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The Favorable Global Backdrop The Favorable Global Backdrop 
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The Global Expansion Has Been Strong...

Global 
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World GDP Growth
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1/ Country CPI inflation rates aggregated using PPP weights.
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Hallmarks of Financial InnovationHallmarks of Financial Innovation

SecuritizationSecuritization

New Risk Transfer InstrumentsNew Risk Transfer Instruments

New Asset Management InstitutionsNew Asset Management Institutions



The Effects The Effects –– Record CrossRecord Cross--Border FlowsBorder Flows
Global Cross-Border Flows By Type in 

Percent of World GDP
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The Effects The Effects -- Reduced Reduced ““HomeHome--BiasBias””
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The Latest ChallengeThe Latest Challenge--
The ReThe Re--Pricing of Credit RiskPricing of Credit Risk
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Loans with Payment Shock
(in billions of U.S. dollars)

Sub-Prime Mortgages: Long-Tailed Impact
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Discipline Weakening in Corporate Credit Markets



US CDOs:  Outstanding Volumes
($900 billion total)

Other CDO 
($265 bn, 

29%)

CDO-
Squared 
($28 bn, 

3%)

CLO ($270 
bn, 30%)

Mezzanine 
CDO (BBB 

rated, 
$159 bn, 

17%)

High 
Grade CDO 
($189 bn, 

21%)

Collateralized Debt Obligations



CDO Holders:  Riskiest Portions (Not delta adjusted)
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Riskiest Positions Held by a Wide Variety of Investors
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Hedge Fund Troubles ...



IMPLICATIONSIMPLICATIONS

MarketsMarkets

FundamentalsFundamentals

PoliciesPolicies


