THE CRISIS
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Output gap as a percentage of

otential GDP
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Unemployment rate
N

Harmonised unemployment rate
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Prices
N

Consumer price inflation

5.0

4.0

3.0

2.0

1.0

0.0 Commodity prices - $ index

-1.0 __United ~ United Furoarea 450.0
Kingdom  States 400.0

2.0 350.0 /‘\

300.0 4 A\
®2007 ®W2008 =2009 © 2010 A

250.0
200.0 A \
150.0 N—-/ \2-—
1000 ey g
50.0 ‘_‘_‘__"P—oe‘—‘/\&—’

0.0

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

== Brent crude oil price == Agricultural raw materials

== Minerals, ores and metals

Source: OECD



oo



House price and mortgage lending in
the UK
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Sub-prime mortgage in the USA
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Securitization of mortgage assets
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Write offs and revaluation of loans,

and delinguency rates
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Policy response

Emergency liquidity support

Expansion of financial safety nets
Recapitalisation of financial institutions
Resolution of problem assets

Direct government intervention in credit markets

Fiscal stimulus



Monetary policy and interest rates
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Interest rate co-movements - UK

Monetary policy coordination
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Asset purchase and recapitalisation
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Asset purchase facility (stock of holding)UK
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Fiscal stimulus
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Fiscal balance
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Macro-prudential regulations

Problems with micro-prudential regulation

Prudent behaviour on the part of individual banks can
aggravate systemic problems

Risks are counter-cyclical but net earnings are pro-cyclical

Capital requirement under macro-prudential
regulation

A bankodos asset growth rate
consistent with a macroeconomic target (e.g., inflation)

Tenure of a bankos | everag
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Their response to crisis
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Are they ready?
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GDP growth
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