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Exhibit 1 

The Structure of Today's Briefing 

Roberto Perli: 
Financial Markets and Institutions 

Dianne Dobbeck: 
Supervisory Work on Large Bank Exposures 

Pat White: 
Effects of Market Volatility on Infrastructure and 
Lessons on CCP Stress Testing Practices 
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Financial Markets 
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• After a quiet spring, many global financial markets became unsettled and illiquid in the 
summer. 

• Several financial variables, including term spreads, some credit spreads, and implied 
volatilities moved up sharply and at the same time. 

• The functioning of some markets, including nonconforming mortgage, leveraged loan, 
commercial paper, and other short-term funding markets was severely impaired. 

• Although liquidity in several markets has showed signs of improvement in recent days, 
global financial market conditions are still quite far from normal. 
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Financial Markets and Policy Responses 
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Other market functioning 

• Liquidity premiums and bid-ask spreads on 
Treasury securities widened moderately 
and trading volumes were elevated. 

• Bid-ask spreads on corporate bonds 
widened some and liquidity stralns in CDS 
also emerged. 

• Equity markets were volatile and fmplied 
volatil1ty spiked. 
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Poticy actions 

• A number of policy ac1ions were implemented by 
the Fed and other central banks. 

• Moves aimed at market functioning reduced 
pressures tn overnight markets but not In tmm 
funding marke1s. 

• Marke1s appear to have reacted favorably 10 the 
cut in the target rate. 
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Hedge funds that ceased operations involuntarily Distribution o,f one-month hedge fund returns* 
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Mortgage ienders 

• Dozens of lenders have closed or filed 
for bankruptcy. 

2007 

• Large banks have curtailed 
nonconforming lending and are healthy. 

• Countrywide experienced substantial 
funding difficulties and is now funding 
loans at its thrift subsidiary. 
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•includes all fundis reporting returns in US dollars and net of fees. Most 
recent month lncl!Jdes only funds that have reported to date. Past year is 
the average monthly distribution. 
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Exhibit 5 
Impact of Market llliquidity on Core Financial Institutions 
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Restricted - Controlled FR 



(b) (8) 

Settlement volumes 
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Price volatility and strong trading volume resulted In large settlement !Payments in July ano August. 

Almost every provider of clearing and settlement services to exchang,es experienced record, or near 
record, volumes of trades and payments. 

OTC derivatives also grew rapidly across product ca1egories. 

Operational performance 

Very few operational problems have been experienced to date. 

There were some exceptions: 
(b) (8} 
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Robustness of the Infrastructure 

Stress testing to assess financial capacity to withstand shocks 

Used to evaluate a system's resiliency to extreme market conditions. 
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Key choices are assumed pr1ce shock and assumed number and size of partlctpants defaulting. 
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