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Roadmap

e The U.S. experience on resolution at the
financial institution level

e Implications for Europe



Banks: Market Cap

@ Market Value as of January 20" 2009, $Bn
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The Post-Lehman Debacle

Neiman Marcus Sales YoY From August 2007
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Why the post-Lehman Debacle?

Unexpected lack of federal support to an
institution more systemic than Bear Stearns?

Lack of preparation at Lehman?
Money market fund losses?

No resolution mechanism?

Lack of transparency on exposures?
Fire sales and contagion?

CDS?

Other?



Dodd-Frank

Resolution mechanism run by FDIC similar to the
one run for depository banks

— Gives huge discretion to the regulators

Increases transparency in exposures through the
use of clearing mechanisms and data warehouses

— Danger to financial innovation

Makes it more difficult to support systemic
institutions with taxpayer money
— What if there is no other solution?

Still need for living wills (one of the Squam Lake
recommendations)



Turning to Europe

e Direct exposures are not life-threatening for
banks

 The problem is that a restructuring with
material losses changes expectations about
pailouts.

* In this sense, such a restructuring could be a
_.ehman moment.




Turning to Europe: Direct Exposures
are not Scary

* According to Deutsche Bank, 7 banks have
sovereign risk exposure amounting to more
than 15% of total bank value:

— Société Générale (15.7%)
— Commerzbank (41.7%)
— Dexia (83.9%)

— Bank of Ireland, Alpha Bank, EFG Eurobank,
National Bank of Greece



So, what is the problem?

e Back to the Lehman situation: A default leads
to a reassessment of the likelihood of a
bailout.

e However, it does so for a much more unstable
system.

 De Grauwe’s analysis and others: An attack on
a country’s bonds leads to insolvency for a
solvent country.



Did Europe Learn from Lehman?

Too little; too slowly.

Reuters, Aug. 12, 2011: “Four years to the week
since global financial markets totally seized up,
European bank funding is again in short supply.”

Two largest banks in Germany need to roll over
17% of GDP this year and next; two largest banks
in U.S. only 1.6%.

The problem: How to limit reliance on short-term
finance without hurting growth.



Creditanstalt,
Vienna, 1931
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