5/30/2014 IMF warns eurozone on capital flight - FT.com
TH

. THE INVESTOR RELATIONS SOCIETY 28™ ANNUAL CONFERENCE | TyESDAY 17TH JUNE

w TODAY'S IR: % BARCLAYS BOOK TODAY!

society FREATING TOMORROW'S NMBBUEI | www.irs.0rs.uk
FINANCIAL TIMES

Home World Companies Markets Lex Comment Management Life & Arts

October 9,2012 10:31 pm

IMF warns eurozone on capital flight

By Claire Jones in Tokyo and Michael Steen in Frankfurt

The International Monetary Fund has warned that unless the eurozone resolves its capital crisis, European banks’ balance sheets will
contract severely, further damaging growth and pushing unemployment beyond already record highs in the region.

In its global financial stability report, the IMF concluded that capital flight from the eurozone’s periphery to the bloc’s core, driven by
fears of a break-up of the currency union, had sparked “extreme fragmentation” of the euro area’s funding markets. The fund said this
was causing renewed pressure for banks to shrink their balance sheets, particularly those in countries with fiscal woes.

Delays in resolving the crisis meant that unless eurozone officials beefed up their policy response, European banks would dump $2.8tn
worth of assets — more than 7 per cent of their balance sheets — by the end of next year. Banks in the periphery would shed just short
of 10 per cent of their assets.

The deleveraging would weigh on growth and add to increasingly high unemployment levels in the region. Businesses would suffer as
bond markets proved unable to plug the gap left by banks.

“The expected amount of bank deleveraging is now higher [than forecast in April] because of lower expected earnings, higher losses
linked to worsening economic conditions and greater funding pressures on banks,” the fund said. The estimates are based on
assumptions about the behaviour of the region’s 58 largest banks.

The IMF acknowledged that the European Central Bank’s pledge to buy government debt if countries agreed to reform programmes
had lowered sovereign bond yields but said it was too early to tell whether the scheme would relieve deleveraging pressures.

“Although many core euro area banks are able to issue debt, and issuance has picked up in recent weeks, broader funding market
conditions are still challenging for weaker periphery banks,” the IMF said.

The report said that if there were additional measures “at the national level” alongside the ECB’s actions, banks were likely to offload
$2.3tn of assets, or 6 per cent of their balance sheet, by the end of next year.

The additional measures that the IMF recommended included the ability for policy makers to inject capital directly into banks via the
European Financial Stability Facility and European Stability Mechanism, the region’s two bailout vehicles. The fund also advised
eurozone officials to speed up their response to the crisis.

Testifying at the European parliament in Brussels, Mario Draghi, president of the ECB, said capital flight and the financial fragmentation
of the 17-member euro area underscored the need for structural reforms.

“You can’t have a union when you have certain countries that are permanent creditors and a set of countries that are permanent
debtors,” he said. “So part of this rebalancing will be achieved by regaining competitiveness.”

Mr Draghi insisted that the ECB’s bond-buying plan — dubbed outright monetary transactions or OMT — was designed to tackle the
growing disparity in market interest rates paid by companies in countries such as Spain compared with those in Germany. OMT has
yet to be used as Spain, the most likely candidate, has not applied to the eurozone’s rescue fund as a necessary first step to triggering
the bond-buying.

“The greatest contribution to growth in the euro area is to overcome the present state of financial and banking financial fragmentation
in the euro area,” Mr Draghi said. “The OMT is designed to overcome one reason of financial fragmentation.”

http://www.ft.comvintl/cms/s/0/917df0da- 121b- 11e2-bbfd-00144feabdc0.html ?siteedition=intl#axzz2g JUraws2 12


http://googleads.g.doubleclick.net/aclk?sa=L&ai=CAN87E_yIU4KVENOjlQfd9YCIDYHnnO0EAAAQASChseUeUPOPtfv5_____wFgyZ75iISk7A_IAQKpArAu9UoVILw-4AIAqAMByAOcBKoEzQFP0LRI8DiHXhJbik_vO2QNkat4NK3Lef7tlUdZ9ZyxQsch843PZLQesyZtMXQ3dIrdosErkVn_nBKBpcfrol6yGiIqmxsQfzZ8EbJD85HCbb_USJMP5gx9-5jc2pCTgUCTXooRqCAa-FFg3CrHnDkFRJxf0TWiGwDDcYYhV6eN9E7r-huUL-LzxtdQOnxazVpTRPgNRY5nZd1kctKV2iwvgv_A1NEttsllGi6hC_h0cKTJtGy952hF4ovFKNEIfeGZ-gYJ1_csvLOmL5Xc4AQBoAYU&num=0&sig=AOD64_2X41bKqFKiMUn6eVTv9cnLF-74Ng&client=ca-pub-1542783731510213&adurl=http://www.irs.org.uk/go/ft-conference-2014
http://www.ft.com/cms/s/0/dca55090-135a-11e2-bca6-00144feabdc0.html
http://www.ft.com/intl/cms/s/0/3ce2e7b2-ee10-11e1-b0e4-00144feab49a.html
http://www.ft.com/euro
http://www.ft.com/intl/cms/s/0/448a6f28-f822-11e1-828f-00144feabdc0.html
http://www.ft.com/
http://www.ft.com/world
http://www.ft.com/companies
http://www.ft.com/markets
http://www.ft.com/global-economy
http://www.ft.com/lex
http://www.ft.com/comment
http://www.ft.com/management
http://www.ft.com/life-arts
http://markets.ft.com/research/EcoCalendar
http://blogs.ft.com/money-supply/
http://www.ft.com/world/africa/economy
http://www.ft.com/world/americas/economy
http://www.ft.com/world/asia-pacific/economy
http://www.ft.com/world/asiapacific/china/economy
http://www.ft.com/world/europe/brussels/economy
http://www.ft.com/world/asiapacific/india/economy
http://www.ft.com/world/mideast/economy
http://www.ft.com/world/uk/economy
http://www.ft.com/world/us/economy
http://www.ft.com/globaleconomy/macro-sweep
http://www.ft.com/servicestools
http://www.ft.com/

5/30/2014 IMF warns eurozone on capital flight - FT.com

The IMF said the risks to global financial stability had risen since spring, with the eurozone crisis still the chief concern despite policy
makers’ efforts to allay fears of a break-up of the single currency.

Countries in emerging Europe would suffer most if risks emanating from the eurozone emerged because of their direct exposures to the
region. Asia and Latin America appeared more resilient, though economies such as Brazil, China and India were exposed to risks from
rising property prices and high credit expansion levels.

RELATED TOPICS European banks. Central Banks. International Monetary Fund

Printed from: http:/www.ft.com/cms/s/0/917df0da-121b-11e2-bbfd-00144feabdc0.html

Print a single copy of this article for personal use. Contact us if you wish to print more to distribute to others.

© THE FINANCIAL TIMES LTD 2014 FT and ‘Financial Times’ are trademarks of The Financial Times Ltd.

http:/imww.ft.comvintl/cms/s/0/917df0da- 121b-11e2-bbfd-00144feabdc0.html ?siteedition=intl#axzz2g JUraWS2

22


http://www.ft.com/servicestools/help/contactus
http://www.ft.com/topics/themes/European_banks
http://www.ft.com/topics/themes/Central_Banks
http://www.ft.com/topics/organisations/International_Monetary_Fund

