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Triple crisis in the Advanced World led to instabllity in the
banking system

* Financial crisis
* Debt crisis

* Confidence crisis ‘ GROWTH CRISIS

Instability in the banking system
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High private and public sector indebtedness
In the Eurozone and the US
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Deleveraging must take place in the public sector

Government deficit to GDP (%)
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High indebtedness leads to deleveraging in the banking sector
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Bank loans total in the Eurozone
(billion EUR)
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Deleveraging in the mortgage market
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Confidence crisis in the euro area affecting the banking sector

Deleveraging in the euro area
private sector lending (y/y %)
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Tightening

Tight credit conditions

Easing

———Corporate loans  ====Housing loans

Second round of slowdown in private sector lending in 2" half of 2011, divergence among countries

Due to ECB actions (LTRO) and the positive results of June 28-29 Council conclusion credit conditions
might ease in 2012

Source: ECB, MNB



Challanging environment for CEE parent banks in 2012

5 year CDS spread of the banks active Growth forecast

in the region
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* Confidence crisis has a significant drag on banks active in the CEE region

* Macroeconomic outlook is gloomy for 2012

Source: Bloomberg, IMF WEO



CEE private sector lending

Household lending (Oct. 2008 = 100) Corporate lending (Oct. 2008 = 100)
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* Crisis had significant balance sheet adjustments in the CEE region, especially where LTD ratio was
above 100%

Source: MNB Financial Stability Report 3
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Foreign participation is key for CEE banks

Adjustment in the loan-to-deposit Foreign funds relative to total assets (%)
ratio (%) percent percent
35 35
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Slovakia 25 A L 25
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Bulgaria 15 - 15
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* Crisis had significant balance sheet adjustments in the CEE region, especially where LTD ratio was
above 100%

* Inseveral countries large LTD adjustment lead to a decrease of foreign funds in the banking sector,
still external financing is significant

Source: MNB Financial Stability Report



High real interest rate slows down recovery

Nominal interest rate (%), household

Real interest rate (%), household
mortgage loans in domestic currency

mortgage loans in domestic currency

percent percent percent percent
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A need for strenghtening the banking sector

Investment (% of GDP)
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Investment rates are below pre crisis levels

Non-performing loans (%)
(June 2011)
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Meanwhile vulnerability increased in the most hit countries

Source: IMF, MNB Financial Stability Report
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e Banking union is a must to strenghten confidence and complete EMU

* EU level macroprudential policy coordination ("6 pack”)



Spain gross external debt financing
by the origin of foreign banks

FRANCE: €112 bn
US: €49.6 bn

SPAIN

PORTUGAL: €19.7 bn

ITALY: €22.3 bn

IRELAND

GREECE

SPAIN
JAPAN: €20 bn
" GDP:€0.71n
I Foreign debt: €1.9tn
w €41,366
UK: €74.9 bn GERMANY: €131.7 bn Foreign debt per person

-""-I-I-" 284% 67%
smmmms.  Foreign debt to GDFP Gowvt debt to GDP
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Source: BBC online Risk Status: [ MEDIUM



Portugal gross external debt financing
by the origin of foreign banks

FRANCE: €19.1 bn

\SPAIN: €65.7 bn
PORTUGAL

US: €3.9 bn

ITALY: €2.9 bn

IRELAND

GREECE
PORTUGAL

JAPAN
| GDP:€0.21n
| Foreign debt: €0.4 tn
w €38,081
UK:€18.9 bn GERMANY: €26.6 bn Foreign debt per person

i 251% 106%

s, Foreign debt to GDP Govt debt 5-04GDF’

Source: BBC online Risk Status: [l HIGH



Italy gross external debt financing
by the origin of foreign banks

FRANCE: €309 bn

\sPAIN: €29.5 bn
~  PORTUGAL

ITALY

US: €34.8 bn

IRELAND

GREECE

ITALY
JAPAN: €32.8 bn
I GDP:€12tn
- Foreign debt: €2 tn
w €32,875
UK: €54.7 bn GERMANY: €120 bn Foreign debt per person

T 163% 121%

smmmms.  Foreign debt to GOP Govt debtitg GDP

Source: BBC online Risk Status: [l HIGH



US: €39.8 bn

UK: €104.5 bn

Source: BBC online

Ireland gross external debt financing
by the origin of foreign banks

FRANCE: €23.8 bn

\SPAIN
PORTUGAL

TALY

IRELAND

GREECE

JAPAN: €15.4 bn

GERMANY: €82 bn

IRELAND

| GDP:€021n
B Foreign debt: €1.7 tn

w €390,969

Foreign debt per person
ﬁ 1,093% 109%
s, Foreign debt to GDP Gowt deh{é& GDP
Risk Status: [l HIGH



US: €6.2 bn

UK:€9.4 bn

Source: BBC online

Greece gross external debt financing
by the origin of foreign banks

FRANCE: €41.4 bn

\SPNN
PORTUGAL: €7.5 bn

ITALY: €2.8 bn

IRELAND

GREECE

JAPAN

GERMANY: €15.9 bn

GREECE

| GDP:€0.2tn
| Foreign debt: €0.4tn

w €38,073

Foreign debt per person
ﬁ 252% 166%
s, Foreign debt to GODP Gowt dehtic»]GDF‘
Risk Status: [l HIGH



Germany gross external debt financing
by the origin of foreign banks

FRANCE: €205.8 bn
US: €174.4 bn

. SPAN

" PORTUGAL

¥\ ITALY: €202.7 bn

o
:v ‘4
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IRELAND

GREECE
GERMANY

I GDP:e24tn
I Foreion debt: €4.2tn

w ,}\ €50,659

Foreign debt per person

JAPAN: €108.3 bn

-~

UK: €141.1 bn GERMANY

T 176% 83%
smmmms.  Foreign debt to GOP Govt debt t1|:|8GDF'

Source: BBC online Risk Status: I LOw



US gross external debt financing
by the origin of foreign banks

FRANCE: €440.2 bn

\FAIN: €170.5 bn
PORTUGAL

ITALY

us

IRELAND

GREECE

us
JAPAN: €835.2 bn
w €35,156
UK: €834.5 bn GERMANY: €414.5 bn Foreign debt per person

T 101% 100%

s, Foreign debt to GOP Govt debt to GDP
Source: BBC online Risk Status: [ LOW o



* ”Vienna 2”: parent bank commitment is key for CEE countries to avoid credit
crunch but further adjustment in LTD ratios are likely



But how to achieve?
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