Measures of increasing financial intensity

300% US debt as a % of GDP by Global issuance o_f_ asset-
borrower type backed securities
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= OTC interest rate contracts, notional amount outstanding
= Global nominal GDP, $bn = Global FX turnover, annual, $bn = Global exports, $bn




IMF estimates of public support costs in 2008-2009
financial crisis

l“‘

FSA.

% of GDP
Pledged Utilised Recovery Net direct
cost
Advanced
economies 6.2 3.5 0.8 2.8
Emerging
economies 0.8 0.3 - 0.3

Source: IMF: A fair and substantial contribution by the financial sector, June 2010
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TBTF: Conditions for success of debt based solutions

= Large enough % of balance sheet junior to depositors

Required to
= Subject to write-down/conversion to equity in smooth

address
process >

idiosyncratic

= Long enough in maturity to avoid pre-crisis runs failure of SIF|

= Held outside banking system and by investors able to ~
take losses without knock-on asset fire-sale or debt Additionally required to
default consequences address systemic risks

of multiple failures



Frequency distribution of bank bond payouts
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Financial firms’ CDS and share prices
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Bradford & Bingley, Citigroup, Deutsche Bank, Fortis, HBOS, Lehman Brothers, Merrill
Lynch, Morgan Stanley, National Australia Bank, Royal Bank of Scotland and UBS.

CDS series peaks at 6.54% in September 2008.
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Rigidities and vulnerabilities of debt contracts

= Bankruptcy costs: non-smooth adjustment

= Fire-sale costs

= Need for continual roll-over

= Multiple equilibria depending on interest rate

= Credit and asset price cycles

FSA.
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Measures of increasing financial intensity
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= OTC interest rate contracts, notional amount outstanding
= Global nominal GDP, $bn = Global FX turnover, annual, $bn = Global exports, $bn
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