trillion

Investment-grade $5.6 trillion(f)

Leveraged $0.5 trillion(®)

— Corporate equities $50.6 trillion

Asset-backed securities
$10.7 trillion

— Commercial mortgage-backed
securities $0.7 trillion(®)

— Residential mortgage-backed
securities $6.5 trillion(®)

|: Europe $0.7 trillion
United States $5.8 trillion
|: Agency $4.0 trillion
Non-Agency $1.8 trillion

Jumbo $0.5 trillion

Alt-A $0.6 trillion

Non-mortgage asset-backed securities $3.5 trillion(h) Sub-prime $0.7 trillion

Source: Bank of England Stability Report, 10/2007



Story

« Atiny part of securities markets has put asset
markets around the world In a state of
turmoill?

e How can that be?



Private-sector Developments

Fannie and Freddie put into
| Conservatorship
Lehman files for Chapter
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summary of Developments

Prelude until August 9, 2007

Main Act from August 9, 2007 to September
16, 2008

Climax from September 16, 2008 to early 2009
— Financial crisis

Denouement from early 2009 to ??77??
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