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Global Trends 

 The Impact of the Financial Services Meltdown on the Global Economy. 

Excesses in the US Housing and Mortgage Markets Are a Root Cause. 

Subprime loans accounted for 15% of the US mortgage market in 2006 vs. 3% in 2002. 

 
The more than $600 billion of subprime mortgages that were issued in the US proved riskier than 
anticipated. 
 

 

 

 

 

 

 

 

 

 To compete with private lenders, Fannie Mae and Freddie Mac lowered lending standards 
and provided mortgage loans to subprime borrowers. 

 Trillions of dollars of asset backed securities and CDOs were distributed throughout the 
financial system. 

 Investment banks, hedge funds, and even commercial banks used borrowed money to invest 
in structured financial products. 

 Hedge funds and private equity firms control ~$2.5 trillion of equity but borrowed several 
times this amount to fund their investments. 
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 Petrodollar inflows and exchange rate management policies resulted in massive capital 
accumulations throughout the developing world. 

 
Rating Agencies Propagated the Illusion of A Low Risk Investment Environment 

 They assigned high, investment grade ratings to opaque structured financial products and 
debt issued by highly leveraged companies. 

 Since the outbreak of the credit crisis, they have downgraded over $1.9 trillion of mortgage 
backed securities. 

 

Warning Signs 
Default rates on certain types of subprime mortgages had risen to above 20% (vs. 6% at the 
Beginning of 2005). 
 
Investment Funds Lost Billions Betting on Risky Credit Instruments 
 
Two of Bear Stearns’ flagship hedge funds collapsed in July 2007 
Structured Investment Vehicles (SIVs) announced billions of dollars of losses and were 
Liquidated. They had borrowed heavily in the short-term debt markets to fund purchases of CDOs 
and other long term, risky debt instruments. 
 

Victims of the credit crisis: 
 Bear Stearns (investment bank) ― Saved from bankruptcy by government backed sale to JP 

Morgan. 

 Lehman Brothers (investment bank) ― Bankrupt 

 AIG (world’s largest insurance co.) ― Bailed out 

 Washington Mutual (6th largest US bank*) ― Assets seized by the government and sold to 
JP Morgan 

 Wachovia (3rd largest US bank*) ― Sold to Wells Fargo after an aborted bid by Citigroup. 
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EUROPE 

Europe’s economies are in many ways as vulnerable as America’s. 
Leverage levels are high, house prices are inflated, and financial institutions have suffered deep 
losses. 
 

 

 

 

 

 

 

 

 

Large European Financial Institutions Have Experienced Extreme Distress 

In the United Kingdom 

 RBS ― The British government is recapitalizing Europe’s largest bank by assets. 

 HBOS & Lloyds TSB ― The UK government is injecting capital into both banks (Britain’s 4th         
& 5th largest), having already engineered their merger 

 Northern Rock and Bradford & Bingley ― Two of the UK’s largest 
               Mortgage lenders became insolvent and were nationalized. 

 

In Germany 

 Hypo Real Estate ― Bailed out by the German government 
 

In France & Belgium 
 Fortis ― Europe’s 11th largest bank was sold off piecemeal and partly nationalized 

 Dexia ― France and Belgium were forced to recapitalize Europe’s 16th largest bank 
 

Other Systemically Important European Banks Are at Risk: 
Many of Europe’s largest banks operate at very high leverage levels. One of the reasons behind this 
is that many of them have highly leveraged investment banking operations. 
 

European Governments Have Been Forced To Take Radical Action 
 European governments have pledged a total of $2.5 trillion to guarantee bank debt and 

purchase equity stakes in financial institutions. 

 Euro zone governments have agreed to guarantee all new bank debt issuance through 2009 
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 Ireland, Germany, and Denmark have guaranteed all consumer bank deposits 

 European central banks are offering unlimited dollar funding to banks in order to unclog 
interbank lending. 

 

Specific national policies include: 
  The UK Government is guaranteeing bank debt and injecting ȥ50 billion into banks including 

RBS, HBOS. 

 Germany is guaranteeing up to $544 billion of bank debt and plans to buy equity stakes 
worth up to $109 billion. 

 France is creating a state fund to buy stakes in financial institutions and has guaranteed 
$435 billion of bank debt. 

 Spain is guaranteeing up to $136 billion of new bank debt, has set up a facility to purchase 
equity stakes, and plans to buy up to $68 billion of bank assets. 

 Iceland has nationalized its entire banking system and may borrow billions of dollars from 
Russia and the IMF. 

 
Emerging Markets Have Posted Steep stock Market Losses 
Heightened risk aversion, capital flight, and deteriorating economic growth prospects have produced 
dramatic equity price declines. 

 
The Credit Crisis Has Disrupted Capital Markets and Exposed Fiscal Weaknesses 
Regions and countries with major fiscal imbalances have been hit hard: 
 

 Many emerging markets rely on foreign capital inflows to finance large current account 
deficits. 

 Some developing economies are heavily commodity dependant and will weaken as 
commodity prices fall. 
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       INDIA 
India has benefited from rapidly increasing capital inflows since 2000, but these are set to fall. 

 
Capital inflows funded investment and boosted GDP growth above its long-term sustainable rate. 
India will prove itself as less affected due to growing demand in the country and less dependent on 
US and other countries. This will happen when India is able to sustain GDP growth of ~7% to 8%. 
 

CURRENT SITUATION 
 Many central banks cutting interest rates to punching liquidity and some bailouts being 

passed across the world to save the financial markets. 

 Global markets are facing market slash: 

 The MSCI world index has slipped ~ 40%. 

 Indian Sensex in month of October have fallen approximately 35%. 

 Commodity Prices have fallen ~40%. 

 Even oil prices have fallen~40%. 
 

The United States Is Falling Into Recession 
 Unemployment rose to 6.1% in August from 5.7% in July. 

 Retail sales fell by 0.3% in August and were down 0.7% excluding automobile sales. 

 The main index of US manufacturing activity fell 13% in September. 

 
Key Factors likely to Suppress Growth 

 Lower demand for commodities. 

 Decreased global liquidity. 

 Lower capital flows to emerging markets. 

 Reduced demand by G-7 for imports 

 
The GDP forecasted 
The GDP forecasted for various countries are low as compared to last year. The GDP for       U.K is 
forecasted at .4%, Japan GDP is forecasted .5%, China’s 8.7% and India’s GDP to be 7.5% to 8%.  
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 Will Market Recover 
Market had made new lows and has turned back, but still there are some of corrections. Every 
business has its cycle and financial market is also going through the business cycle in which they are 
into the phase of recession and every one comes out of this. People have lost their confidence in this 
market trust and confidence if boosted may take market towards the recovery stage. Volatility is 
expected in market due to weak level of confidence of investors. The developments in technology 
and infrastructure may boost the economy upside. Also various developments are being done in 
medical sector. 
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