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Economic recovery becomes entrenched 
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Emerging Europe lags other regions 
Change in real GDP 
(Year on year) 
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Capital flows to emerging markets recovering 
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Source: World Economic Outlook, October 2010 
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Risks in Europe have shifted westwards 

Source: Bloomberg 

I. 
Financial crisis 

buildup 

II. 
Systemic  
outbreak 

III. 
Systemic  
response 

IV. 
Sovereign 
debt crisis 

The Four Phases of  the Crisis 
(5-yr sovereign swap spreads, percent) 



Feedback loop ties sovereign strains to 
banking system 
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A. Mark to market fall in value of   
 govt. bonds held by local banks 

B. Increase  
in bank funding cost 

D. Mark to market fall in value of   
govt. bonds held by foreign banks 

C. Erosion in potential  
for official support 

F. Contagion channels  
(A,B, & C as above) 

G. Rise in  
Counter-party risk 

H. Withdrawal  
of  funding  
for risky banks 

E. Similar  
Sovereigns come  
under pressure 

I. Increase  
in contingent  
liabilities of  govt. 

I. Increase in  
contingent  
liabilities  
of  govt. 



Thank you 
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