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subordinate

+ Strips

+ CMO's

+ PAC/TAC bonds
+ Floaters/
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+ Other
derivatives

+ Private + Senior/

' property types conduits subordinate
1990's Fewer derivative
tranches
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standards gave no
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Regulatory and legal
restrictions

Little influence m Products not sufficiently

(RTC later and profitable at first
temporary)
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m Events reminded us J rlsk
N OSSESMONNVES ﬁb‘

= (VerERwerriseme) stability of entire
~ Econemicrsystent
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Examples:

— The Askifi Funds and Orange County
(1994)

— Criimi Mae, Ocwen, and Nomura (1998)

— Long Term Capital Management (1998)
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ENAVLEmatn or the Sept. Meltdown
=V 5SHMEKEL oaralya@c for a time
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—Glradigiventmrto eguilibrium, though higher
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- — Simpler offerngs
— Investic e Fed, recommendations for reform
m Potential new problem - Fed use of Fannie
Mae, Freddie Mac MBS for open market
operations
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off GSE's| in Japan v\f linder
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RESOINWBRNENC (oller joni Corp (RCC), without

PDOWEISTOIFRIIC N t .S., wWill' be less able to
1ealfic gl Kl0g of bad debt.

Lack of mort e perfermance data will
ninder prgre

m Lack of standardization in mortgage types,
terms, securities will hinder progress.
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SOMENLESSONnS for Japan
(ec on whted)

N0 NON-KECOUISE | ns (NRLs) will
NINEEISPIOOESS: 4. |
n Conunpued administration of interest rates will
_ mmrler PIOUNESS.
- Lass K O MOr gao
pro iess
m Even after ref!m continuing barriers and

high transaction cests will continue to hinder
progress.

2 [Asurance will hinder
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mhSPE LAy stilll restrctive.,
| e rlcted sale of
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eWersgleertranches, which will continue
WitheIAOppertinity funds, hedge funds,
‘Otner “JupkEpurchasers.
1 Lack of external means of credit support such
as letters @ it, etc. will hinder progress.

Focus soon will be on comparative efficiency
of securitized vs. private market. Ratings will
be important.
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mREGGUSWITIRAISE) bl toward allocation of risk --
FeENIERN Cajprtal Vianagement-type
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ONCIUSIGREJEPEN ‘get the signals right” to

promote the devﬁbpment of mortgage

~ securitization. The “signals” include not just
the right rules and institutional structures to
promote competition, but also the right set of
risk-taking incentives to insure the market
does not merely enrich the few in the short run
but benefits the whole of Japanese society In
the long run.
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