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Credit ContagionCredit Contagion
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Financial Fall-Out From the Financial Fall-Out From the SubprimeSubprime Debacle Debacle

 Huge mortgage-related losses ($100-$200 billion?)…

 …Dispersed around the world, but nobody knows where
for sure…

 …Have led investors to flee from mortgage-backed
assets (if they can)

 Contagion has tainted investor appetite for all forms of
risk

 Corporate debt and inter-bank funding markets have
tightened—forcing central banks to intervene
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U.S. Mortgage Originations in 2006 by Loan TypeU.S. Mortgage Originations in 2006 by Loan Type
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Credit Impacts on the EconomyCredit Impacts on the Economy

 Home Mortgages
 More foreclosures, fewer qualified buyers
 “Conforming” prime sector still intact
 Adjustable rate resets have not yet peaked

 Consumer
 Consumer credit standards likely to tighten
 Home equity pump drying up

 Business
 Leveraged buy-out market stalled
 Increased credit spreads (but from very low levels)
 Commercial paper market freezing up
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The Housing DownturnThe Housing Downturn
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Consumers at RiskConsumers at Risk
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(Percent of disposable income)
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Consumption Growth Will Slow FurtherConsumption Growth Will Slow Further
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Business InvestmentBusiness Investment
Has Been Less Supportive ThanHas Been Less Supportive Than

HopedHoped
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Foreign Trade:Foreign Trade:
Export-Led GrowthExport-Led Growth

Copy right © 2007 Global Insight, Inc. 249/2007

U.S. Export Growth Is Catching Up with WorldU.S. Export Growth Is Catching Up with World
Trade Growth Trade Growth —— Helped By the Falling Dollar Helped By the Falling Dollar
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Inflation and Interest RatesInflation and Interest Rates
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Government Revenue IssuesGovernment Revenue Issues
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The Profits Boom Is Out Of SteamThe Profits Boom Is Out Of Steam
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Other Key Indicators Affecting State BudgetsOther Key Indicators Affecting State Budgets
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Bottom LineBottom Line

 Sluggish growth at best; housing has further to fall, the consumer will
be cautious

 A deeper slowdown is the main risk (recession risk: 30%)

 The prospect of growth sliding below 2% should trigger rate cuts

 Downside Risk (1): Credit contagion worsens, spills over more
severely to the U.S. and global economies

 Downside Risk (2): Vulnerability to another energy shock remains high

 Downside Risk (3): Mutual Assured Destruction: Protectionism at
home, buyer’s strike against Treasuries by China
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Thank You!

Visit our Web site at

www.globalinsight.com


