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the global economy is now firing on all engines
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the global economy isnow firingon all engines inaway that produces

better balance, more sustained growth, and expanding opportunities.
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High-Grade Structured Credit Strategies Fund

the potential to ripple through a jittery subprime-mortgage market

Bear Stearns Cos."s dramatic decision to lend as much as $3.2 billion to one
of its two troubled hedge funds staves off the risk of a fund collapse that could

have damaged its position as a major Wall Street bond player -- and had the potential

to ripple through a jittery subprime-mortgage market.




The loan on Friday came only after days of high-stakes brinksmanship with some
of Wall Street"s biggest players. All wanted to protect their stakes in the hedge

funds, but they worried as well that a liquidation of the funds -- which invested

heavily in subprime-mortgage assets -- risked igniting a broader panic in the

mortgage-bond market.

Bear Stearns Bails Out Fund With Big Loan Injection of $3.2
Billion

High Grade Structured Credit Strategies

Enhanced Leverage Fund

flight to quality
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Another counterproductive factor was the continuing effective
depreciation of the yen, in spite of Japan’s large current account surplus and

foreign exchange reserves, which had earlier stabilised around $1 trillion.

counterproductive

In order to assess the role of carry trades, it is useful to distinguish them

from two other types of cross-currency flows that present some similarities. One



such flow is generated by domestic retail investors purchasing higher-yielding
assets denominated in foreign currency. An example that has attracted much attention
is the purchase of foreign currency bonds by retail investors in Japan, which has
arguably been supported by a growing tolerance for risk accompanying faster domestic

output growth.

Given that Japanese retail investors hold the bulk of their wealth in yen, they

are not as sensitive to the risk of a sudden rise in the value of the yen as leveraged

investors who short the currency. They are therefore less likely to unwind their

foreign currency investments during episodes of exchange rate volatility. Indeed,

market commentary suggests that Japanese retail investors took advantage of the
yen appreciation associated with the most recent rise in volatility to increase
their exposure to high-yielding overseas assets. However, even changes in these
exposures can potentially have a significant impact on

exchange rates, if they occur on a sufficiently large scale.
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somewhat elevated ?



Lookahead: No Rest

After the ugliest week for stocks since February, life won"t get much simpler on
Wall Street next week, with a Federal Reserve meeting keeping interest-rate worries

alive and angst about oil prices and the subprime market still looming.
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FOMC
FED FOMC
Core inflation remains somewhat elevated.
FOMC

The Fed"s two-day meeting begins Wednesday. Analysts agree almost unanimously
that it will keep its target overnight lending rate at 5.25% and that the accompanying
policy statement should reiterate long-held concerns about inflation. "1°d like to
see a removal of that statement, [but] I don"t see it happening,”™ says Mr. Pavlik,
of Oaktree Asset Management. Adds Doug Roberts, chief investment strategist at Channel
Capital Research: Fed Chairman Ben "Bernanke seems to want several data points before
making a major change in position. If he doesn"t see a disaster coming...he wants to
avoid the moral hazard [his predecessor Alan] Greenspan was criticized for." Some
analysts accused Mr. Greenspan of keeping monetary policy too easy, fueling bubbles
in stocks and real estate.

have a nice week
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A strong U.S. economy benefits the international economy, and the U.S. economy is
strong. Most recent data show that employers are hiring more than 100,000 people per

month, businesses are starting to invest again and consumers are spending at a



healthy pace.

The global economy continues to be very robust, with sustained strong growth from
2003 through 2006. In 2006, global GDP grew 5.4 percent, the highest rate of growth
in over 30 years. The International Monetary Fund (IMF) projects continued strong
growth, at about 5 percent, in 2007 and 2008. The U.S. and China are key engines
of global growth, accounting for over 40 percent of world growth for the past 5 years.

Emerging markets and developing countries have made a huge contribution to global
growth, growing, on average, 4.8 percentage points faster than the advanced
economies from 2003 through 2006. And with both Europe and Japan also experiencing

faster growth, the global economy isnow firingon all engines in away that produces

better balance, more sustained growth, and expanding opportunities.

At the same time there has been a substantial increase in the amounts of funds
invested across borders, a near doubling in cross-border investment flows since 2000
to $6 trillion annually. Not surprisingly, given the depth, liquidity and
attractiveness of our financial markets, the U.S. has attracted international
investment that has enabled us to achieve higher rates of growth, higher levels of
capital formation, and greater job creation than would have been possible otherwise.

The issue of global imbalances remains on the international agenda. Some historical
perspective is useful in this discussion. Global imbalances have evolved and
developed over a long time period and are the result of a myriad of global forces,
including the massive amounts of international investment mentioned earlier and the
relative attractiveness of U.S. financial markets to foreign investors. Another
reason is the consistently faster pace of demand growth in the United States relative
to our foreign partners.

However, progress is being made, as suggested in last week"s release of first quarter
2007 data showing the U.S. current account deficit has declined to 5.7 percent of
U.S. GDP, down from a peak of 6.8 percent in the fourth quarter of 2005. Our partners
are growing faster, particularly in Europe, where demand has strengthened. We
continue to seek further re-balancing of global demand through stronger demand
growth in Japan and Europe, as well as by oil exporting economies and China.

We are doing our part. The U.S. fiscal position continues to improve. The FY 2006
federal budget deficit was $248 billion, $70 billion less than in FY2005. This is
considerable progress and we are on track to further reduce the deficit in 2007.
As a share of GDP, the deficit amounted to 1.9 percent in FY 2006, down from a recent
peak of 3.6 percent in FY 2004 and below the 40-year average of 2.3 percent.

The U.S. labor market remains healthy with a low unemployment rate, steady job gains



and solid real wage growth. Core measures of inflation appear to be contained,
although energy and food price increases continue to boost the headline inflation
figures.

In sum, global economic growth is widespread and moving at a faster pace than in
the 1980s or the 1990s. Inflation is down, fiscal positions have improved, and
vulnerabilities have been reduced. We still have work to do, however, to further

re-balance global demand, expand global trade and open markets.
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