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Copyright Pocket Issue
pocket: adjective: small enough to be carried in the pocket
issue: noun: a vital or unsettled matter
Designed for our time-pressed lives, Pocket Issue’s short and
pithy handbooks pull together the background to some of the
biggest challenges facing our world – delivering the facts in
an independent and quick-to-digest format.
Praise for Pocket Issue:
‘A brilliant wheeze: the essence of the debate in a very
approachable format.’ Harriet Lane, The Observer
‘Exactly what any busy person needs – the facts at your
fingertips! Never get caught out again when a conversation
starts on the big issues of our time.’ Jeremy Vine, BBC Radio 2
and Panorama
‘For everyone who longs to be well-informed but lacks the time
(or attention span).’ Alex Clark, The Observer
‘Prep yourself by keeping the one on global warming in the
downstairs loo...’ Mary Killen, The Spectator
‘Precisely what’s needed...’ Hephzibah Anderson, The Daily Mail
Dig deeper on any issue we cover through our blog, plus find
out about new publications and special offers on our website,
www.pocketissue.com.
www.pocketissue.com. And tell us what you think, we always
welcome your suggestions and comments.
Now available in Audio – order online at www.talkingissues.com
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Further Reading
Hopefully this Pocket Issue has given you a clearer idea
of the issues surrounding the credit crunch. You can keep
in touch with the latest on the subject through
our blog: http://blog.pocketissue.com.
However, since we aim to fit in your pocket rather than weigh
down your briefcase, we certainly don’t claim to have the last
word on a subject. Want to know more? The following are a few
suggestions on where to look.

Lombard Street, by Walter Bagehot (Wiley), provides a good
description of money markets.
Only Yesterday, by Frederick Lewis (Wiley), is a first hand
account of American life in the 1920s, including the Great
Depression, by a former editor of Harper’s Magazine.
All too much?
Tulip Fever, by Deborah Moggach (Vintage) is one for the sun
lounger - a novel set in 17th century Amsterdam, the plot centres
on the high stakes and passions aroused by a prized tulip bulb.

Keeping up to date
The Bank of England. The Bank sets interest rates to keep
inflation low, issues banknotes and works to maintain a stable
financial system. Log onto www.bankofengland.co.uk for the
current bank rate, the current inflation rate and the latest
statements from the Bank, as well as much more
financial information.
Financial Services Authority. This regulator of all providers of
financial services in the UK has a website that talks to both
customers and firms. It also runs courses on money-related
subjects, often aimed at the layperson rather than the
professional, www.fsa.gov.uk.
Reading around the subject
Devil Take the Hindmost, by Edward Chancellor (Macmillan), is a
history of financial speculation.
Manias, Panics and Crashes, by Charles Kindleberger (Wiley),
offers a good history of financial crises.
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The glossary
Jargon-free explanations for some key terms and organisations.
AAA-rating: The highest possible rating for a bond or debt
security awarded by a rating agency. Triple-A signifies that the
likelihood of default is close to zero.
Alt-A: An intermediate class of US mortgage debt standing
between subprime and prime.
Asset-backed security: A bond that is created by securitising a
particular asset such as a residential or commercial mortgage or
credit card receivables.
Bank run: A sudden loss of confidence in a bank that leads to
customers all trying to withdraw their money at once.
Bond: A debt security that typically pays a fixed annual
rate of interest (coupon) and is repayable in full on a given
date in the future.
Bubble: A period of financial excess leading to extreme
over-valuation of one or more types of asset.
Central bank: The monetary authority for a country or
currency area.
Collateral: Security pledged for a loan.
Collateralised Debt Obligation (CDO): A highly leveraged fund
that packages up fixed income securities such as mortgage
bonds and leveraged loans, financed by various tranches of
debt securities.
CDO Squared: A CDO that invests in other CDO securities.
Commercial Paper (CP): Short-term bonds, usually with a
term of less than a year, issued by banks and other financial
100

institutions and typically bought by investors looking for a higher
yielding alternative to cash.
Conduit: An off-balance sheet vehicle widely used by banks
during the credit bubble.
Coupon: The interest payable on a bond.
Default: Failure to make due payment on a loan or bond, whether
of interest or principal.
Dividend: The income paid to the owners of equity.
Equity: The basic capital that supports an enterprise.
Fire sale: The rapid sale of assets by a distressed seller.
Gearing: Usually refers to the level of borrowing by a company.
Also known as leverage.
Hedge fund: An investment fund that employs complex
trading strategies including the use of leverage, derivatives
and short-selling that are off-limits to funds targeted at
ordinary investors.
Investment bank: A bank that is principally engaged in the
arranging, trading and underwriting of securities, as opposed
to a commercial bank, which is principally engaged in lending.
Jingle mail: A slang term that became popular after the
bursting of the US housing bubble, and refers to the practice
of homeowners unable to keep up payments on their mortgages
sending the keys to their homes back to the bank by post.
Lender of last resort: In the event of a bank run, a central
bank may step in to provide emergency funding to prevent it
going bust.
Leverage: See gearing.
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Leveraged buyout: A private equity bid for a business that relies
on a small amount of equity and a large amount of debt.
Leveraged loan: Loans made to private equity firms during the
boom to help fund leveraged buyouts.
Libor: The rate of interest at which banks will lend to one another.
Liquidity: The ease with which one can buy or sell a
particular asset.
Margin and Margin Call: The amount of money an investor must
deposit with a broker if they borrow to buy a stock. If the price of
the stock falls, the broker will ask them to put up more cash, a
demand known as a margin call.
Mark-to-market: The process by which banks and hedge funds
are obliged to revalue their assets to reflect market prices.
Monetary policy: The setting of interest rates by a central bank.
Moral hazard: The risk that bailing out investors will only
encourage even more reckless behaviour.
Off-balance sheet vehicle: An entity designed in such a way
that its assets and liabilities do not appear on the sponsoring
company’s balance sheet.
Private equity: Equity investments that are not listed on a public
stock market.
Rating agency: An organisation that provides fixed income
- bonds and other debt securities - investors with credit analysis.
The analysis is accompanied by a rating that signifies the rating
agencies assessment of the creditworthiness of a security, with
Triple-A being the highest.
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Repo market: A market that allows banks and other financial
institutions to borrow from one another short-term against a wide
range of fixed income collateral.
Securitisation: The process whereby a stream of future income
such as mortgage payments are turned into debt securities such
as mortgage bonds.
Structured credit: A generic term referring to the whole range of
complex debt securities that proliferated during the boom.
Structured investment vehicle (SIV): Like conduits, a type of
off-balance sheet vehicle popular with banks and hedge funds
that used commercial paper to fund large portfolios of mortgage
bonds and other asset-backed securities.
Systemic crisis: A collapse in confidence affecting the
whole financial system, leading to multiple bank failures. The US
Federal Reserve feared the collapse of Bear Stearns would lead
to a systemic crisis, which is why it stepped in to support a rescue
by JP Morgan.
Subprime mortgage: Mortgages provided to homebuyers with
poor credit records, whether because of previous credit problems
or low and irregular income.
Tranche: A portion of a securitisation or structured credit after it
has been sliced and diced to achieve a particular credit rating.
Write-down: The loss reported by a bank to reflect the value
of assets it holds after they have been marked down to reflect
market prices.
Yield and Dividend Yield: The income receivable from a security
expressed as a proportion of its current market price. The yield on
an equity is known as the dividend yield.
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