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AIG and the discount window 

Short comment on the AIG situation, with references attached. One if the Merril note Warren circulated yesterday. 

The bottom line is that this downgrade action is about risk management and not capital, and reflects the unwillingness of AIG to sell or hedge 
some of its ABS COO risk, preferring to keep the upside of these exposures to to itself, and thus leave the bondholders vulnerable to a further 
deterioration in the housing market. 

The threat to sell assets is a clear attempt to scare policymarkers into giving the access to the discount window, and avoid making otherwise 
hard but viable options: sell or hedge the COO risk (little to no impact on capital), sell subsidiaries, or raise capital. 
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The contents of this e-mail reflect the opinion of the author and not the opinion of the Federal Reserve Bank of New York or the Federal Reserve 
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