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Credit default swap (CDS)
indices in Europe and the US
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One-month euro area deposit-OIS
spread decomposition into credit
and non-credit (mainly liquidity)
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Turbulence-related loss in 2007 Credit default swap (CDS) spreads

after-tax net income reported by for large and complex banking
large and complex banking groups groups (basis points)
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US house price inflation

= OFHEO (% change per annum; left-hand scale)
— S&P500/Case-Shiller (% change per annum; left-hand scale)
— S&P500/Case-Shiller (index: June 2006 = 100; right-hand scale)

= = futures prices on 25 April (index: June 2006 = 100; right-hand scale)
- 100

20 ~

15 N

10 - Lot

5, L

15 -
1992 1994 1996 1998 2000 2002 2004 2006 2008

90

80

70

60

50

- 40

- 30

US sub-prime mortgage rate paths
with different money market rate
assumptions (%)

12

11

10 -

six month LIBOR
+ full margin

six month LIBOR (Sep.
2007) + full margin

teaser rate + initial
cap of 2.9%

six month

LIBOR

(Feb. 2008) .
+ full margin . *

-

six month LIBOR futures (Feb. 2(505) + full margin

teaser rate

2006

2007 2008 2009
EUROPEAN CENTRAL BANK 6



US banks’ credit standards on loans US investment-grade corporate

to firms bond spreads
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European and euro area speculative-
grade rated corporations’ default
rates and forecast (%)
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Loans for house purchase and
house prices in the euro area
(% change per annum)
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Earnings and earnings forecasts for
large and complex banking groups
in the euro area (% change per annum)
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Customer funding gap of large and

complex banking groups in the
euro area (% of customer loans)

60 -
50 -
40 -
30 -
20 -
10 -

0 |
-10 -
220 -
-30 -
40 -
50 -
60 -
-70 -
-80 -
-90 -

TIL

2004

2005

2006

2007

Net issuance of debt securities by

euro area MFIs by maturity
(EUR billions)

450

400

350

300

250

150

100

50

0

-50

— short-term debt securities

. — long-term debt securities

2004 2005 2006 2007 2008



Profit and loss write-downs of

selected euro area primary insurers
and reinsurers
g% of shareholders’ equity)
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Since the last FSR, the global and euro area financial systems have
undergone further substantial adjustment to the financial turmoil. In
the euro area, asset valuation write-downs disclosed by LCBGs in
2007 materially impacted on their profitability, but their capital
buffers have been maintained largely intact.

Some of the risks to euro area financial system stability previously
identified have materialised, and risks on balance have increased
over the past six months, for several reasons, including:

(i) Conditions in the US housing market have further deteriorated

(ii) The valuation losses endured by mature economy banking
systems were larger than anticipated six months ago

(iii) Banks have tightened their lending standards significantly



The financial stability outlook is highly uncertain and will depend,
inter alia, on:

(i) how conditions in the US housing market develop

(ii) how banks respond to a much more challenging operating
environment

(iii) the extent to which initiatives and measures aimed at restoring
confidence and strengthening financial system resilience are
eventually implemented

It is probable that the adjustment process in the financial system will
be protracted as banks continue to strengthen their liquidity and
capital positions.

Given heightened uncertainty and an environment in which balance
sheet conditions could change unexpectedly, vigilance by financial
institutions and market participants is of the essence and those with
relevant exposures will need to step up their efforts to effectively
manage the risks that may lie ahead.
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