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Banking stress drives larger and deeper downturns

" Recession not preceded by financial stress!
" Recession preceded by bank-related financial stress’

Duration
(quarters)

Average Output

Loss per Quarter
(percent of GDP)

_ 2
1 Table 4.2 of Chapter 4 of October 2008 World Economic Qutiook.

1 0.3

0.0

1 -0.3

1 -0.6

1 -0.9

1 -1.2

1 -1.5

- -1.8

Cumulative Output

Loss
(percent of GDP)

4 -10

1 -15

4 -20

- =25



Selected features of recent bank
rescue packages
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Source: OECD (2008).



Types of guarantees available

* Current rescue packages involve guarantees that
play a role on both sides of balance sheets

— Expanded retail deposit insurance (including unlimited
coverage); introduction of wholesale deposit
insurance;

— Government guarantees to support the issuance of
new liabilities;

— Protection against credit losses on portfolios of assets
t hat exceed a “first | os
participating institution.



CMFEF discussions in spring 2008

EF]'e of the lessons from the run on mortgage lender Northern Roc
United Klnq__om IS that deposit insurance systems with low levels of cov
and partial insurance, together with likely delays In repaymei.nt may not be
effective in peevanting=baa i Trends, Jun
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Increases of deposit insurance

ts in fall 2008
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Role of customer deposits in bank
funding
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Source: Own estimates based on OECD (2007).



Guarantees are not costless

Moral hazard
~unding issues

ssues raised by the coexistence of different
evels of protection

Exit strategies:
— Credible timeline
— Addressing root causes becomes more important
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Changes in deposit insurance coverage in Japan

Timeline

July 1971 to June 1974 to July 1986 to June 1996 to April 2002 to From April
May 1974 June 1986 May 1996 March 2002 March 2005 2005 onwards

Type of
deposits

Payment and
settlement
deposits | Ll

Ordinary
deposits

Time
deposits

10 million Yen (pri ncipal) plus
interest

Maximum 1 million Yen 3 million Yen | 10 million
deposit (principal) (principal) Yen

insurance (principal)
coverage

Source : “Overview of the Japanese Deposit Insurance System”, Deposit Insurance Corporation of Japan,
January 2009.



Concluding remarks

Expansion of existing and introduction of new
guarantees has bought valuable time

But not costless

Addressing root causes becomes more
Important

Also: Fundamental question remains whether
expanded insurance can be fully withdrawn
under all circumstances



