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Banking Post Crisis

o De-leveraging and downsizing
o Moral hazard widely present
o Cost of financial catastrophe:

% GNP approved| effective
EU-27 31.4 12.7
Eurozone 25.3 11.2
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Deleveraging in European 1 trn banks

Balance Sheet Size of Largest European Banks
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And capital strengthening

Capital Ratios of Largest European Banks
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What is in the reforms ?

o New institutional structure (ESA, ESRC)
o New harmonising rules

Prudential: Basel epidemic: CRD II, llI, IV... ;
liquidity regulation, deposit protection schemes;
CCPs

Products: hedge funds, deriv’s

Conduct: market abuse, short selling, CRA’s,
bonus rules, review of MiFID

o In the pipeline?
Transaction tax?
Volcker rule?
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European Systemic Risk Council (ESRC)

> Steering Committee (12 persons)
- 7 ESCB members
- 3 chairs of ESAs
- 1 Member of the European Commission

EFC President

-> General Board (at least 62 persons)
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European Supervisory Authorities

o 3 new authorities with legal personality (and
liability)

o Task:
‘single rulebook’;
enforcement;
supervising the supervisors (!);
participation in supervisory colleges and
supervision of financial infrastructures (CRAS);
coordination in crisis-situations;

central European data-base and exchange of
Information



New regulatory requirements

Current Minimum Requirement — Expected Ninimum Requirement

Core ter | Rafi 2% I
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Total Regulatory Capital Rafio 8% [6Y%
source; J 7. Morgan estmates.
Stock of high guality liguid assets . 1009
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New regulatory requirements

Figure 13: Provisioning and the economic cycle = Incurred Loss and Expected Loss

s ECONOMIC CyCle s Occured Loss —— Expected Loss
Source: J.P. Morgan estimates.



@ New regulatory requirements
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Adjusted Estmanes
2011E Tang. Equity 170,288 154,192 55405 E0607 42708 44582 G2546 90388 13135 59,005 101512 28051 96012 62736 71643 G696 S4989 1350978

% Change in Estimate
2011E Tang. Equity 16% £ W% 1% 0% 8% 4k 9% 14k 4 48% e W% % 2 14% 1% 19%
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Capital needs for global banks would be Product pricing across financial
increased by 221B$ which is equivalent to segments will increase by 33% in

19% of estimated tangible equity in 2011 order to fully offset the increase
In regulatory cost in terms of

profitability
10
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Threats and impact

o Regulatory overkill
o Need for capital raising
o 2012 refinancing bubble

o Reduced profitability
2011 RoE from 13.3% to 5.4% (JPM)

o Bank rating downgrades as exit policy
advances, as state support is withdrawn

o Lower economic growth
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Bank strategies

o Big is complex and costly
o Smaller is beautiful (but small banks fail)
o Focus on core strengths
Disposal of non-core assets
o Back to good old relationship banking

o Segmentation of financial system, specialised
IS more efficient

Impact of payment services directive (PSD)
Asset management
End of bankinsurance
o New non-financial competitors?
Telecom companies
Retail sector
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Conclusion

o Crisis stabilised thanks to enormous
state support — how to organise exit?

o EU has managed to extend powers,
notwithstanding limited initial leadership

o Wil single market be repaired?

o Smaller, more adapted but less
profitable banking to come
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