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Economic policy

The objectives of the economic policy

"AOGAABHDIN
KAUMAT

%i‘/\( " d

[TAOBAALHAS
D KOHOMUKA

The types of economic policy

¢/ By industry
¢/ Functionally-oriented division (fiscal, monetary,
structural)

TumodpeeBa A.A. 2018 © 2



Elements/measures of economic policy

[
I
¢/ Institutional (institutions: authorities, state property,
: business and trade unions)

'p/ Monetary policy (monetary)
IV Budget

v Tax (fiscal)

y Investment

v/ Foreign trade

TumodpeeBa A.A. 2018 © 3



| Methods=concepts: |
. OPERATIONS ON THE OPEN MARKET I

| Economic elements: I CHEAP MONEY POLICY (looser

(", Monetary policy (monetary) :l monetary policy) |
I Budget T.IG_HT MO.NE{ .PELI.CL ....... J
1 Tax (fiscal) :
: Investment

I Foreign trade

Price stabilization

Monetary policy Employment

The growth of real output
Exchange rate

Impact on the quantity of money in circulation

¢/ Stimulating measures of the Central Bank to
increase money supply

¢/ The economic policy of restraining

I'6 A e 2 el el e I * The norm of reserve requirements
* Central bank rate

economic policy and their impact on ! .\
the forms of international economic ! * Buy/sell of government securities by

I relations (open SCHEME) _: Central Bank



SROAATYH HAAROFW
W KUBM CROKOWHO!

T

: Economic elements:
1 Monetary policy (monetary)

[
[
|
: Budget N :
[ 1 Tax (fiscal) | :
: Investment :
I Foreign trade I
Fiscal policy
¢/ Stimulating
¢/ The economic policy of restraining
F———————— = - —— = Government Purchases
: 65. Types and tools of Fiscal I Taxes
: economic policy and their impact on ! Transfers
: the forms of international economic !
: relations (open SCHEME) '

_—_—_—_—_—_—_J
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WELL, THRERE GoES

THE NEIGHBORHOOD

AL CRISIS 2008

(g

TumodpeeBa A.A. 2018 © 6
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The growth rate of U.S. GDP (1933-2012)
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Mortgage crisis

HUemoynuk: Musucmepcmeo mopzoanu CLUA ‘

TumodpeeBa A.A. 2018 © 8



Global recession 2009

Financial crisis or mortgage crisis of USA
2007-2008

¢/ Mortgage loans with a high degree of risk
Before 2006 - 8%
After — 20%

Loans with a floating rate - 90% :
¥<Standard lending is reduced -
¢/ The share of liabilities in disposable income

1974 - 60%
1990 - 90%
2007 - 127%

TumodpbeeBa A.A. 2018 ©



v/ Standard lending is reduced
Subprime mortgage credit

Reduction of influence of the enterprises with state participation
Freddie Mac =

Federal Home Loan Mortgage Corporation
Fannie Mae =

Federal National Mortgage Association

and improving the position of private lenders

r‘l\'] FannieMae.

Lightweight credit

Easier to get

Higher %

Unfavorable additional terms

TumodpeeBa A.A. 2018 ©
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U.S. Subprime Lending Expanded Significantly 2004-2006

Subprime Home
Share of Mortgage Ownership
Originations (%) Rate (%)
25 70

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007

Bl Subprime Share % Bl Home Ownership %

Sources: US Census Bureau, Harvard University- State of the Nation’s Housing Report 2008



"Securitization of a mortgage loan of
a very high risk was made by private
investment banks"

Securitization

the issue of
mortgage
bonds

individuals
borrowers

the buyers
of the
bonds



Issuer

focurtns

to the Ser~icer.

Step 2 — The Lendersells the ban to the Issuer
and the Borowerbegins making monthly payments

Trustee

-
-
-
-
-

-
- o S 48 Wy
- —
- - -

- ——
-
- -
-

- - -
-
-‘--sg--
-
- -
-~
- -
-

Underwriter

Rating Agency

Mondhly

Caxh Parmons

v

Investors

Credit Enhancement
Provider

Tumodpeesa A.A. 2014

Enhancemert may be obtamed.

Step 3 — The Issuer sells securities tothe
Invvestors. The Underentter assists m the sak, the
Ratmg Agency rates the secrtties, and Credit

crervicing Agreement.

Step 4 — The Servicer collects monthly payments
fiomthe Bonower and remits paymerts to the Issuer.

The Servicer and the Trustee manage delmquent loans
according to terms set forth m the Pooling &

13




+ of securitization of mortqgaqge loans

1. Improve the structure of Bank's balance sheet

2. Additional financial resources from the sale of

receivables;

3. Eliminating the direct relationship between E{e cost
of deposits and loans;

- of securitization

TumodpeeBa A.A. 2018 ©
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Securitization Market Activity

$Billions
2.,000- :
Source: Thomson Reuters @mCDO
@ ABS
mCMBS
1 500- B RMBS
1,000+ i "
500 -

oo 01 02 03 04 05 06 07 08 09

VINIVYWULUDU 7 W\ VL0
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2006-2007

Rise in %

Falling prices for residential property

— Refinancing

I 67 Why refinancing was unreal'-’ I

-~ /j:/

September 2007 — 23% of residential real estate is cheaper than the
amount of payments on your mortgage => refusal of payment =>
alienation = > the fall of banking system stability

TumodpeeBa A.A. 2018 ©
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1,000,000

900,000

800,000

700,000

600,000

500,000

400,000

300,000

200,000

100,000

The number of disposed houses in the U.S.

937,840 932,234
889,829
869,745
803,489
765,558
739,714 735,000
649,917
527,740
446,726
333,627
239,770

/-
/.

1#ke. 2-Ake. 3-Wke. 44ike. 1-HKB. 24ikB. 3-Hke. 4-WKB. 14 kB. 24ike. 3-MkKe. 44ike. 1-ilKe.

2007r. 2007r. 2007r. 2007r. 2008r. 2008r. 2008r. 2008r. 2009r. 2009r. 2009r. 2009r. 2010r.

Memouxuk: npecc-penu3ssi caima «Pean_Fpraf(» (Realt

nMmogoeesa

Tracg «O nonoxexuu peiHka omuyxdaemol Hedeuxumocmu e CLUA»
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Subprime Mortgage Crisis: "Vicious Cycles" of Foreclosure and Bank Instability

Cyshe 1 Volurtary or nvshurtiry forwcicaures ntoe ate Bhe supply of homs,
which lgwers hame paces creating futher re galive equey

Housing <
Pricas Cyche 2 Farechosures seduce 18 cath Sowmg rto barks and 1he vilue of
modgape Sacked secyustes (VES) wdely bald by barks  Danks nout losses
Decline vt e qare 2101003 Fands [recaptabzation) ITDarks we rot Coptabed
wScwrtly 10 lerd, econceret atisely thows drd uremplopmernt nizekies,
which ludtar wcreases Sreclopsres
Negative
Equity
(Home worth loss
than mortgage)
,’;":y':n’:% E} i E} Banks Incur
@ =L Decline Declines Lo
Homeowners
“Walk Away” or
Involuntary @ -D—-
Foreclosures
Increace a
J:l— Mg%m & Banks Bank Capital
Unemployment Restrict CJ (Loanable Funds)
INCroases Lendng Declines
Increased
Supply of Homes
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Why did availability of credit increase?

Foreign investment in the U.S. + cheap credit =>
the growth of credit market =>

the growth of the real estate market =>
investments of investors from all over the world in mortgage-backed securities

From 1997 to 2006 - rising cost of F
real estate at 124% ‘

Economic cycle!

TumodpeeBa A.A. 2018 ©
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Some of the factors that contributed to the

development of the crisis:

1.

2.

4,

Sub-Prime lending;
Securitization of mortgage-backed securities;
The impossibility of refinancing;

The stage of "saturation" of the economic cycle



The impact of the crisis on the U.S. economy 2007

By the beginning of 2008, the stock index S&
has fallen by 45%

Prices for residential property fell by 20%
The total loss - 8.3 trillion$
The increase in the number of homeless is 9%

(to 1.6 million)

HSBC (Hongkong and Shanghai Banking
Corporation) withdraws the papers equal to
10.5 billionS, ceases to issue the loans

TumodpeeBa A.A. 2018 © 21



Banking System Quarterly Net Income vs. ROE
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2007:

about 100 companies associated with the mortgage stop operations=>
the panic in the financial markets =>

reset mortgage of shares, bonds =>

the search for other means of holding money =>

the commodity supercycle =>

the rise in oil prices

the world food crisis



The dynamics of oil prices Brent (ICE.Brent), USD/6appenb
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The world food crisis of -
2007-2008 Dynamics of world food prices
= instability, social unrest

the overall index of food prices FAO
The initial reason is the drought 950 :

in grain-producing countries,
increase in population

200
150
.. . . 100
The cost of grain in the finished
bread in the EU — 1-5%
o0
01.03 01.05 01.07 01.09 06.11

2002-2004 rr. = 100, ¢ yyetom uHnaumm

WcTo4HMK: naHHbIe 8BTopa



The impact of the crisis on the US economy 2008

The key is bankruptcy of Lehman Brothers Holdings,

TED spread increased by 4 times
Treasures over Eurodollars spread

TumodpeeBa A.A. 2018 ©
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TED Spread (2008 - 2011)

~—Three Month LIBOR
~—Three Month T-Bill

----- TED Spread (T-Bill vs. LIBOR)
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0 The fed buys toxic assets and government debt in the amount of $2.5 trillion
+ buying specially issued preferred shares in the amount of 1.5 trillion $
THE LARGEST OPERATION OF MONETARY POLICY IN HISTORY!

0 Reduction of % for the Federal funds from 5.25% to 2% (9.07-4.08), 0.25%
(12.08)

0 Refund of paid property tax in the amount of 168 billion $;

0 The increase in the size of state spending to 787 billion $;

0 Plan to ensure the availability and stability of homeownership, with 73 billion$
0 Summary table of emergency financing

http://money.cnn.com/news/storysupplement/economy/bailouttracker/index.h
tml
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Price - . u - R vif
Fannie Mae Paradigam Price Shift |-

01/01/2012 Open $O.205 High $0.255 Low $0.1951 Chse §0.23

2007 high=$70.57
2012 =50.23

chart courtesy of Thom as Reuters
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Subprime Mortgage Crisis — Diagram 2 of 2
Housing Market

= Home huilding

Housin g Inability Mortgage : declines
Bubhleg- EXCB.SS Hoqsmg To Delinquency Negative |, Dowrward pressure
Housing Prices Effects on ;
| : Decli Refinance And £ on consumption as
(eIRL. BLing Mortgage Foreclosure conomy | household weaith
declines
= Housing hubble =Poor lending &
hursts horrowing decisions
= Household : = ARM adjustments
wealth declines Martgage
Cash Flow
Declines
Financial Market
= Dowrward pressure on
husiness investment : N Bank
* Risk of increasing Negative Liguidity Bank Capital Bank
unemployment Effects on Crunch for :
: ; Failures Levels Losses
= Stock market declines Economy Businesses Depleted
further reduce household P
wealth . :
=Harder to get loans 'WaShlngton mMutual » Loss on mortgages retained
= Higher interest =Wachovia » Loss on mortgage-hacked securities (MBS)
rates for loans = Lehman Brothers = High bank debt levels ("leverage")
Government & Industry
Responses
Y
Central Elscal Homeowner One- Off Systemic
Bank Stimulus ; ;
: Assistance Bailouts Rescue
Actions Package
= Lower interest rates = Economic = Hope Now Alliance =Fannie & Freddie « Emergency Economic
* Bear Steams Stabilization Act (§700B Bailout)

Stimulus Act of *Housing & Economic
2008 Recovery Act of 2008 = Northern Rock
“AIG

*Increased lending
= Bank recapitalizations globalhgz
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