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global housing bubble
collapses, massive
foreclosures/debt write-off,
global recession

CPlinflation rises,
Interest rates rise,
housing sales fall,
ARMSs re-set higher

foreclosures rise,
inventories skyrocket,
house prices fall,

RE lay-offs rise

equity markets
crash, social
turmoil as budgets
get slashed

housing prices down
20-409%, buyers vanish,
unemployment 109%+,
trading partners enter
recession

copyright 2006 charles hugh smith

consumer spending
contracts/recession,
tax receipts fall,
gov't deficits rise,
unemployment rises

re-fi's/equity extraction falls,
consumer spending falls,
housing starts fall,

prices drop, sales slow
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Rating AAA to AA- A+ to A- BBB+ to BBB- BB+ to BB- B+ to B- Below B- Unrated
Country 0% 20% 50% 100% 100% 150% 100%
Banks 20% 50% 50% 100% 100% 150% 50%
gsorporat 20% 50% 50% 100% 150% 150% 100%
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 Probability of Default (PD)
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« Exposure at Default (EAD)

Jo5o 9 g wo b

« Loss Given Default (LGD)
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On Balance
Sheet Related
Cash Inflow
On Balance

Sheet

On Balance
Sheet Related Expected
Cash Outflow Liquidity
Gap

Off Balance
Sheet Related

Liquidity
Gap
Cash Inflow Volatility

Off Balance
Sheet Stress-Adjusted
Off Balance Liquidity Gap

Sheet Related
Cash Outflow
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Loss Severity prob M Event
\&.8- Log-MNormal) Frequency
‘(e.g. Poisson)
- i -- s
s>everity of Individual loss Ewvent frequency per
_annum
-"..-/-.-.-.-
e

Monte Carlo Simulation

3
Aggregate lDss per annum
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Expected Loss (EL)

Catastrophic Loss (CL)

- |

Ca pltal Group Annual Loss
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