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1. BACKGROUND

Eurostat collects from Member States a set of supehtary data on the financial crisis,
following its decision of 15 July 2009 on the sd#itial recording of public interventions to
support financial institutions and financial maskeluring the financial crisisA summary of
the Eurostat decision is provided in the Annex.

The aim of the supplementary table is to show apteta picture of the actual and potential
impacts on government deficit and debt due to gowent interventions during the financial

crisis. The table is only intended to show govemimaterventions directly related to the

support for financial institutions. Support opesas by central banks, government support
measures for non-financial institutions and genex@nomic support measures are not
included.

The first set of supplementary tables was colledigdEurostat together with the October

2009 notification. The tables are now being redyltnansmitted by Member States, with

each notification. The tables cover data startimgnf the year 2007, when the first major

interventions occurred in the United Kingdom. Thiste analyses data for the years 2007-
2010, that were reported in the October 2011 rattikn.

Eurostat publishes individual tables for EU MemiStates (where there were reportable
interventions) and a summary table with the agdeshdata for the EU and the Euro &rea

2. EUROSTAT GUIDANCE NOTE ON FINANCIAL DEFEASANCE
STRUCTURES

A number of EU Member States have been confronti tlve necessity of dealing with
impaired assets held by public banks. In respomsgiestions raised and in order to ensure a
homogenous statistical treatment across countBespstat published a guidance note on
financial defeasance structutesn 16 March 2011. Following a consultation of the
Committee on Monetary, Financial and Balance ofnfRayts Statistics (CMFB) in September

! The decision and the related news release 103/2@08vailable on the Eurostat website:
http://epp.eurostat.ec.europa.eu/portal/page/ggoetrnment_finance_statistics/methodology/decsidor
GFS

2 Individual tables and a summary table are availahléhe Eurostat website:
http://epp.eurostat.ec.europa.eu/portal/page/gooedrnment_finance statistics/excessive defigpggment
ary tables financial turmoil

% The guidance note is available on the Eurostasiteb
http://epp.eurostat.ec.europa.eu/portal/page/gaooadrnment_finance statistics/methodology/quidaaceou

nting_rules
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2011, the guidance is being integrated into thevemit chapter of the ESA95 Manual on
Government Deficit and Debt (MGDD).

When a public entity is created by government aasl the task of assuming directly the cost
of financial defeasance, it should be classifietheangeneral government sector. This rule also
applies when problematic assets are allocated gabédic entity that is created through the
restructuring of an existing financial institutidduch is the case of Erste Abwicklungsanstalt
(EAA) and FMS Wertmanagement (FMS-WM) in Germangrlorem and Parups in
Portugal, as well as Bradford & Bingley (B&B) andofthern Rock Asset Management
(NRAM) in the United Kingdom.

The (re)classificatichof these entities into general government hadyaiféiant impact on
the deficit and debt of the countries concernedglgs 1 and 2 below), as the deficit of these
entities is now part of government deficit andtldir liabilities are considered as government
debt.

Graph 1. (Re)classification of financial defeasance structures. | mpact on government deficit (pp GDPS)
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* The United Kingdom did not comply with the Eurdggaidance note for the October 2011 notification.
Therefore Eurostat amended the UK deficit and €éigbtes in relation to B&B and NRAM in EDP tables.
However, for technical reasons this amendment taf idanot reflected in the supplementary tabletier
financial crisis.

® Changes in ratios to GDP are expressed as pegeeptints throughout the text. The sign converitdp) for
deficit and (+) for debt.



Graph 2. (Re)classification of financial defeasance structures. | mpact on government debt (pp GDP)
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A question has been raised with regard to entiiesther countries, which have the features
of a defeasance structure, but are still on thefishe Monetary Financial Institutions (MFI),
monitored by Central Banks. This is the case of[#anz in Austria, Parex Banka in Latvia,
Anglo Irish Bank and Irish Nationwide Building Sety in Ireland, and Roskilde Bank in
Denmark.

Eurostat has consulted the European Central Ba@B)Hor the Euro area cases and the
national Central Banks for other cases, and redeweconfirmation that the entities in
question were to remain classified in the financiaporations sector. Therefore they have
not been consolidated with general governmentinm Wwith paragraphs 2.41 and 2.49 of the
European System of Accounts (ESA95).

Nevertheless, even if an entity is not part of gahgovernment, it may have an impact on
government deficit and debt. When the governmeantgra guarantee to a heavily loss-
making bank, and this guarantee is effectivelyechlbr there is irrefutable evidence that it
will be called, a debt assumption is recorded bg government, with an impact on

government deficit and debt at that time. In Aastroth deficit and debt ratios increased by
0.35 pp of GDP for 2010 because there was irrefeitabidence in 2010 that a government
guarantee for KA Finanz will be called.

Similarly, capital injections in heavily loss-magirbanks are considered as government
expenditure (“capital transfers”), and not as asifjon of equity. This was the case in Ireland
in 2010 when the government made massive capaalsfiers to Anglo Irish Bank, Irish
Nationwide Building Society and EBS Building Sogietvhich had a very big impact on
government deficit figures. The resulting increaséeficit amounts to -20.2 pp of GDP for
2010. Significant capital transfers were also madeatvian banks, mainly Parex Banka, in
2009 (-1.1 pp of GDP) and in 2010 (-2.3 pp of GDP).

The table below summarises the impact on governmertunts of the (re)classification of
public entities managing problematic assets in gleeeral government sector, and lists
relevant transactions with an impact on deficit &l debt.



Table 1. Financial defeasance structures. mpact on government accounts

Country Entity Statistical Transactions with an
(re)classification in | impact on government
the general deficit and (or) debt
government sector

Denmark Roskilde Bank No (in the MFI list) None

Germany Erste Abwicklungsanstalt (EAA) Yes Capital transfer

FMS Wertmanagement (FMS-WM) | Yes Capital transfer

Ireland Anglo Irish Bank No (in the MFI list) Capital transfer

Irish Nationwide Building Society No (in the MFI list) Capital transfer

Latvia Parex Banka No (in the MFI list) Capital transfer

Austria KA Finanz No (in the MFI list) Debt assumption

Portugal Parvalorem Yes Capital transfer

Parups Yes Capital transfer

United Bradford & Bingley (B&B) Yes® Capital transfer

Kingdom ; )

Northern Rock Asset Management | Yes Capital transfer
(NRAM)

Dunfermline Building Society in No (in the MFI list) None
administration (DBSIA)

3. CONTENT OF THE TABLE
The supplementary table for the financial crisidembed by Eurostat is divided into two parts:

Part 1 shows data on net revenue and expenditurgofeernmentrelating to interventions
which are recorded in the national accounts (ESA85)he general government sector, and
therefore have a statistical impact on governmeficid

Part 1 : Net revenue/cost for general government (impact on ESA95 government deficit)
Millions of national currency

A REVENUE (a+b+c+d) X
a) Guarantee fees receivable X
b) Interest receivable X
C) Dividends receivable X
d) Other X
B EXPENDITURE (e+f+g+h) X
e) Interest payable X
f) Capital injections recorded as deficit-increasing (capital transfer) X
Q) Calls on guarantees X
h) Other X
C Net revenue/cost for general government (A-B) X

The most relevant elements of revenue and expeadiarising from government
interventions in the context of the financial isire explicitly listed under, respectively,
blocks “A. Revenue” and “B. Expenditure”.

The following elements of government revenue aowiged in the table:

- Fees received as remuneration for guarantees drémtgnancial institutions on the
value of their (impaired) assets or for the repaynué their liabilities, e.g. inter-bank
lending, general bank loans etc.;

- Accrued interest receivable on loans granted,;

® See footnote 4 above.

 See footnote 4 above.



- Distributions received on equity subscribed by goweent in financial institutions.

Similarly, the following elements of government ergiture are provided:

- Accrued interest payable arising from financing ioferventions, mainly due to
issuance of debt instrumehts

- Granting of funds in the form of capital injectiowfich were recorded in statistics as
capital transfer expenditure (having an impactrengovernment deficit).

- Amounts of payments arising from government guaesitgranted to financial
institutions that have been called by the beneficiand consequently paid by
government, or the associated debt that has besemasl.

Amounts relating to any transactions not fallinglenthe most common types listed above
are reported under the residual lines “other” ffoth revenue and expenditure). These can
cover, for example, expenditure on commission feglgting to special entities involved in
the financial crisis, contributions of banks fopdsit guarantees, or revenue fees on securities
issued under special liquidity schemes.

Finally, block C shows the net impact on governmaeficit resulting from the difference
between totals of revenue and expenditure.

Part 2 of the table shows data on government stotksancial assets and liabilitiegising
from the support for financial institutions.

It distinguishes between activities which have dboted to actual government liabilities

(debt), whether directly or indirectly, and actieg which may contribute to government
liabilities in the future, but at the moment of theporting are considered as contingent on
future events.

Part 2 : Qutstanding amount of assets, actual liabilities and contingent liabilities of general government

Cutside
General government | general
government
Millions of national currency Assets | Liabilities | Contingent
(D=atb+c)| (D=ath) | liabilities
D Closing balance sheet X X X
a) Loans X X
b) Securities other than shares X X
C) Shares and other equity X
d) Liabilities and assets outside general government under guarantee X
e Securities issued under liquidity schemes X
f) Special purpose entities X

Similarly to part 1, part 2 provides for the mosinonon types of asset and liability
instruments recorded in government accounts dgewernment interventions:

- Loans granted by government or acquired from fir@nastitutions (assets); loans
incurred (directly or indirectly) by government iorder to finance various
interventions (liabilities).

- Debt instruments issued by financial institutionsd abought by government as
provision of liquidity (assets); debt securitiesusd by government to finance the
interventions (liabilities).

® The impact on government liabilities from an aitgican be direct (since specifically identifiatifsstruments
are issued) or indirect (since the financing ofdh#gvity is hidden within general government ficamgy
activity). This leads to the result that the ingtneayable shown here is the sum of actually olestand
imputed financing costs (estimated by Member States



- Equity subscribed by government in financial ingidns as a counterpart for a
provision of liquidity to the banks (assets).

Whereas statistical source information is usuadily available for measuring government
assets in loans and securities other than shaegtirc assumptions might need to be
implemented for government liabilities. For instanfor those government interventions that
were not financed specifically by means of dedidassues of debt, it is assumed that they
were financed through the general issuance of d@gbtonvention these liabilities are to be

reported under the instrument “securities othen thlaares”, but, if more relevant, they may
also cover loans.

In addition, part2 of the table lists the mostqgfrent ways through which contingent
liabilities arise for government in the contexttbé assistance to financial institutions. As a
general rule of ESA95, contingent liabilities a@ necorded in national accounts. Thus, for
example, government guarantees granted in thedooft¢he financial crisis do not give rise
to any immediate entries in government accountshbue an impact only later, if they are
called. The data provided by the EU countries ia gart of the table are an indication of the
potential maximum impact that could (theoreticabyise for government finances from such
contingent liabilities, i.e.:
- Value of the assets and liabilities of financiadtitutions guaranteed by government
(except for guarantees for special purpose entities
- Securities issued by government under liquidityescés, e.g. repurchase agreements
and securities lending.
- Liabilities of special purpose entities createdimyirthe crisis, including those to
which certain impaired assets of financial institns were transferred.

With regard to the coverage of data on contingetiilities, it is important to note, that
general government guarantees on bank depositoanecluded here

4. DATA FINDINGS

All but seven Member States (Bulgaria, the CzechuRbc, Estonia, Malta, Poland, Romania
and Slovakia) report various interventions undemaky government in the context of the
financial crisis.

4.1. Statistical impact on gover nment deficit

The impact of interventions on government finantatisgtics depends on their country-
specific features. Certain interventions, wheresdéssof financial institutions have already
been borne by government, require immediate reagrdf government expenditure. This is
the case of HRE Bank, WestLB, SachsenLB and KiVGarmany, Anglo Irish Bank, Irish

Nationwide Building Society and EBS Building Sogieh Ireland, Parex Banka in Latvia,
ABN AMRO in the Netherlands, as well as NortherncRoRoyal Bank of Scotland and
Lloyds Banking Group in the United Kingdom.

In some other cases, government interventions titead to an immediate statistical impact
on deficit. However, the national statistical auities need to monitor future developments.
Should the associated risks eventually crystalide losses for government, they would

° However, in the context of the financial crisisyments relating to general deposit schemes efédyti
increased the value of government financial assaddiabilities in two cases: the United Kingdondahe
Netherlands. These countries pre-financed the cosgtien paid to the depositors of the Icesave andrave
a claim against Iceland as a consequence of actuilityt of the Icelandic deposit guarantee scheme.



usually need to be recorded as government expeadiith an impact on the government
deficit.

Part 1 of the tablprovides detailed data on the impact on the EORitle

The most significant increase in deficit due to @uownent interventions in financial
institutions is noted for Ireland (close to 23 ppmulated over the reference period of 2007-
2010). For several other EU countries, such as @eymLatvia, the Netherlands, Austria,
Portugal and the United Kingdom, deficit increased significant, but a more limited extent:
from around 0.5 pp to 3 pp over the reference pderofurther two countries, Lithuania and
Luxembourg, reported negative impacts, but for nmalgamounts.

In some of the EU countries (Belgium, Denmark, GegeSpain, France, Cyprus, Hungary,
Slovenia and Sweden) government deficits were maligi reduced due to government
interventions. This resulted mostly from the insegh government revenue from fees on
guarantees granted to financial institutions armnfrthe interest accrued on the financial
instruments acquired by governments (debt secsi@tngl loans).

Graph 3. Impact of interventions on government deficit (pp GDP)
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The impact of interventions on government defigithe EU and the Euro area is summarised
in graph 4. It shows that, both for the EU and Bugo area, the net impact was marginally
deficit-increasing in 2007, 2008 and 2009, and becenuch more pronounced in 2010.

Graph 4. Impact of interventions on government deficit, Euro area (EA17) and EU27 (pp GDP)
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4.2. Statistical impact on gover nment debt

Part 2 of the tablshows stocks of government financial assets afulities arising from the
support for financial institutions.

Around 41% of the total value of assets acquiredneyEU governments over the reference
period is attributable to the increased governnséaireholdings in the financial institutions.
A similar proportion of the total value of interuens relates to purchases of securities other
than shares. The remaining amount (around 18%nked to loans granted by government or
acquired from financial institutions. Graph 5 shoteselopments in the structure of assets
from 2008 to 2010.

Graph 5. Structure of government assets, EU27 (million euro)
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Turning to liabilities, the data show that the Ebvgrnments financed their interventions
predominantly by new issuances of debt securitesré than 72% of the total over 2008-
2010), though it is important to realise that tkithe default recording if the instrument is not
known. The remaining financing comes from the inence of loans. Developments in the
structure of liabilities from 2008 to 2010 are suamnised in the graph below.

Graph 6. Structure of government liabilities, EU27 (million euro)
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The increase in the amount of loans for 2010 maiefiects the transfer of liabilities into
federal and state-level liquidation agencies inn@Gery.

The biggest impact on the government balance sheabserved in Ireland (an increase in
liabilities by almost 23 pp in 2018) The impact is also big in Belgiufy Denmark?,

19 Mainly due to capital transfers.

" Due to rescue operations in Fortis, Dexia, Ethiacs KBC involving different financial instruments.



Germany®, Latvia®, Luxembourd®, the Netherland§ and the United Kingdom, with the

highest annual impact on the balance sheet vafyimg 4 pp to 14 pp. Other countries with a
noticeable impact on the stock of government assetk liabilities are Spain, Austria and
Portugal, reporting the highest annual impact ¢f . In the remaining Member States

reporting such data, the impact over 2008-2010 neksively limited and remained under
2 pp of GDP.

Graphs 6 and 7 show the impact of interventionsrespectively, government assets and
liabilities.
Graph 7. Impact of interventions on government assets (pp GDP)
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Graph 8. Impact of interventions on government liabilities (pp GDP)
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2 Due to government on-lending, mainly relating wsKilde Bank, and capital injections of hybrid ¢apinto
banks and mortgage institutions.

13 Mainly due to the transfer of assets (includingatéts and loans) into federal- and state-leveiidigtion
agencies.

14 Mainly due to the intervention in Parex Banka.
15 Due to the acquisition of equity in Fortis.
16 Mainly due to the acquisition of equity in ForA8N AMRO.

" Due to acquisition of shares in Lloyds Banking @Gr@nd Royal Bank of Scotland, and acquisitioroahk
from Bradford & Bingley.
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The only case where government liabilities incrdaseich more that government assets is
Ireland. This can be explained by the fact that tmiorventions have been immediately
recorded as deficit-increasing government expereland not as financial transactions.

The impact on the stock of government assets afilities across the Euro area and the EU
is summarised in the graph below. It shows a grawtthe balance sheet over the whole
reference period, with the stock of liabilities smtently exceeding that of assets.

Graph 9. Impact of interventions on government assets and liabilities, Euro area (EA17) and EU27 (pp GDP)
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4.3. Contingent liabilities

Part 2 of the tablealso shows contingent liabilities which may cdmite to government
liabilities in the future, but currently are notoeded as government debt.

Looking at the structure of government contingeabilities arising from the government

interventions in the financial crisis over 2007-2@0the major part is attributable to the

guarantees granted on the financial institutiorsse#s and liabilities (more than 77% of the
total value). The remaining contingent liabilitiexflect the value of securities issued under
liquidity schemes for banks (around 17%) and therajons of special purpose vehicles
(around 6%). Developments in the structure of cgant liabilities from 2007 to 2010 are

summarised in graph 10.

Graph 10. Structure of contingent liabilities, EU27 (million euro)
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In the majority of the 15 EU countries that undektosuch interventions, they result
exclusively from guarantees granted on financisliintions’ assets and (or) liabilities. In two
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Member States (Greece and the United Kingdom) fsegnit amounts of contingent liabilities
arose due to securities issued under liquidity s

In France the most important component of contibdebilities is the value of financial

instruments transferred to a special purpose v@fich further three countries (Denmark,
Ireland® and Austrid®) report government guarantees relating to speciadose vehicles, but
for much lower amounts.

The level of contingent liabilities is presentedhe graph below.
Graph 11. Level of contingent liabilities (% GDP)
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Overall, the highest level of contingent liabilgien relation to GDP is observed in Ireland (a
peak of almost 196% of GDP in 2008). A further seldember States (Belgium, Denmark,
Greece, Cyprus, the Netherlands and the United d6ing report a significant level of
contingent liabilities, with the annual level peaiat 10-40%. In the remaining EU countries,
the level of contingent liabilities is lower andedonot exceed 10% of GDP.

The amounts of contingent liabilities across theokarea and the EU are shown in graph 12.
In both cases, contingent liabilities increasedni§icantly in 2008 and 2009, before
decreasing in 2010. The decrease in 2010 mainlgatefreduced government exposure to
guarantee schemes in Germany, Ireland, the Netfusriand the United Kingdom.

Graph 12. Level of contingent liabilities, Euro area (EA17) and EU27 (% GDP)
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18 Societé de Financement de I'Economie FrancaisERBF
19 A special purpose vehicle related to the Natidxsset Management Agency (NAMA).

2 A guarantee on the activities of the Clearingbank.

12



ANNEX. EUROSTAT DECISION ON GOVERNMENT MEASURES IN
THE CONTEXT OF THE FINANCIAL CRISIS

The Eurostat decision of 15 July 2009 on the sieisrecording of government measures in
the context of the financial crisis deals with coexppublic interventions, such as:

Recapitalisatioroccurs when an equity instrument issued by a Gi@nnstitution is
acquired by government and may involve a wide ranfjevarious instruments,
including ordinary shares, preference shares ahddgebt-equity instruments.
Guaranteeprovide an assurance that should a debtor be eabheet its liability,
the guarantor will meet the liability. For finankiastitutions this includes government
guarantees on deposits and on borrowing. In théegbwof the financial crisis, some
governments also extended significant guarantetretealue of bank assets.
Purchases of asset®mmonly involve acquisitions by government of iiga and
securities other than shares (bonds), and alsmnre cases, of loans.

Defeasancein this case, government buys impaired assets fimamcial institutions,
or creates a body (called usually e.g. “a speaiap@se vehicle” or “a bad bank”) to
undertake this task.

Liquidity operations conducted through exchangeassetsin this case, an asset is
exchanged for another (different) asset, commonigr ca fixed period of time.
Examples include repurchase agreements and sesuténding (lending against
acquisition of various financial instruments), loo&y also encompass other types of
arrangement. This type of operation is commonly en&al improve the liquidity
situation of one party of the exchange.

The Eurostat decision of July 2009 also deals wlith statistical sector classification of
temporary special purpose entitieeated to address specific aspects of the finhodsis,

for example with regard to defeasance or recap@itin. The main issue here is whether such
entities are to be classified for statistical pwg®in the general government sector (S.13) or
outside. Consequently, their assets and liabiliesto be recorded in the balance sheets of
the statistical sector to which they belong.
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