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Mortgage rates since 2000
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2000 2001 2002 2003 2004 2005 2006 2007
Key Axis Name Last Minimum Maximum Mean SD SD Change

Left Conforming Mortgage Rates 6.190 4.582 06/13/2003 8.833 05/15/2000 6.359 0.896 0.057



Banks were buying, but the real growth was international

($billions)
Year-End Midyear
2002 2003 2004 2005 2006
Investor Type Amt | % of Tot Amt | % of Tot amt | % of Tot Amt | % of Tot Amt | % of Tot
FDIC Commercial Banks $702.1 1964%| =7758 19.37%| 58764 19.50% 58971 17.20%) %9608 17.79%
all Thrifts 2007 588 2065 516 234 3 524 2428 468 2429 448
Federal Cradit Unions 252 0.70 285 0.71 275 051 54.5 1.05 705 1.28

Mutual Funds 375.0 10.49 J387.0 967 3750 838 405.0 7.80 A00.0 734
Perzonal Sector 1200 336 200.0 a.00 235.0 525 355.0 6.84 J60.0 6.60
Life Insurance Cosg. 235.0 657 240.0 5.99 265.0 592 285.0 5.49 3000 550
Public Penzion Funds Q5.0 2 66 120.0 3.00 152.0 340 180.0 347 190.0 349
Priv. Pension Funds Q0.0 252 105.0 2.62 1150 257 160.0 308 175.0 i
FHLBank= 964 2.70 ar s 245 1131 253 122.3 2.36 1278 2.34
Securities Brokers & Dealers 40.0 1.12 35.0 0.87 50.0 1.12 S50 1.83 1150 2711
REITs 127 ol 288 071 730 i7| 074 207| 1421 208
DEPOSITORY & MAJOR INVESTORS| 53,3455 93.56%| 53,7416 93 46%| 542722 95.50%)] 54,8291 593.06%| 55,0631 02 80%

All Other Investors® $2302 6.44% X614 B.54% 52012 4 50% 53600 6.94% 33875 T.11%
TOTAL OUTSTANDING| 535757 100.00%)| 34,0035 100.00%| 3F4.4744 100.00%] S55,1389.1 100.00%| 354506 100.00%

Motes: Mortgage-related securities, or MRSs, include all securities or debt obligations collateralized by either residential morigages or MBSs. Estimates
arz in italics and from Inside MBS & ABS based on available Federal Reserve Board data. * Other investors include hedge funds, nonprofits, other
groups, property'casually Insurers, and stateflocal government where MRS data is not available.

Source: Inside MBS & ABS



Mortgage risk premiums (spreads over Libor)

0 Non-agency risk premium (in basis points)
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2002 2003 2004 2005 2006 2007

Key Axis Name Last Minimum Maximum Mean SD SD Change

Left Non-agency risk premium (in basis po 100.000 30.000 02/05/2007 165.000 09/04/2003 92.921 42.713 5.957




Growth of the leveraged investor

Worldwide Monthly CDO Issuance ($ billions)
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Rise (and fall) of non-agency mortgages

Non-Agency MBS - Rise and Fall ($ billions)
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Credit guidelines relaxed

Percent of Loans Exceeding 95%
Combined Loan to Value
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The “bubble” bursts
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Credit performance begins to deteriorate

Mortgage to become 60-day delinquent, % outstanding
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As losses mount, the selling begins

0 Non-agency loan risk premium
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Jan-05 Jul-05 Jan-06 Jul-06 Jan-07 Jul-07
Key Axis Name Last Minimum Maximum Mean SD SD Change
Left Non-agency loan risk premium 1.313 0.469 01/31/2007 1.750 08/20/2007 0.813 0.255 0.081



Financial system is destabilized

0 Libor vs. Treasuries (TED Spread)
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2003 2004 2005 2006 2007
Key Axis Name Last Minimum Maximum Mean SD SD Change

Left Libor vs. Treasuries (TED Spread) 137.970 10.679 06/25/2003 225.238 08/20/2007 37.470 25.996 5.527



All borrowing costs have been affected — consumer and corporate

Corporate credit spreads (OAS, bp)
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Although still confused, markets are leaning toward more rate cuts

Expected Outcomes of the Fed Rate for FOMC Date 12/11/07
117007 11/8/07

tate as of 11/8/07: 4.50

20.0 %

429 %

00%00% 00%O00%
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Fed Funds Target Rate

Mote: These probabilibies were calculated using Fed Funds options and futures data.




Outlook

 Liquidity today is as bad, or worse, than in August

— Thankfully, the supply of bonds in the market is much lower which is helping to
contain yield spreads

» Future availability and cost of credit for consumers and businesses will depend on:
— Resolving the market’s anxiety about bank exposure

— Resolving the market’s anxiety about the degree to which housing troubles will
spill over into the broader economy

— Restoring confidence in bond ratings
— Clear and decisive action from the Fed (stop trying to fine-tune)

— Legislative and regulatory reactions that create informed consumers and punish
unscrupulous lending behavior but do not impede markets or obstruct the risk-
taking essential for economic (and social) growth



