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Asset-Market Volatility: Following Fundamentals?
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Who Puts the “L” in LBO?

Inverted Investment Pyramid

*Much of the “L” in
LBOs furnished by
leveraged loan market

$1.1 Trillion High Yield Market

*CLO market became
the primary support
mechanism for
leveraged loans

~$400 Billion CLO Market

*Both US and European
CLO portfolios have
significant exposure to
LBOs

*Risk implications of
LBO exposure vary
greatly across CLO
tranches

Source: Morgan Stanley
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Senior Loan Officers Tightening Standards
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Note: 2Q07-3Q07 values for mortgage lending standards are Morgan Stanley estimates.
Sources: Federal Reserve Senior Loan Officer Survey, Morgan Stanley Research
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Risk Spreads Have Widened Considerably
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ABCP as a % of the Total CP Market Has Grown Dramatically
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Open Market Paper as a % of Money Market Mutual Fund Assets
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Scramble for Liquidity Pressures Money-Market Rates
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30-day A1/A2 Commercial Paper Yield Spread
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3-Month Treasury Bill Market Bid Yield / 3-Month Eurodollar Deposits (London Bid)
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Disclosures

The information and opinions in this report were prepared by Morgan Stanley & Co. Incorporated and its affiliates (collectively, “Morgan Stanley”).

Global Research Conflict Management Policy
This research has been published in accordance with our conflict management policy, which is available at
www.morganstanley.com/institutional/research/conflictpolicies.

Important Disclosures

This report does not provide individually tailored investment advice. It has been prepared without regard to the circumstances and objectives of those
who receive it. Morgan Stanley recommends that investors independently evaluate particular investments and strategies, and encourages them to
seek a financial adviser's advice. The appropriateness of an investment or strategy will depend on an investor's circumstances and objectives. This
report is not an offer to buy or sell any security or to participate in any trading strategy. The value of and income from your investments may vary
because of changes in interest rates or foreign exchange rates, securities prices or market indexes, operational or financial conditions of companies or
other factors. Past performance is not necessarily a guide to future performance. Estimates of future performance are based on assumptions that
may not be realized.

With the exception of information regarding Morgan Stanley, reports prepared by Morgan Stanley research personnel are based on public information.
Morgan Stanley makes every effort to use reliable, comprehensive information, but we do not represent that it is accurate or complete. We have no
obligation to tell you when opinions or information in this report change apart from when we intend to discontinue research coverage of a company.
Facts and views in this report have not been reviewed by, and may not reflect information known to, professionals in other Morgan Stanley business
areas, including investment banking personnel.

To our readers in Taiwan: This publication is distributed by Morgan Stanley & Co. International Limited, Taipei Branch; it may not be distributed to or
quoted or used by the public media without the express written consent of Morgan Stanley. To our readers in Hong Kong: Information is distributed in
Hong Kong by and on behalf of, and is attributable to, Morgan Stanley Dean Witter Asia Limited as part of its regulated activities in Hong Kong; if you
have any queries concerning it, contact our Hong Kong sales representatives.

This publication is disseminated in Japan by Morgan Stanley Japan Limited; in Canada by Morgan Stanley Canada Limited, which has approved of,
and has agreed to take responsibility for, the contents of this publication in Canada; in Spain by Morgan Stanley, S.V., S.A., a Morgan Stanley group
company, which is supervised by the Spanish Securities Markets Commission (CNMV) and states that this document has been written and distributed
in accordance with the rules of conduct applicable to financial research as established under Spanish regulations; in the United States by Morgan
Stanley & Co. Incorporated and Morgan Stanley DW Inc., which accept responsibility for its contents. Morgan Stanley & Co. International Limited,
authorized and regulated by Financial Services Authority, disseminates in the UK research that it has prepared, and approves solely for the purposes
of section 21 of the Financial Services and Markets Act 2000, research which has been prepared by any of its affiliates. Private U.K. investors should
obtain the advice of their Morgan Stanley & Co. International Limited representative about the investments concerned. In Australia, this report, and any
access to it, is intended only for "wholesale clients" within the meaning of the Australian Corporations Act.
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Trademarks and service marks herein are their owners' property. Third-party data providers make no warranties or representations of the accuracy,
completeness, or timeliness of their data and shall not have liability for any damages relating to such data. The Global Industry Classification Standard
(GICS) was developed by and is the exclusive property of MSCI and S&P. Morgan Stanley bases projections, opinions, forecasts and trading
strategies regarding the MSCI Country Index Series solely on public information. MSCI has not reviewed, approved or endorsed these projections,
opinions, forecasts and trading strategies. Morgan Stanley has no influence on or control over MSCI's index compilation decisions. This report or
portions of it may not be reprinted, sold or redistributed without the written consent of Morgan Stanley. Morgan Stanley research is disseminated and
available primarily electronically, and, in some cases, in printed form. Additional information on recommended securities is available on request.

© 2007 Morgan Stanley

Richard Berner, (212) 761-3398, richard.berner@morganstanley.com 12



	Financial Market Turmoil and Fed Market Action
	Asset-Market Volatility: Following Fundamentals?
	Who Puts the “L” in LBO?
	Senior Loan Officers Tightening Standards
	Risk Spreads Have Widened Considerably
	ABCP as a % of the Total CP Market Has Grown Dramatically
	Open Market Paper as a % of Money Market Mutual Fund Assets
	Scramble for Liquidity Pressures Money-Market Rates
	30-day A1/A2 Commercial Paper Yield Spread
	3-Month Treasury Bill Market Bid Yield / 3-Month Eurodollar Deposits (London Bid)
	Disclosures
	Disclosures (cont.)

