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Risks from Large Banking Systems

What drove outcomes in Iceland;
Ireland; Swiss; Hong Kong, China; and
Singapore?




l. Run-up to the crisis
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Banking Systems in Crisis Run-up
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Macroeconomic characteristics
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Il. Policy Responses
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Impact of Liability and Asset Policies

Irish Sovereign and Bank CDS Spreads

Announcement 3/

Announcement 2/

0 -
Jun-07 Dec-07 Jun-08 Dec-08 Jun-09 Dec-09

====Republic of Ireland ====Allled Iish Banks =—=Anglo Iish Bank === Bank of Ireland

2/ Purchase of bad assets (NAMA).
3/ Recapitalization of major banks.




lll. Explaining Outcomes: Two Issues




Why Asia fared better — Less Leverage

ROA versus RoE Leverage
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Why Asia fared better — More Liquid

Liquid Assets by economy Liquid Assets —
Asian/Hybrid/UK
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Why Asia fared better — Better Capitalized

Capital adequacy Ratio vs. Tangible Common Equity Ratio,
In Percent (Avg. 2003-07)
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2. The Role of External Support

Central Banks: Total Assets to GDP
(In Percent)
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Sources: Country Authorities, WEQ, IFS, and Fund staff estimates.
Note : For ireland balance sheet Includes ECB support Intermediated through the Central Bank.




V. Conclusions




Policies

Best is strong cross-border resolution. Also:

Robust Supervision and Strong Regulation.

Case for Encouraging Subsidiarization.
Quick Action to Clean-up Balance Sheets.
Fiscal and Foreign Exchange Buffers.

Supervisory Co-operation Not Enough.




