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Abstract 
 
This year marked Australia’s 23rd straight year of GDP growth; a run of economic performance without 
global precedent. This achievement is rendered all the more impressive when compared to the 
performance of other developed economies recovering from the effects of the 2008 Global Financial Crisis 
(GFC). According to the widely accepted definition of two successive quarters of negative GDP growth, 
Australia never even experienced a recession, nor did it suffer any bank failures. In this piece, we examine 
a number of different aspects of the Australian economy, structural or otherwise, which led to this 
anomaly. At the time of the Global Financial Crisis, Australia was poised as the fortuitous benefactor of an 
extreme ramp up in demand for natural resources from China as its industrialisation continued; a handy 
buffer against economic downturn. But this good fortune was only a partial factor. Australia maintained 
GDP growth during and after the GFC due to two financial policies, rather than one prominent structural 
feature: former Prime Minister Kevin Rudd’s fiscal stimulus plan and moderately interventionist financial 
regulators, as opposed to the mining resources boom, were responsible for the nation’s performance. 
From this analysis we deliver recommendations as to how the International Monetary Fund (IMF) can 
draw on these features to deliver a) more effective technical assistance to countries in the aftermath of a 
financial crisis, and b) allow the IMF to maintain more effective surveillance of economies at risk of 
plunging the world into a serious recession. 

Recommendations 
 

1. The IMF to establish a list of countries deemed to have a high reliance upon a single sector or 
industry based upon contribution to GDP and exports. This list can be used to assess both 
potential financial crisis ‘safe havens’ that can serve as a bastion of demand in the event of a 
global downturn. 

 

2. Australia, particularly whilst President of the G20 in 2014, should implement a series of reforms 
that reduce its reliance upon the mineral resources sector. This should be paired with a reduction 
in red tape and a focus on cost reduction for new business development, particularly in the 
technology start-up’ space. Scope to investigate a complete shift away from any ‘low skill’ 
manufacturing industries to ‘high skill’ services industries. 

 

3. Governments to follow global best practice with establishing frameworks, which can adequately 
facilitate financial regulation, focusing on transparency, long term political commitment and risk 
apportionment. 

 

4. The IMF to provide technical assistance and capacity building to governments ill-equipped in 
terms of monetary or fiscal capacity. This should adhere to global best practice and be adapted to 
in-country circumstances. 
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Introduction 

 
The Global Financial Crisis is the worst worldwide recession since the Great Depression in the 1930s. It 
was a result, primarily, of the bursting of the U.S. housing bubble and an associated collapse of securitized 
mortgages on these properties. Between 1998 and 2006, the price of a typical American house increased 
124%.1 This continued price appreciation, combined with predatory lending practices, resulted in 
dramatic expansion of subprime lending over this period. This problem was further exacerbated by steep 
increase in securitization, popularized as Mortgage Backed Securities (MBS). MBS transferred the risk of 
default to investors, rather than the lenders, creating an incentive that further encouraged poor lending 
practices. The popularity of this investment product, promising impressive returns on AAA rated 
securities, caused an explosion of related derivative securities. 

The structuring of these derivatives created a web of financial interconnectivity between the globe’s 
largest financial institutions, as they became counterparties in order to create the security. When housing 
prices collapsed as a result, this caused a subsequent collapse in the value of MBS and an associated 
crunch on the liquidity of the institutions that held them. With the banks struggling to cover their 
associated liabilities, all sources of credit dried up overnight, disrupting both the regular operation of 
businesses and further exacerbating the banks funding crises.  

As the world’s ‘financial crisis fire-fighter’, the above issues are explicitly contained in the International 
Monetary and Financial Committee's (IMFC) current agenda. Part of the IMFC’s dual mandate involves 
monitoring and advising the board of the IMF on the liquidity of the global economy and a study of any 
GFC environment (pre, during, or post) is an exploration of the levels of liquidity available in the financial 
system. The recent contingent loans to Iceland, Ireland, Greece and Portugal are emblematic of how the 
IMF is “actively engaged in Europe” and focussed upon the solvency of various members of the Eurozone, 
as well as its emphasis upon understanding the interconnectedness of our globalised economy. 

The IMF has signed a number of bilateral loan and note purchase agreements to supplement its quota 
resources. The first round of bilateral borrowing took place in 2009-2010 and these resources were used 
to finance commitments under IMF-supported arrangements that were approved prior to the onset of the 
GFC. Against the background of worsening economic and financial conditions in the Euro area, in 2011-12, 
38 countries committed to increase IMF resources further byUS$461 billion through bilateral borrowing 
agreements. As of August1st, agreements with 21 members are now effective for a total amount of 
$378billion. These resources will serve as a second line of defense to the Fund’s quota and NAB 
resources.2 

Australia was a participant in, but not a recipient of, any of this crisis lending. This was a result of three 
economic factors that we will explore in detail below. Firstly, the terms of trade buffer provided by the 
China driven resources boom. Secondly, the utilisation of both aggressive monetary and aggressive fiscal 
policy simultaneously; flooding the economy with money whilst dropping interest rates dramatically and 
over a short period. Finally, the employment of these methods was only necessary due to the 
                                                
1“CSI: credit crunch”. The Economist. October 18, 2007. 
2International Monetary Fund, What We Do, 2013, retrieved 21 March 2013, 
<http://www.imf.org/external/about/whatwedo.htm> 
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globalisation of finance. Australia’s financial regulators, wary due to a legacy of near misses, meant the 
balance sheets of Australian financial institutions were in good enough shape to withstand the shocks. 

Partly Good Policy, Partly Good Luck: The Mining Resources Boom 

 

Mining contributes a sizeable 5.6% of Australia's GDP, but mineral exports contribute an even more 
considerable 35% of Australia's exports.3 Australia is the world's largest exporter of coal iron ore, lead, 
diamonds, rutile, zinc and zirconium, and amongst the largest of gold, uranium and aluminum.4 Japan was 
the major purchaser of Australian mineral exports up until the mid-1990s, but this trade relationship has 
since shifted primarily to China. When compared with other developed economies, only Canada and 
Norway have mining play such a significant role in the economy. For comparison, mining represents about 
3.6% of the Canadian economy and 32% of exports,5and in Norway mining, dominated by petroleum, 
represents about 19% of GDP and 46% of exports.6Despite its importance, the mining sector employs only 
a relatively small proportion of Australia’s workforce – roughly 129,000 workers, which represent 
approximately 2.2% of the total labour force.7 

Strong growth in Asia provided significant benefits for the Australian economy during the GFC, specifically 
the dramatic increase in demand for resources popularised as the ‘mining boom’. 

 

 

 

 

 

 

 

                                                
3Costello, P. Address to the Minerals Council of Australia, 2002 Minerals Industry Dinner, 5 June 2002, retrieved 30 
March 2014, <http://www.treasurer.gov.au/tsr/content/speeches/2002/003.asp> 
4Ibid. 
5Natural Resources Canada, Canadian Minerals Yearbook, 2004, retrieved 29 March 2014, 
<http://www.minerals.er.usgs.gov/minerals/pubs/country/2004/camyb04.pdf> 
6Statistics Norway, Statistical Yearbook 2005, 2005, retrieved 29 March 2014, 
<http://www.ssb.no/en/befolkning/artikler-og-publikasjoner/statistical-yearbook-of-norway-2005> 
7 Australian Bureau of Statistics, Employed persons by Industry – Trend, Seasonally adjusted, Original, cat. No. 
6291.0, ABS Ausstats, 2006, retrieved 29 March 2014, 
<http://www.abs.gov.au/AUSSTATS/abs@.nsf/DetailsPage/6291.0.55.003Feb%202006?OpenDocument> 
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Figure 1 - Australian metal ore and mineral quarterly exports ($A millions) since 1969 

 

This boom saw Australia’s mineral exports to skyrocket immediately preceding and during the GFC (see 
Fig.1) and can be characterised by three overlapping phases. The first saw commodity prices and, 
subsequently, Australia's terms of trade (TOT) rise significantly, alongside a significant appreciation of the 
exchange rate.8 The phase of strongly rising commodity prices provided a GDP buffer during the GFC but 
has since passed, with the terms of trade having peaked in late 2011.9 This price increase prompted the 
second phase, a surge in investment in the resources sector, which provided additional benefit but has 
since also peaked and is currently declining.10 A third phase of increased production and export has also 
commenced but will not ramp up for a number of years; especially in the case of LNG, for which 
investment takes place over a number of years before production comes on stream.11 

However, not all parts of the economy benefited from the mining boom. While the resources sector has 
benefited greatly, those parts of the tradable sector not directly exposed to the TOT boom have 
experienced a reduction in competitiveness due to the exchange rate appreciation. Further, all industries 
have faced increased domestic cost pressures due to competition for domestic factors of production, 
which has been offset to some extent by lower costs of imported inputs due to the exchange rate 
appreciation. This has created challenges for industries like manufacturing, which has not experienced a 
significant increase in the price of their output to offset rising costs.  

                                                
8Bishop, J. Kent, C. Plumb, M. and Rayner, V. The Resources Boom and the Australian Economy: A Sectoral Analysis, 
2013, retrieved 2 April 2014, <http://www.rba.gov.au/publications/bulletin/2013/mar/5.html> 
9 Ibid. 
10 Ibid. 
11 Ibid. 
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Therefore, the effect of the mining boom upon Australia’s economic performance during the GFC is far 
more ambiguous than initially suspected. The export and TOT buffer provided during the crisis are 
somewhat offset by the negative effects upon our manufacturing sector, as well as the short-lived nature 
of such resource demand. Looking further ahead, there will come a time when the demand for 
commodities will ease as development of economies in the Asian region continues and the focus of 
consumption shifts away from goods and towards services. Such a transformation will be disadvantageous 
for economies such as Australia that have hitherto been focused on supplying these economies with 
commodities. Therefore, it is something that policy makers and the IMF should begin to create 
contingency plans for. Furthermore, the IMF should actually ensure that countries do not become too 
reliant upon a specific sector. 

Recommendation 1: 

The IMF to establish a list of countries deemed to have a high reliance upon a single sector or 
industry based upon contribution to GDP and exports. This list can be used to assess both 
potential financial crisis ‘safe havens’ that can serve as a bastion of demand in the event of a 
global downturn. 

Recommendation 2: 

Australia, particularly whilst President of the G20 in 2014, should implement a series of reforms 
that reduce its reliance upon the mineral resources sector. This should be paired with a reduction 
in red tape and a focus on cost reduction for new business development, particularly in the 
technology start-up’ space. Scope to investigate a complete shift away from any ‘low skill’ 
manufacturing industries to ‘high skill’ services industries.  
 

No Economy Is An Island: Australia’s Financial Regulators 

 

Australia has enjoyed 23 years of continuous economic growth during which average household wealth, 
alongside average household indebtedness, have increased significantly. The aggregate level of household 
debt ballooned from approximately $A190 billion in 1990, to $A1.1 trillion in 2008.12Whilst household 
debt had traditionally been equivalent to around 66% of household disposable income in the mid 1990s, it 
rose to around 150% of household disposable income in 2009.13As a consequence, house prices increased 
by around 10% per annum in the immediate lead up to the GFC.14This tremendous growth was fuelled by 
the deregulation of the banking sector, allowing householders to take advantage of more innovative types 
of financing, such as using the equity in their family home, to secure mortgages for additional investment 
properties. 

                                                
12Yates, J & Berry, M. ‘Housing and Mortgage Markets in Turbulent Times: Is Australia Different?’,Housing Studies, 
2011. 
13Ibid. 
14Ibid. 
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Successive Australian Governments, seeking to remove constraints on the Australian banking sector, had 
slowly removed these regulations. However, Australian banks and other financial institutions are still 
monitored by the Australian Prudential Regulation Authority (APRA). APRA maintained a conservative 
stance on capital adequacy, introducing credit assessments by third party originators and higher capital 
charges for non-conforming loans.15 These measures ensured that the problems associated with providing 
mortgages to less credit worthy clients could not easily be transferred to other investors, which was 
typified by the sub-prime mortgage market in the U.S. This regulation mitigated the effect of the global 
financial crisis upon Australia’s institutions. 

The impact of the GFC on securities and investments markets in Australia, which are regulated by the 
Australian Securities and Exchange Commission (ASIC), was far less than in comparable markets, such as 
the United States and the United Kingdom. There are many reasons why this might have been the case, 
but a primary one is the architecture of the financial regulatory regime and oversight role played in those 
markets by ASIC in particular. This architecture was a result of the fact that Australia went through a 
series of mini-crises since floating the currency in 1983. A similar story can be seen in Canada, which, for 
similar reasons, had a similar experience throughout the GFC. The difficulties of the state banks, the 
insurance collapse of HIH and the collapse of Estate Mortgage brought with them the Wallis inquiry and 
many changes that strengthened Australia’s regulatory architecture, such as the twin peaks model.16 This 
is a regulatory framework that the IMF should consider when providing technical assistance to at-risk 
economies. 

Ironically, Australia’s pre-GFC regulation can now be juxtaposed against the more extreme financial 
regulation being instituted by the United States and European Central Bank (ECB). The Dodd Frank Act in 
the United States has led to: 

1. The consolidation of regulatory agencies and a new oversight council tasked with evaluating 
systemic risk; 

2. Comprehensive regulation of financial markets, including increased transparency of derivatives by 
bringing them onto exchanges; 

3. Consumer protection reforms, including a new consumer protection agency and uniform 
standards for basic derivative products; 

4. Tools for financial crises, including reforms to existing Federal Deposit Insurance 
Corporation (FDIC) authority to allow for orderly winding down of bankrupt firms and a proposal 
that the Federal Reserve receive authorization from the Treasury for extensions of credit in 
unusual or exigent circumstances; and 

5. Various measures aimed at increasing international standards and cooperation, including 
proposals related to tightened regulation of credit rating agencies. 

                                                
15Edey, M. ‘Financial system developments in Australia and abroad’, RBA Bulletin September 2009, 2009, retrieved 
21 March 2014, <www.rba.gov.au/publications> 
16D’Aloisio, T. Responding to the global financial crisis: the ASIC story, 2010, retrieved 27 March 2014, 
<http://www.asic.gov.au/asic/pdflib.nsf/LookupByFileName/speech-responding-global-crisis-nov-
2011.pdf/$file/speech-responding-global-crisis-nov-2011.pdf> 
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At President Obama's request, Congress later added the Volcker Rule to this proposal in January 2010.17 
The Volckler Rule prohibits certain types of proprietary trading by financial institutions, deemed by 
legislators to encourage risk taking and decrease the stability of financial institutions. These changes have 
been widely criticised for unduly restricting the operations of financial firms. Similarly, the ECB has 
introduced and enforced Basel III Capital Requirements, requiring financial institutions to maintain a 
certain percentage of capital relative to their deposits. These capital requirements are trying to be 
instituted worldwide but are meeting some resistance in well-regulated economies like Australia. 

Recommendation 3: 

Governments to follow global best practice with establishing frameworks, which can adequately 
facilitate financial regulation, focusing on transparency, long term political commitment and risk 
apportionment. 
 

Success Has Many Fathers: Australia’s Fiscal and Monetary Policy 

 

The Australian Government, under then Prime Minister Kevin Rudd, acted quickly in the second half of 
2008 to lessen the impact of the GFC on the Australian economy by taking a number of strategic steps. 
Firstly, it guaranteed deposits up to $1 million held by deposit taking institutions to restore depositor’s 
confidence, prevent bank runs and ensure that banks’ maintained access to capital markets.18 Secondly, in 
response to a severe contraction in private spending due to reduced confidence, despite the measures 
outlined above, the Government introduced an initial stimulus package totaling $10.4 billion in October 
2008 and a further stimulus package of $42 billion in February 2009.19 Nearly 30% of this spending was in 
the form of simple cash handouts to households.20 The Government also directed $29.4 billion towards 
new infrastructure projects and $1.5 billion towards housing construction.21During the GFC, over 100,000 
small businesses were given twelve month interest free deferrals on their Goods and Services Tax (GST) 
obligations as well as having their taxes on profits deferred.22There is, however, significant debate about 
the precise effectiveness of these fiscal policy initiatives as one can only argue the counterfactual of 
Australia’s potentially disastrous performance during the GFC. Despite these measures, during the 2008-
09 financial year, 27,503 businesses were declared bankrupt, up from 25,970 in the previous financial 

                                                
17Obama, B. Remarks by the President on Financial Reform, 2010, retrieved 20 March 2014, 
<http://www.whitehouse.gov/the-press-office/remarks-president-financial-reform> 
18Edey, M. ‘Financial system developments in Australia and abroad’, RBA Bulletin September 2009, 2009, retrieved 
21 March 2014, <www.rba.gov.au/publications> 
19Eslake, S. ‘The global financial crisis of 2007-2009: An Australian perspective’ Economic Papers, 2009. 
20Ibid. 
21Ibid. 
22Australian Tax Office, Commissioner of Taxation Annual Report 2008-09, 2009, retrieved 21 March 2014, 
<www.ato.gov.au> 
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year, and a further 9,908 businesses ceased operating.23 

The Reserve Bank of Australia (RBA) also employed drastic monetary policy measures in order to subdue 
the effects of the GFC by dramatically reducing interest rates to stimulate demand.24The cash rate target 
dropped from 7% in September 2008 to 3.25% in first quarter of 2009.25 Australia’s monetary policy, 
whilst in line with some other developed economies, differed significantly from the mechanisms 
employed by the United States and the Eurozone. The RBA’s sharp reduction in interest rates, whilst 
aggressive, was still conventional monetary policy. Conservatism in the lead up to the crisis allowed the 
RBA to avoid utilizing unconventional means in the wake of near-zero interest rates and should serve as a 
model for the IMF in terms of its surveillance of at-risk economies. 

Australia’s response bears some similarities, as well as some striking contrasts, to its counterparts in the 
United States and the European Union. With no further way to incentivize borrowing via interest rates, 
the Federal Reserve embarked on a program of ‘quantitative easing’ whereby US$600bn of U.S. treasury 
bonds were purchased by the Fed, using newly printed money.26 From a fiscal policy perspective, the U.S. 
spent $475bn to prevent the collapse of the financial system as part of the government’s ‘Troubled Asset 
Relief Program’, which also involved taking preferred equity stakes in a number of the nation’s leading 
financial institutions.27 Additionally, from the eve of the Lehman event to the end of March 2012, the 
European Central Bank’s balance sheet nearly doubled due to asset purchases from distressed financial 
institutions and to ensure liquidity in the system. Although it also went down, the ECB interest rate 
reacted less strongly and later than that of the RBA. It initially hit a minimum of 1% in May 2009 and 
remained at this level until April 2011. This plays one small part in explaining why Australia’s experience 
of the GFC, and its aftermath, are so strikingly different. 

Recommendation 4: 

The IMF to provide technical assistance and capacity building to governments ill-equipped in 
terms of monetary or fiscal capacity. This should adhere to global best practice and be adapted to 
in-country circumstances. 

                                                
23Ibid. 
24Eslake, S. ‘The global financial crisis of 2007-2009: An Australian perspective’ Economic Papers, 2009. 
25Ibid. 
26Harding, R. ‘Quantitative easing explained’, Financial Times, 2010. 
27 United States Senate Committee on Banking, Housing and Urban Affairs, Summary of the Emergency Economic 
Stabilization Act of 2008, 2008, retrieved 23 March 2014, 
<http://web.archive.org/web/20081004201320/http://banking.senate.gov/public/_files/latestversionEESASummary
.pdf> 



 
 

 
What Global Financial Crisis? Australia’s position in the post-GFC world 

 Global Voices World Bank and International Monetary Fund Australian Youth Delegation 
Harrison Fenton (The University of Melbourne’s Faculty of Business & Economics 

 
Page 10 

 

  

Conclusion 

Fortunately for the International Monetary Fund, World Bank, and other global economic institutions, 
there are a number of valuable lessons to be learnt from Australia’s performance during the GFC. Firstly, 
the misconception that Australia’s resilience was primarily, if not exclusively, a result of the coinciding 
mining boom presents a damaging precedent for other governments in the midst of a financial crisis. 
Australia’s relatively respectable economic performance throughout the period was far more a result of 
aggressive fiscal and monetary policy, combined with prudent financial regulation preceding and during 
the crisis. As a result, the IMF should ensure that: 

 

• They determine which countries which may have an export buffer that allows them to perform 
well during a financial crisis and become a bastion of support for global trade; 

• Provide support which allows countries to engage in aggressive fiscal and monetary policy; and 
• Australia focus on reducing its reliance upon the resources sector and look for opportunities for 

sustainable growth more appropriate to our position as a developed Asian economy. 
 

The lessons learnt by examining past financial crises and the mistakes that led to their occurrence may 
not be able to prevent the onset of future calamities, but can hopefully have a significant part in 
mitigating their impact. 

 



 
What Global Financial Crisis? Australia’s position in the post-GFC world 

 Global Voices World Bank and International Monetary Fund Australian Youth Delegation 
Harrison Fenton (The University of Melbourne’s Faculty of Business & Economics) 

 
Page 11 

 

  

Bibliography 

Australian Bureau of Statistics, Employed persons by Industry – Trend, Seasonally adjusted, Original, 
cat. No. 6291.0, ABS Ausstats, 2006, retrieved 29 March 2014, 
<http://www.abs.gov.au/AUSSTATS/abs@.nsf/DetailsPage/6291.0.55.003Feb%202006?OpenDocum
ent> 

Australian Tax Office, Commissioner of Taxation Annual Report 2008-09, 2009, retrieved 21 March 
2014, <www.ato.gov.au> 

Bishop, J. Kent, C. Plumb, M. and Rayner, V. The Resources Boom and the Australian Economy: A 
Sectoral Analysis, 2013, retrieved 2 April 2014, 
<http://www.rba.gov.au/publications/bulletin/2013/mar/5.html> 

‘CSI: Credit Crunch’. The Economist. October 18, 2007. 

Costello, P. Address to the Minerals Council of Australia, 2002 Minerals Industry Dinner, 5 June 2002, 
retrieved 30 March 2014, <http://www.treasurer.gov.au/tsr/content/speeches/2002/003.asp> 

D’Aloisio, T. Responding to the global financial crisis: the ASIC story, 2010, retrieved 27 March 2014, 
<http://www.asic.gov.au/asic/pdflib.nsf/LookupByFileName/speech-responding-global-crisis-nov-
2011.pdf/$file/speech-responding-global-crisis-nov-2011.pdf> 

Edey, M. ‘Financial system developments in Australia and abroad’, RBA Bulletin September 2009, 
2009, retrieved 21 March 2014, <www.rba.gov.au/publications> 

Eslake, S. ‘The global financial crisis of 2007-2009: An Australian perspective’, Economic Papers, 
2009. 
Harding, R. ‘Quantitative easing explained’, Financial Times, 2010. 

International Monetary Fund, What We Do, 2013, retrieved 21 March 2013, 
<http://www.imf.org/external/about/whatwedo.htm> 

Natural Resources Canada, Canadian Minerals Yearbook, 2004, retrieved 29 March 2014, 
<http://www.minerals.er.usgs.gov/minerals/pubs/country/2004/camyb04.pdf> 

Obama, B. Remarks by the President on Financial Reform, 2010, retrieved 20 March 2014, 
<http://www.whitehouse.gov/the-press-office/remarks-president-financial-reform> 

Sharieff, H. Masood A. K. and Balakishan A. Encyclopedia of World Geography: Volume 23, Australia 
and its Geography. Sarup & Sons, New Delhi, 2007. 

Statistics Norway, Statistical Yearbook 2005, 2005, retrieved 29 March 2014, 
<http://www.ssb.no/en/befolkning/artikler-og-publikasjoner/statistical-yearbook-of-norway-2005> 

United States Senate Committee on Banking, Housing and Urban Affairs, Summary of the Emergency 
Economic Stabilization Act of 2008, 2008, retrieved 23 March 2014, 
<http://web.archive.org/web/20081004201320/http://banking.senate.gov/public/_files/latestversio
nEESASummary.pdf> 

Yates, J & Berry, M. ‘Housing and Mortgage Markets in Turbulent Times: Is Australia Different?’, 
Housing Studies, 2011 

 



 
What Global Financial Crisis? Australia’s position in the post-GFC world 

 Global Voices World Bank and International Monetary Fund Australian Youth Delegation 
Harrison Fenton (The University of Melbourne’s Faculty of Business & Economics) 

 
Page 12 

 

  

Glossary of Terms and Abbreviations28 

 

Collateralized Debt Obligations (CDOs): A structured financial product that pools together cash 
flow-generating assets and repackages this asset pool into discrete tranches that can be sold to 
investors. A collateralized debt obligation (CDO) is so-called because the pooled assets – such as 
mortgages, bonds and loans – are essentially debt obligations that serve as collateral for the CDO. 
The tranches in a CDO vary substantially in their risk profile. The senior tranches are relatively safer 
because they have first priority on the collateral in the event of default. As a result, the senior 
tranches of a CDO generally have a higher credit rating and offer lower coupon rates than the junior 
tranches, which offer higher coupon rates to compensate for their higher default risk. 

Credit Default Swaps (CDS): A swap designed to transfer the credit exposure of fixed income 
products between parties. A credit default swap is also referred to as a credit derivative contract, 
where the purchaser of the swap makes payments up until the maturity date of a contract. 
Payments are made to the seller of the swap. In return, the seller agrees to pay off a third party debt 
if this party defaults on the loan. A CDS is considered insurance against non-payment. A buyer of a 
CDS might be speculating on the possibility that the third party will indeed default. 

Mortgage Backed Securities (MBS): A type of asset-backed security that is secured by a mortgage or 
collection of mortgages. These securities must also be grouped in one of the top two ratings as 
determined by a accredited credit rating agency, and usually pay periodic payments that are similar 
to coupon payments. Furthermore, the mortgage must have originated from a regulated and 
authorized financial institution. 

Special Drawing Rights (SDRs): The IMF issues an international reserve asset known as Special 
Drawing Rights (SDRs) that can supplement the official reserves of member countries. Two 
allocations in August and September 2009 increased the outstanding stock of SDRs almost ten-fold 
to total about SDR 204 billion (US$310 billion). Members can also voluntarily exchange SDRs for 
currencies among themselves. In a 2011 paper, IMF staff explored options to enhance the role of the 
SDR to promote stability of the international monetary system. 

Terms of Trade (TOT): The value of a country's exports relative to that of its imports. It is calculated 
by dividing the value of exports by the value of imports, then multiplying the result by 100. If a 
country's terms of trade (TOT) is less than 100%, there is more capital going out (to buy imports) 
than there is coming in. A result greater than 100% means the country is accumulating capital (more 
money is coming in from exports). 

 

 

                                                
28 Source: Investopedia 

http://www.investopedia.com/terms/e/export.asp
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