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I Overview

Between the beginning of the 
second quarter of 2007 and 
early December 2008, the total 
write-downs due to mark-to-
market losses for the global 
banking system amounted to 
USD 720 billion…

… with euro area banks 
accounting for USD 131 billion, 
or 18% of the global amount
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I Overview

Over the same period, banks 
raised USD 765 billion worth 
of new capital throughout the 
world, USD 139 billion, or 18%, 
of which was accounted for by 
euro area banks ... 

… on aggregate, banking 
systems have consequently 
more than covered the losses 
they have reported thus far 
with fresh capital
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I Overview

Credit losses of euro area 
banks generally remained low 
in 2008 ...

… in the period ahead, a key 
risk for euro area financial 
system stability is the outlook 
for borrowers’ credit quality 
and the possible adverse 
feedback of financial system 
stresses on the broader 
economy
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II Risks in the global macro-financial environment

The risk of a disorderly 
correction of global 
imbalances persists …

… the US trade deficit remains 
large and inflows of private 
capital from abroad have not 
been matching the trade 
balance



7

Since June 2008, US household 
sector balance sheet 
conditions have deteriorated 
somewhat further …

… and futures markets are 
pricing in another year of 
declines in house prices, 
suggesting that further credit 
losses could yet crystallise

II Risks in the global macro-financial environment
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The outlook for the US 
corporate sector has 
weakened substantially amid 
slowing economic growth …

… with profits from the rest of 
the world the only positive 
contributor to profit growth in 
2007 and 2008

II Risks in the global macro-financial environment
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Hedge funds have been 
deleveraging sharply in order 
to preserve capital …

… the process has been partly 
voluntary, but forced 
liquidations have also 
increased in response to 
investor withdrawals

II Risks in the global macro-financial environment
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The presence of euro area 
financial institutions in Central 
and Eastern European 
countries has continued to 
grow rapidly …

… but the economic slowdown 
in these countries implies that 
risks originating from EU 
banks’ exposures to the new 
EU Member States have 
grown

II Risks in the global macro-financial environment
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III Risks in the euro area non-financial sectors

Euro area households’ income 
and employment expectations 
have deteriorated further …

… while risks of house price 
declines remain in some parts 
of the euro area, thus 
contributing to growing credit 
risks for banks
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Euro area non-financial 
corporate sector balance 
sheets are relatively sound …

… but the slowdown in 
demand has contributed to an 
increase in expected distress 
among lower-rated firms

III Risks in the euro area non-financial sectors
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The decline in direct 
investment volumes 
contributed to stabilising or 
even falling prices in the 
commercial real estate sector…

… to which many euro area 
banks have large financing 
and/or investment exposures

III Risks in the euro area non-financial sectors
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IV Risks in the euro area financial system

The failure of Lehman Brothers 
triggered a further increase in 
counterparty risk in global 
money markets …

… with the widening of term 
spreads driven by uncertainty 
about the creditworthiness of 
counterparties and banks’ own 
liquidity needs
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IV Risks in the euro area financial system

For euro area large and 
complex banking groups 
(LCBGs), persistent funding 
problems, as well as sizeable 
write-downs on securities, 
contributed to falling profits  …

… although performance 
measures have shown a rather 
wide dispersion across 
institutions since the beginning 
of the turmoil
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IV Risks in the euro area financial system

Declining growth of risk-
weighted assets and new 
capital raised contributed to 
improving solvency ratios  …

… but further risks ahead 
imply that banks should use all 
means at their disposal to 
bolster their capital buffers in 
order to minimise the risk of a 
slowdown in lending to the 
broader economy
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IV Risks in the euro area financial system

Investment losses have also 
contributed to a deterioration 
in the profit outlook of the 
euro area insurance sector …

… but the magnitude of the 
exposures to structured credit 
products and equities differs 
across institutions
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IV Risks in the euro area financial system

The financial sector turmoil 
intensified sharply after 
September 2008 …

… coordinated actions by 
central banks and governments 
contributed to a decline in 
systemic risk …

… but indicators remain at 
elevated levels, suggesting that 
further stress cannot be ruled 
out
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IV Risks in the euro area financial system

The extraordinary measures taken by the public sector to support
financial institutions include liquidity and capital support, debt guarantees 
and asset purchases … but it is important that the financial sector plays 
its part in the adjustment process by taking advantage of these measures
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The euro area financial system has undergone a 

further significant test of its shock-absorbing capacity 

since the finalisation of the June 2008 Financial 

Stability Review.

At the same time, there are a number of risks and 

vulnerabilities lying ahead which the financial system 

may have to cope with, notably the possibility of:

V Overall assessment (I)
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• a further deterioration in the US and the euro area housing markets
and the impact this may have on banks’ loan quality and the value of 
securities backed by mortgage-related assets;

• a deeper and more prolonged slowdown in both the global and the 
euro area economies than currently expected that could cause a 
sharper and broader deterioration in borrowers’ ability to service 
their debt;  

• a more pronounced de-leveraging by banks, due to persistently high 
funding costs and concerns about the adequacy of capital buffers, 
which could negatively affect the flow of credit extended to the
broader economy; and 

• an increase in financial market volatility caused by a further 

unwinding of positions by hedge funds.

V Overall assessment (II)


