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Impact on EBRD Countries of 

Operation

¸ Sub prime Exposure

ïWhat Happened?

ïExposure of Financial Sector in EBRD Countries 
of Operation

¸ Liquidity Squeeze

ïVulnerability ïCredit growth and Dependence on 
External Funding in EBRD Countries of Operation

ïAlternative Funding Sources?



How did the sub prime crisis start?

¸ Initially ïUS housing prices, started to fall 

and sub prime mortgage borrowers started to 

default

¸ First half of 2007 ïAcknowledgement from 

the FED that the broad based defaults could 

lead to $50 Billion of write downs

¸ August 2007 ïCrisis became visible when 

ECB had to inject the first Euro 95 Billion into 

money markets



Current Level of Write Downs

SocGen   $4bn

UniCredit $0.8bn

RZB         $0.04bn
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How large are the losses?

¸ Still uncertain

¸ First week of February ïTokyo meeting ï

German Finance Minister revealed that the 

G7 thought losses could reach $400 bn

¸ New write-downs since February



How could this happen?

¸ October 2007 Fitch announces

ï 26% of downgrades from all rated 2006 sub prime RMBS

ï Many from investment grade to speculative grade

¸ January 2008 Moodyôs announces

ï Downgrades on 53.3% of the 2006 vintage tranches (representing 93.4% of 
the deals backed by first- and second-lien sub prime mortgages)

ï Downgrades on 38.2% of rated tranches of the 2007 vintage

¸ February 2008 S&P announces

ï Downgraded $183 billion out of $3.24 trillion in original issuances (an 
additional $588.31bn put on credit watch

ï Securities that S&P downgraded from investment grade to speculative-
grade did account for about 63% of the downgrades by original issuance 
volume

¸ Downgrades are still continuingé



What does this mean concretelyð

Structured Finance Rating changes S&P

AAA AA+ AA AA- A+ A A-

BBB

+ BBB BBB- BB+ BB BB- B+ B B-

CCC

+ CCC CCC- CC D

AAA 83.6 0.7 1.3 0.4 0.7 0.6 0.6 0.5 1.0 0.9 0.5 1.5 0.3 0.25 1.08 0.47 0.96 1.1 1.86 1.3 0.39

AA+ 84.6 2.1 0.7 0.9 1.5 0.3 0.4 1.9 0.1 0.4 2.5 0.04 2.63 0.09 0.09 1.23 0.04 0.18 0.04

AA 0.1 0.2 74.3 1.4 1.1 2.0 1.0 0.7 2.0 0.6 0.7 2.9 0.2 0.28 2.81 0.35 0.64 4.56 1.23 2.55 0.4

AA- 0.1 0.5 62.4 1.8 1.7 0.9 1.0 2.0 0.8 0.5 3.0 0.3 0.22 7.55 0.22 0.34 13.32 0.84 1.9 0.62

A+ 56.8 1.4 1.5 1.6 2.3 0.9 0.9 3.4 0.4 0.33 3.32 0.44 0.16 23.58 0.65 1.69 0.54

A 0.1 0.0 0.1 61.3 1.7 1.4 2.6 1.1 1.1 3.4 0.5 0.84 2.25 0.49 0.35 14.01 1.44 6.07 1.13

A- 0.1 47.9 2.9 3.3 1.3 0.7 4.0 1.1 0.6 3.79 1.02 0.23 23.14 0.88 7.45 1.67

BBB+ 43.2 2.4 2.3 1.8 4.9 1.2 0.97 4.56 0.92 0.15 25.72 0.36 8.66 2.87

BBB 0.0 0.1 0.0 52.8 2.4 2.6 4.4 0.8 0.97 4.63 0.73 0.32 14.46 1.67 11.71 2.37

BBB- 0.1 0.0 38.4 2.3 4.8 1.4 0.85 6.26 1.38 0.08 23.54 0.28 16.3 4.27

BB+ 24.9 2.5 1.4 1.06 5.42 1.36 23.91 0.48 26.52 12.49

BB 0.1 0.1 56.2 2.2 0.82 12.73 0.92 0.05 12.84 0.27 9.09 4.79

BB- 64.4 4.7 9.4 2.01 10.07 4.03 5.37

B+ 1.8 85.45 9.09 3.64

B 0.09 69.84 5.29 23.1 0.09 0.88 0.71

B- 83.3 2.08 12.5 2.08

Downgrades



Impact on EBRD Countries of 

Operation

¸ Sub prime Exposure

ïWhat Happened?

ïExposure of Financial Sector in EBRD Countries 
of Operation

¸ Liquidity Squeeze

ïVulnerability ïCredit growth and Dependence on 
External Funding in EBRD Countries of Operation

ïAlternative Funding Sources?



How is the liquidity squeeze 

connected to the sub prime

¸ High uncertainty in financial markets

ïIncreased risk aversion

ïInitial uncertainty on exposure caused spill over to all 

markets

ïSpreads widened, funding has become expensive and 

sometimes was not available any loner

¸ Funding problems in EBRD countries where rapid 

credit growth was heavily reliant on external funding



Differences of Western World vs. 

EBRD Countries of Operation

Western Markets:

Asset Problems

Rest of the World:

Liquidity Problems
Worldwide incl. EBRD countries

- Could lead to asset problems  

over time

- Uncertainty in markets led to 

difficulty in raising external funds


