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1. Theinternational financial crisis

1.1 Theorigins

The financial crisis is rooted in the structural changeshaet reshaped the global economy in
recent years, and in particular the financial sector itsedfld\growth, which has been increasingly
sustained by emerging market economies, has been accompaniedpbygttessive worsening of
significant and closely interlinked disequilibria. A chronic shatafjsaving in several areas of the
world, especially in the United States, coincided with a growimglgs in others, above all in
China and other high-growth emerging market economies. The balapegroents disequilibrium

has not been offset by appropriate foreign exchange rate movements.

This is not the first time that macroeconomic disequilibria hae®rapanied phases of rapid
development. The international financial system performs the fuib@kion of collecting savings
wherever it is formed and channelling it to productive uses, amgwime the world. It has

successfully performed this task on many occasions in the past.

What are the sources of the critical problems this time aroumui?e Sof the profound
transformations of the financial system can channel, distributdigarsify risk; if they spin out of
control, as can happen in a period of financial exuberance, the risks demaque and are
multiplied. The longer it is delayed, the more violent will be the necessagction.

In the last ten years, the perception of and the propensity kohaige changed significantly.
The protracted period of low nominal and real interest rate®ledstrong expansion of monetary
and credit aggregates. At different times, risk premiums inetpaity, property, government
security and bond markets reached historic lows. These developmeptdlgut the prices of
financial and real assets to excessive levels. Since thanegiof the decade this has been
particularly evident in property markets, above all in the UniteteStand in some European

countries.



The financial system and, within it, banks, have undergone rapid arwhlré@dinsformation.
The volume and number of financial transactions have experienced unpredegientth. On the
supply side, deregulation, technological progress, financial innovatidnnareasingly integrated
international markets have enormously amplified the range of product;gtndments and the
possible combinations of risk and return, lowered transaction costdeadraew markets and
unified previously segmented ones. On the demand side, population agesageuicthe proportion
of savings invested in retirement and insurance products, while féeuending conditions
stimulated a sharp increase in demand for mortgages and consudier @oenpared with the
traditional model in which banks played a predominant role in the @gctofit financial

intermediation, the role of markets and non-bank financial institutions has expandedestprm

Internationally, banks responded to the challenges and opportunities ot a@rkbpment by
extending their functions well beyond the traditional banking model. Thakebup the lending
process, using securitization to sell to other financial operbdans they had previously granted.
This enabled them to increase their financial leverage. Onabiéity side, they diversified their
sources of funding, increasing their reliance on direct recaarde market and reducing that on
retail deposits. The traditional distinction between financialriméeliaries became less clear.
Nowadays banks are intermediaries that provide liquidity and, a@athe §me, a broad range of
highly complex financial instruments. Notwithstanding the reductioth@f share in total assets,
they continue to play a central role and their link with the markstbecome progressively closer

and interconnected.

Financial leverage also increased outside the banking systenhelrUnited States two
government-sponsored institutions whose role was to support the home propdgsige market
contributed to this process: Fanny Mae and Freddie Mac.

At the end of the nineties, this system facilitated massapéal inflows towards new activities,
above all in the computer and communications sector; it acaaetathnological innovation,
bringing benefits for all. It contributed in part to a revolutionrnformation technologies whose
effects extend well beyond economic growth, creating extraordinary passior developing and

circulating new ideas.

However, the financial crisis also highlighted all the wvulneraditinherent in these
developments. The heightened complexity of the instruments and ttleoflaansparency made it
harder to manage risks, increasing the danger that, agasisrp rise in market volatility and a
lower risk propensity on the part of investors, banks could encounfmultiés in raising and

managing liquidity. Evident problems of governance and distorted incerdingse in many



financial service areas: remunerative strategies and madiicned chiefly at short-term profits
rather than at building a solid medium-term position. Due diligencewvafstors was insufficient
and the assessments of credit rating agencies were applieticalhz. It became clear that the
latter were suffering from grave conflicts of interesthait dual role as evaluators and consultants
to issuers and investors. The greater risk diversification segynattained through securitization
operations turned out to be illusory; it emerged that in realitywess much more concentrated than
had been previously supposed and that to a large extent it weighedksn Aatimes innovation
was pursued for the sole purpose of circumventing prudential rules. FEiharstitutions reached

levels of debt and risk exposure that were at once excessive and underestimated.

The crisis also spotlighted weaknesses in the regulatory and/isgpgiframework. The Basel |
standards proved inadequate in the new financial context. They gardives to shift risk off
balance sheets and to create an authentic parallel bankingy si&® accounting rules designed to
enhance the transparency of balance sheets sometimes proved coduttng: they were
insufficient to ensure a clear and complete accounting of riskse vehilthe same time they
aggravated the cyclical effects on banking activity, reinfortnegexpansion of credit aggregates in

times of calm, and curbing it even more sharply in periods of restriction andditiqui

The supervisory system has clearly been inadequate in some esuNt surprisingly, the
epicentre of the crisis was in sectors or institutions tlesapervised poorly if at all, in particular
in the US subprime mortgage market. There was no lack of instaficecklessness, inability to
evaluate risks correctly and, in several cases, unethical or ikegal conduct. It must be
underlined that the practices followed in the sectors at thenasfgihe crisis would not have been
admissible or possible in many other countries, particularly nitalyn The initial flame fed on the
broader weaknesses of the international financial system k@di®/e, provoking the failure of
trust and the evaporation of liquidity in the financial markets tleahave witnessed over the last
year. This explains why losses that could have been contained eadifsving such serious

repercussions on the financial markets and the real economy worldwide.

There had been no lack of warning signs over the years. It wagossible to predict the
moment or the precise mechanism, or the extent of the crisid)yebuild-up of tensions could be
seen very clearly indeed. 1, for one, on a number of occasionsegdmthe imbalances in the
international financial system, the risks that were assaciatéh the undoubted benefits of

financial innovation. In times of tranquillity, warnings often go unheeded.



1.2 How thecrisisdeveloped

The rise in interest rates in the United States, follobsedhe cyclical economic slowdown,
burst the real estate bubble in America. The increase in housetielitsservice and the downturn
in house prices led to a surge in defaults, especially in the subpnortgage sector. Starting in
spring 2007, the prices of structured products linked to the US mortgagetrfedl increasingly
quickly and the market for them dried up. This caused funding problemofiissuing companies
(SIVs and conduits), and then, following their inevitable re-absorpitonthe banking system, for
the banks themselves. It became clear that the transfer @utisikle banking institutions had been

largely illusory.

Some of the leading international financial institutions suffergudificant losses; they coped in

part by raising capital on the market.

The collapse of the Lehman group in September made the situatidn wause. The crisis
gathered momentum and became systemic. Market participaatzed that failure was a
possibility even for a large group with system-wide ramifaragiat the international level; worries
about counterparty soundness became acute; the issuance of iogpitahents on the market
became extremely difficult; and the deepening distrust wasngmanied by a thinning out of
liquidity. Banks began to accumulate or deposit with the central bardes Volumes of liquidity to
counter any unexpected future needs. All this prevented the inkenmbarket from working
correctly; interest rates rose and spreads vis-a-vis goverrseemities widened; beyond the very
short term, trading became thinner and thinner to the point where abiosattivity was

concentrated on the overnight segment.

Central banks responded to the liquidity crisis on the money tsdrgancreasing the size and
number of refinancing operations, extending their maturities, and dnwwagthe range of securities
accepted as collateral. The ECB’s operational framework proveld totust and flexible,
responding effectively to the challenge posed by the contractionamkemliquidity; some
important changes have now been made to further increase it€\effsse Appendix 1 “Central

banks’ recent liquidity operations in response to the crisis”).

The injection of liquidity by the central banks was crucialieventing a complete dislocation
of the money market. This may cure the symptoms, however, not thelyirglerause of the
seizing up of the markets, namely the collapse of confidence. Corad@ons$ capital soundness,
adequate liquidity and the remaining exposure to structured seswmgire and still are key factors

in interbank market tensions.



Alongside the generalized tightening of conditions for accessettitcthere is an increasing
differentiation between banks. The market is favouring a return totréaitional model of
intermediation. The investment bank model suffered a crisis and iticeraame to an end in the
United States with the failure of Lehman Brothers, the announced takeover df Mech and the
transformation of Morgan Stanley and Goldman Sachs into commernkd,bsow under way. The
banks countered the deterioration of their balance sheets by dglageraboth selling assets and
injecting new private capital. For some months the systenmablasto attract large flows of capital:
$430 billion, $170 billion of it in Europe, in the face of declared lossesef $550 billion, about
$220 billion in Europe. These inflows slowed down in the summer because stfong rise in raw
material prices, which depressed share prices, making it difficult atig titebtain private capital.
There was also a rapid change in the profile of investors: sgmeveealth funds, which had
contributed about 60 per cent of total capital invested up to December 286 replaced by

private and institutional investors.

The severe difficulties of the interbank market drove up refingncosts for businesses and
households. Corporate bond issuance was reduced and became more cagtigriessabout the
impact of the crisis on the real economy heightened, in Septemlvergites plunged across the
board.

1.3 Emergency measures

Initially, urgent steps to cope with the crisis were takerrgggly at the national level. This is
understandable, and to some extent inevitable, because of differetteesiming and the nature of
the most acute problems, the close links with national financiadtstes, and the need to deploy

public resources controlled by the national governments.

As the crisis deepened, the need to recapitalize the bankinghdystame more pressing, and
recourse to private capital more difficult. Inevitably, governmigself had to step in. With
increasing frequency, first in the United States and then in Eufmmcial institutions found
themselves actually insolvent. In the US, measures to stabhleesituation included corporate
mergers, often assisted or guaranteed by the Treasurtharkekd, the rescue of the government-
sponsored enterprises Fannie Mae and Freddie Mac and of the instoampany AlG, and finally
the passage by Congress of a comprehensive plan to support théafimastdutions with an

allocation of over $700 billion.



In Europe, measures ranged from the rescue of several bans¢asion with the contribution
of private money, in the United Kingdom, France, Belgium, Luxembourg, #theNands and
Germany, to enhanced guarantees for bank deposits, and plans t@ligeapie banking system in
several countries (see Appendix 2, “Measures to stabilize thacfalasystem in the leading

countries”).

With the failure of Lehman Brothers the crisis engulfed the whole systeming awareness of
the interaction between the various countries’ policies pointed tondéled for a coordinated
response. On 8 October, acting in concert, the world’s leading lckatries simultaneously cut the
reference rates for monetary policy, a step without precedéme imistory of monetary institutions.
As a follow-up to the policy line formulated at the G7 meeting, o@d®ber the ECOFIN Council
approved a pan-European plan of action. Accordingly, the actions takectoyneanber state will
be based on common principles, so as to maximize their impalse @onfidence of the public and
the markets and minimize the distortionary effects on competénd the repercussions on other
countries, ensuring the maintenance of common rules. European gomteyniEd institutions,
supervisory authorities and central banks have agreed to take a cal@ipproach to ensure that
financial institutions have sufficient liquidity; to guarantee depp$o facilitate market refinancing
for the banks, among other things by providing medium-term guarafdeasew bank debt
issuance; to help the financial system recapitalize by tonitng directly to banks’ capital; to
provide adequate injections of capital to banks in difficult conditions, haviagagement and

shareholders assume their own responsibilities; and to introduce more flexiat@ng methods.

The clear intention of the European authorities and the autharititee other leading countries

to respond to the global crisis in a coordinated manner is an event of greatesinogort

2. Theimpact on Italy

The banking system

Italian banks have faced the crisis that has increasingifates the global financial system
since the summer of 2007, relying on its fundamentally sound busmedsl, on the large
efficiency gains of recent years, on adequate capital and omaal and prudent regulatory
framework™ founded on legislation. So far they have managed to wélagh&torm better than the

banks of other advanced countries.



Yet, the dramatic deepening of the crisis in recent weeksifiaashed strong tensions in our

country as well.

The situation up to the failure of Lehman Brothers

Most Italian banks engage principally in traditional banking busingbkgh has helped to
contain the impact of the turmoil. Investment banking, which has besn kéverely by the crisis,
is limited; compared with other countries, Italian banks have beencaot®us in issuing complex
and opaque instruments and investing in structured financial products, aulréflected in a less

unbalanced degree of financial leverage.

Figures for end-June of this year indicate that non-bank custategissits and bonds represent
56 per cent of the total funding of monetary financial institutionsinat)a euro-area average of 51
per cent. The important role of fund-raising from customers, deggit@drease in its average cost,
has ensured the stability of liabilities and enabled Italian banksigport the domestic economy
throughout the past months.

Although the economic situation has deteriorated, the level ofrrisknk loans to Italian firms
and households is generally modest. In the twelve months to Juneadeeliis represented 0.9
per cent of total lending, slightly more than at the end of 2007 Wuloster than during the
downturn of the early 1990s, when the ratio was around 3 per cent.

Italian households have less debt than their counterparts in the dvaecad countries. In the
mortgage sector, although innovation and increased competition have dapmeple to obtain
more funds with which to buy homes, reckless lending without proper ¢oalwd the borrower’s
ability to repay has not been practiced in Italy.

For firms, too, although the ratio of financial debt to GDP isgisit is still below the average
for the other main countries. The cost of debt service in relativalte added remains historically

low.

Albeit with a lag, the economic downturn could unearth still more bétsda the banks’
balance sheets. There are early signs of this in the proportion-plenfmnming loans (borrowers in
temporary difficulty), which rose slightly in June, to 1.6 per cenbt#l lending, compared with
1.5 per cent last December. For households, the rise in inteesshest gone hand in hand with an
increase in the cost of debt service in recent months, to 8.2 meofcdisposable income in the

twelve months to June, one point more than a year earlier.
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At the end of 2007 the total capital ratio of the five largedaticbanking groups was 9.5 per
cent, against a minimum requirement of 8 per cent. Their aveatigeof total assets to Tier 1
capital is less than 30:1, compared with around 40:1 for the leading European groups.

Italy’s rules on asset transparency and the prudential &e&aioh securitizations are among the
most rigorous anywhere. Parliament implemented the relevant Goityndirectives promptly, and
the Bank of Italy has always interpreted them strictlpeemlly as regards the transfer of risk.
Benefits in terms of lower capital requirements have been atfloanly when there was a

significant transfer of the underlying risks.

More generally, ltaly has successfully avoided the “regwatapture” for which many
observers reproach the American supervisory system. Thanks toousdgdegislation and
supervision, Italy does not have that vast “shadow banking system” wihiclthér countries

originated and fueled the crisis.

Liquidity

From the very outbreak of the turmoil, the essential role of litidi ensuring the normal
conduct of banking activity in times of strain has been evident. Hmi Bf Italy has intervened
both at system level and with respect to individual banks. Siepte®ber 2007 we have stepped
up our monitoring of the liquidity of the main banking groups, with weelkcks on their short-
term positions, their holdings of liquid assets and their strucittedtion. The intermediaries with
the most severe liquidity strains have been monitored on a daily Wasisave kept close watch on
the banks’ organizational arrangements to safeguard agaimslitly risk and on the characteristics
of the eligible assets held for refinancing operations. We haxtedlall the banks to the need for
strict surveillance of liquidity risk, for rigorous stress tegtand for keeping their emergency plans
up to date. For our part, based on the accounting situation at 31 March 200&)ducted a stress
test at aggregate level. It revealed no critical situation pesiting the greatest possible strains that

could be assumed on the basis of past experience.

The banks understood the necessity of paying significantly mtaetiah to this aspect. The
liquidity of the largest groups increased substantially towdresend of last year and has held at

that high level since; internal controls have been stepped up.

Had this not happened, the second wave of crisis, when the turmoil aouiedonce again to
reach unprecedented degrees of severity, could very quickly have resladieng repercussions for

the Italian banking system.



The second wave

The failure of Lehman Brothers in mid-September triggeredss af confidence that worsened
progressively, involving large European and American institutions ornreaait¢her and leading to

the dramatic episodes of these last few weeks.

The failure’s impact on the Italian banking system has beeosaexclusively indirect. It had a
more direct impact on savers, to which I shall return. Specialteepobmitted by all Italian banks
except mutual banks indicate that on 30 September the system’s exposusins and securities
and in net derivatives was equal to 0.7 per cent of the institutions2@id regulatory capital.

Even assuming massive losses, the impact can be absorbed.

The unusual strains that arose in world financial markets had moiehs®rious consequences,

with sharp, repeated falls in share prices, greatly heightened vplatititsoaring risk premiums.

In the month of September the average daily value of creditltiefaap premiums for the
largest Italian banking groups — an indicator of the markets’ pevoept their risk — was 87 basis
points, significantly less than that for the main European intermeslifl41 basis points), itself
lower than that for their American counterparts (286 basis point#)elsecond half of the month
the persistent strains and aggravated uncertainty were teefléc a significant rise in CDS
premiums for all banks internationally. Nevertheless, they reméomet in Italy, on average, than
in the rest of Europe. On 17 September the spread for the tofdttii@e banking groups reached
130 basis points, reflecting a rise of more than 50 points in justdfys, and then fluctuated
around that level. Last week the average for these three grou@viasis points lower than the
European index. Share prices were also powerfully affectetiedbyadverse climate following the
failure of Lehman Brothers. Italian bank shares as a group28e8eper cent lower on 16 October

than on 12 September; over the same period European bank shares lost 30.2 per cent.

In the last few weeks the situation has worsened. The interbarketmartually ceased to
function, except for overnight loans. The spreading lack of confidenezaged a downward spiral
in the stock markets, where share prices seemed to hawlloshnection with the actual equity
value of the banks, either current or future. Crises at some ahale highly exposed European

institutions raised the imminent risk of contagion.



The measures taken in Italy

The aims of the emergency measures adopted in the last f@nbgahe Government and,
within the sphere of its own responsibilities, the Bank of Italg, tarreassure savers, to get the
liquidity market functioning again, and to ready the instrumentsrdoapitalizations if and as
required. The newly instituted Financial Stability Commitias held a series of meetings to enable

the various Italian authorities to exchange information and coordinate themrsact

Europe has produced a common response. Measures originally takemdwelyeat national
level are rapidly coming together in a coherent scheme. Also, anitiagéve of the four largest EU
countries, the Eurogroup has made specific recommendations andeduppiform standards.
Coordination is especially close within the Eurosystem. Consistd#ragtions within the euro area

Is essential to preserve the single money market.

In these very hours the implementing provisions of the two recpadged decree laws are
being drafted. In its areas of responsibility, the Bank of Itdigrsffull technical cooperation to the

Government.

For banks’ depositors, already protected by the interbank deposiintemisystem, the further
safeguard of the additional State guarantee has been provided. Onl smeasions the

Government has confirmed its clear commitment: no depositor will lose agythin

The most urgent problem concerns liquidity and particularly the revivthe interbank market.
Decree Law 157 allows the Treasury to provide guarantees of ibsmés and to adopt other
measures to assist the recovery of the markets. The Bank of Itallydeat/activated a facility that
makes it easier for banks to obtain eligible securitiesdfmancing with the European System of
Central Banks. The Eurosystem has strengthened its intervetfitigcher, supplying unlimited
liquidity to the banks.

The paramount risk for transmission of the financial strains toedeeconomy in Europe and
in ltaly is now the liquidity freeze. Prompt action by the authesion the liquidity front is

essential; for this reason, the measures just adopted at national and Europeaa fenelamental.

Despite the further decline in the stock markets and sesuptices, the capitalization of the
major Italian banks remains sufficient. It has been shown thah#relwlders of the major banks
and other investors are ready, when necessary, to invest laogmtanof fresh capital; they have

confidence in the solidity and the prospects of our banks.
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Households and firms

The repercussions of the crisis extend well beyond the bankirgrsystibuseholds and firms
are hit both directly, by the loss of value of their holdings of LatrBrothers securities, and
indirectly, by the prospects of a restriction of credit conseqterhe financial strains of the

moment.

Lehman Brothers securities owned by households

Savers’ exposure to Lehman risk takes various forms: direct perciaecurities; purchase of
asset management products (investment funds and individually managedigsyrthat include
those securities; and purchase of insurance policies linked tgedtfermance of financial
instruments that refer to the group. According to the survey of thkirgasystem (excluding
mutual banks) that the Bank of Italy undertook in the days following ¢menlan failure, at the end
of September the value of Lehman securities owned by households andedepatsitbanks for
safekeeping amounted to some €1.5 billion; counting the securities widully managed
portfolios and those held by investment funds, the total rises to abolilli&2 Bdded to these are
other financial instruments that expose investors to the Lehman tdeiawvhich other authorities

have already reported or will report to this Committee.

The protection of savers and the action of the Bank of Italy

A large-scale failure severely tests the functioning of itreitutional apparatus for the
protection of savers. The risk of default is inherent in bonds; no fadaamgset is devoid of risk.
However, it is essential that the intermediaries that offemntial products to savers behave with
the utmost correctness; that they clarify the nature andsithe risks to be borne; and, in case of
traumatic events, that they lend all the assistance and supgdoaittéiaw requires and their own

reputation demands.

The law divides the tasks of protection among different autésriuVithin the limits of their
respective roles, collaboration is close, to ensure the maximuncorotef the savers affected by
the recent episodes, including cooperative initiatives that may pregessary in order to provide

effective and coordinated responses.
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The marketing of products having an investment function, in whatsoever &md by
whatsoever party, including banks, is subject to Consob controls withinlintiis of the
Community directives. Public offers of financial products are gdwsubject to the requirement to
publish an information prospectus. Financial products embrace not @hlyrstruments as shares,
investment fund units, bonds, derivative contracts and certificategpasit, but also the other

forms of investment of a financial nature.

To assist the settlement of possible disputes between interregdiad customers, conciliation
and arbitration procedures envisaged by Law 262/2005 on the protection ofssawéngeing

instituted at a special unit at Consob.

The Bank of Italy is responsible first of all for supervision oe #ound and prudent
management of intermediaries for purposes of the stability dirthecial system, the first line of
defence for savers, depositors in particular. It is also assgmedrs of regulation and control on
the transparency and correctness of activities relating to bapdstal deposits not represented by

financial instruments.

These powers are not directly relevant in the Lehman casegibup did not engage in

traditional banking activities with the public in Italy.

The activity of the Bank of Italy has been significantlyoceised towards strengthening the
protection of bank customers and sustaining confidence in the bankiegisys special unit has
been instituted within the supervisory area. Banks have been obligatst up a compliance
function charged with verifying strict observance of the rules, quaatily customer protection
rules. We have called the banks’ attention to the importance of astetations, requiring that
their branches maintain adequate standards of conduct and theirs affiee customers the
necessary attention even in disputes involving modest amounts. We lyawevbark on a new,
robust system for out-of-court settlement, as provided by the Gdaienl Law on Banking; the
Interministerial Committee for Credit and Savings approved thatime in July and we will
publish a draft of the implementing provisions for consultation by theoérntie year. At the
beginning of 2009 we will also release a proposed reform of uhes ron transparency for
consultation, the aim being to make the protection of transparencyesiamu more effective. We
have already made our inspections for transparency and correct tandue incisive and
intensified our follow-up action on the complaints customers fill wg& when they believe they

have received unfair treatment from banks.

The strengthening of the rules and controls achieved in the pastts, the moral suasion

exerted by the authorities, the ever greater awarenesg bhttking and financial system itself of
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the crucial need for adequate consideration of the reasons of customers mitshpenost correct

and transparent possible management of the difficult passage of these days and months

What will happen to the Lehman securities held by investors?

A precise estimate for investors of the recovery value bfrlaa securities is premature at this
stage, owing to the uncertainty surrounding the value of the dssletsging to the group. The
Lehman case is especially complicated owing to the group’snattenal ramifications. | shall
leave the Committee a memorandum (Appendix 3) that reconstrudss, assis possible today, the
map of the Lehman group companies that can be linked to the issti@saim ihvestors’ portfolio
and provides some preliminary indications as to how investors can ernfaicerights. The
procedures and the potential size of the reimbursement differ atkegal entity that issued the
securities and other conditions; they vary with the form of thesinwent (direct ownership of
securities, individual and collective portfolio management, and insurancgeppl and, since the
companies concerned are not resident in Italy, they are subjéegal systems different from
Italy’s.

It is not possible to ask individual investors to find their own waythis maze. The
intermediaries (banks, investment funds and other companies) thattpdothe placement of the
securities or are handling their custody must not abandon these asstdrney must assist
investors promptly and effectively, each for the matters falling witsiscope, and be ready to take

all the actions on their behalf needed to protect their rights.

Adequate assistance and clear, open and complete informatiors@néaés They are required
by legal provisions, fiduciary duties and the need to safeguardthgany’s good name. We have

called on intermediaries to act in this way.

There is an urgent need for banks and the other intermediariesraxhte enter into a dialogue
with their investors, individually or organized in associations, teeagn the most effective forms
of protection. The Bank of Italy while respecting the competences of the other authorities and
complying with every relevant article of the law, especiatlthe field of competitior is available
to foster a dialogue between financial intermediaries amdrsaand to keep Parliament and the

Government informed on the progress of the Lehman liquidation.

13



3. The outlook

The short-term outlook for the growth of the world economy has dettrbsharply; the main
international organizations and private analysts have lowered dhegasts. Economic activity has
weakened considerably in the United States, the United Kingdondagrath; in the euro area the
slowdown in the first half of the year has become more pronouncedrding to the IMF, the
growth of the world economy in 2009 will be entirely due to the emgrgpuntries, although they
will also be affected by the crisis.

Italy is no exception to this general picture. The effectd®fctisis come on top of pre-existing
structural weaknesses. After the fall in GDP in the second equahte most recent indicators
confirm the negative signals for the coming quarters. Household consungptailiing, owing to
the erosion of disposable income by inflation and the increase in debt service costs pveys

point to pessimism among firms and households.

According to the Eurosystem qualitative survey, banks have beenimgpartprogressive
tightening of the conditions of the supply of credit since the selalicf 2007, but until now the
lending of the Italian banking system to firms and households, ghhdecelerating, has continued
to grow at quite a rapid pace. The situation may nonethelessechngptly. The continuation of
liquidity strains and the increase in the cost of fund-raising caute foanks to deleverage rapidly,

which could lead to a contraction in credit.

The possibility that the tightening of credit conditions for fireasd households and the
deterioration in the economic cycle will be mutually reinforcinga negative spiral remains the

main risk for the world economy. Action must be taken on two fronts.

In the short term there is an urgent need to restore the elohabnfidence among citizens and
markets. The emergency measures taken to protect depositors,iz@tigaidity conditions on the
markets and, where necessary, recapitalize the banking systerdeptbei basis for effective

action; attention must not be allowed to flag.

Looking ahead, new rules are necessary at the internationaltdepet the financial services
industry on a more solid basis. At the request of the G7, the Fih&talzlity Forum has made a
start on the structural response. The new financial systerme@ll to have more capital, less debt
and more rules. The plan provides for concrete actions to strengtbemediaries’ capital bases,
manage liquidity and risks, improve transparency and evaluation metbog the role of rating

agencies, and enhance the responses of the authorities to cope with situationsiaf insdability.
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Significant progress has already been made in implementing these reforms. The steps taken
include the proposal by supervisory authorities to introduce new capital requirements for the credit
exposures in the trading books of banks and investment firms, new Basel Committee guidelines for
the management of liquidity risk, and important changes to the requirements applying to rating
agencies to improve the quality of ratings. The leading banks have already adopted the
recommendations of the Financial Stability Forum aimed at ensuring more complete information on

their risk exposures and their procedures for valuing problematic securities.

Preparations will have to be made for a new international agreement on prudential rules that will
revise, radically where necessary, the mechanisms of the Basel Il Capital Accord. The crisis has
taught us that it is essential to strengthen the prudential regulation on banks, by reinforcing their
capital defences and risk management and enlarging the sphere of activities and institutions subject
to supervision. Substantial corrections will also have to be made to attenuate the procyclicality of

the financial system, which is a source of financial instability.

The experience of the crisis has confirmed that derivatives, and in general innovative
instruments for the transfer of risk, are a double-edged sword. If used carefully and prudently, they
allow operators to hedge and diversify risk and can help to reduce the fragility of the financial
system; when used without adequate consideration of the risks, they permit the unchecked
multiplication of financial leverage. At the same time the proliferation of complex instruments has
clouded the distribution of risk for the market, regulators and operators themselves. The ease of
transferring risk, high leverage and scarce transparency have had the paradoxical effect of

increasing rather than reducing the concentration of risk in the world financial system.

It is necessary to intervene without delay. Transparency requires a drastic simplification and
standardization of contracts; non-standard instruments are, by their nature, difficult to value. The
degree of financial leverage must be limited by well-designed rules. In order to ensure appropriate
incentives, at least in the case of credit derivatives, a part of the risk must be left explicitly with the
originator. Lastly, when derivatives are offered to the public, the protection of the weaker

contractual party must be strengthened.

The time has come for a radical rethinking of the institutional apparatus at international level.
The financial system is global. The integration of international markets needs to be preserved
because it has been and will remain fundamental for economic growth. It is necessary to adapt the
institutions to the new context, so that the international financial arena is not a “no man’s land”, and

to ensure the possibility of prompt and internationally coordinated intervention as crises emerge.
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Italy’s financial market and banks are part of the world financial system, but they have shared its
errors and distortions only to a marginal extent. Italy does not have a shadow banking system. The
Bank of Italy has interpreted its mandate rigorously, working to ensure that the mistakes made in

other systems would not occur here.
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Appendix 1. Central banks’ recent liquidity operations in response to the crisis

During the last few weeks, against a backgroundethby a significant deterioration in the liquidignditions
of the main banking systems, a series of measuees taken by the Eurosystem, the Federal Resed/¢han
other leading central banks to support the liquidif the banking system. The monetary policy openat
framework has been modified in order to allow tlamks to borrow at more favourable conditions frdra t
central banks. The amounts allotted in open mamgetations have been increased, the penaltiexé@ssiog the
standing facilities have been reduced and the rahghgible collateral has been broadened.

The most important measures adopted by the Eusrayasnd the Federal Reserve are summarized below.

The measures adopted by the Eurosystem

From mid-September onwards the dysfunctions ofntiemey market became particularly serious in the eur
area. The Eurosystem injected significant amouhligiaidity both in euros and in dollars at diffetematurities.

In the absence of trading in interbank funds, bankseased their recourse to both overnight depasitd
marginal refinancing with the central bank.

Refinancing in euros. Following the significant rise in auction ratebgtamounts provided in the 1-week
operations were increased. Today, they are weNealite need for reserve requirements, which hadqursly
been used as a benchmark for determining the valtoke allotted in the ECB’s operations.

The size of longer-term funding has also been asmd, as a result both of a new supplementary B8-da
operation amounting to €120 billion and of the dgbto €50 billion of the 6-month operations.

The Eurosystem'’s total refinancing in euros, whictil 15 September had amounted to €476 billionwbich
€300 billion was longer term), rose to €739 billi@f which €447 billion with a maturity of more thd week).

Refinancing in dollars. European banks’ growing difficulty in procuringlidos led the Eurosystem to increase
the amounts and maturities of dollar refinancinfieAthe introduction on 11 August of 84-day opierad, in
addition to 28-day operations already in use fanesdime, on 18 September overnight interventionsewe
introduced for amounts allotted in the euro aretouf’70 billion per operation.

Owing to the persistent strains in the money matket ECB finally announced that, within the franeekvof an
agreement with the Federal Reserve and the cdrdrdds of the United Kingdom, Japan and Switzerlarith
effect from the forthcoming auctions, the allotmearmuld be at a predetermined fixed rate, in ordeavoid
excessive dispersion of the bids at auction andrseruent increase in the uncertainty involved uohs
operations; in addition, the full amount requestenlild be allotted at each auction. Lastly, one-wae&tions
have been held on a weekly basis since 15 Octobh@ace of the earlier overnight interventions. HEietment
rates are predetermined. These interventions hese accompanied by an extension of the dollar $iwaghat
the Federal Reserve made available to the Euramyste

Changes to the arrangements for the operation of monetary policy. With two measures adopted on 8 and
15 October, the ECB announced a series of impoctaamges to the monetary policy operational frantkwia
particular, it symmetrically narrowed the monetpolicy corridor around the Eurosystem reference tat100
basis pointsTherefore, the cost of the marginal lending fachas been reduced to 4.25% and the remuneration
of the overnight deposit facility raised to 3.258tirthermore, it has been announced that all theatipas will




be carried out through a fixed rate tender proceduith full allotment at the official EurosystemteéaThe
following extra operations were also announcedtli@ coming months starting in November: four 6-rhont
operations, one 3-month operation and the renefaalflemonth operation.

The range of collateral eligible in monetary polmgerations has been broaderedl now includes euro-area
issues denominated in dollars, pounds sterling y@mrd Bank loans granted under English law will ateo
accepted.

The minimum rating for collateral to be eligible the central bank’s monetary policy operations basn
reduced to BBB- this measure does not apply to asset-backed isesurFixed-term deposits with the
Eurosystem will also be eligible as collateral fiefinancing operations.

One-week foreign currency swaps will be introduf@dhe exchange of dollars and Swiss francs foogu

Lastly, in order to broaden participation in fineting operationsand thus facilitate smaller counterparties
access to liquidity, from 6 October onwards all thenetary policy operation counterparties can gigdte in
these operations instead of a select group, apreamusly the case.

These arrangements, as announced by the ECB,emikin in place for as long as necessary, and stt Uil
20 January 2009, the end of the first maintenare@g at the turn of the year. The measures coiggrn
collateral will remain in force for the whole of @9.

The measures adopted by the Federal Reserve

Starting in September the Federal Reserve has maigies of changes to the monetary policy operaltio
framework that have supplemented the measuresediapthe previous months. In particular, the iratmns
provide for_the extension of the collateral eligiibr the Primary Discount Credit Facilitfhis instrument,
introduced in the spring of 2008, gives open madcinterparties access to central bank funds oifatetal
basis at a fixed interest rate 25 basis points @ltloe monetary policy target rate.

At the same time a programme has been activatetthdoauction of options whose exercise gives actettse
security swap programme in operation since theyeadnths of 2008 and known as the Term Securities
Lending Facility (TSLF). The aim of the options auction programme is tovalcounterparties to obtain
collateral in exchange for illiquid assets in pdddhat are typically characterized by elevateesstin financial
markets, such as quarter ends.

As part of the policy of extending collateral, orOgtober the Federal Reserve announced the creatitre
Commercial Paper Funding Facility (CPFF). The Fgcprovides for the purchase by the Federal Reserv
through a special purpose vehicle, of US commemp@aler (including asset-backed commercial papedf) @i
high rating and up to a maximum amount for eacheissThe Federal Reserve will finance the specigbgse
vehicle at the Fed funds target rate to permiptinehase of the securities. The Facility will remavailable for
the purchase of qualifying commercial paper thro8@pril 2009.

1 The programme also includes investment grade bandsmortgage securitizations. A similar measurs agopted in

the United Kingdom by the Bank of England, agaithia first half of 2008.
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Appendix 2: Measures to stabilize the financial syem in leading countries

THE G7

The meeting of the Ministers of Finance and CentraBank Governors of the G7 countries on 10 October
2008

On 10 October 2008 the Ministers of Finance andeBuws of the G7 countries approved an Action FBhai
outlines a strategy for stabilizing financial maskand restoring the flow of credit, to supportbglbeconomic
growth. They agreed to:

1) take decisive action and use all available témlsupport systemically important financial ingibns and
prevent their failure;

2) take all necessary steps to unfreeze creditramdey markets and ensure that banks and othercfalan
institutions have broad access to liquidity anddfag;

3) ensure that our banks and other major finariotarmediaries, as needed, can raise capital frobotigpas
well as private sources, in sufficient amountset@stablish confidence and permit them to contianding
to households and businesses;

4) ensure that our respective national depositramsxe and guarantee programs are robust and aorisést
that our retail depositors will continue to havefidence in the safety of their deposits;

5) take action, where appropriate, to restart gwisdary markets for mortgages and other secutitissets.
Accurate valuation and transparent disclosure sktasand consistent implementation of high quality
accounting standards are necessary.

The actions should be taken in ways that protqgbayers and avoid potentially damaging effectotrer
countries.

UNITED STATES

A) The Emergency Economic Stabilization Act

On 3 October 2008 Congress approved the Emergenopdmic Stabilization Act (EESA), developed by
Treasury Secretary Henry M. Paulson Jr. in ordeetestablish the liquidity and stability of the fiSancial
system. The so-called Paulson Plan allocates $iflidhkio finance the purchase by the governmeniliofuid
securities linked to the performance of the morégagf the financial institutions within the scopfetlee so-
called Troubled Assets Relief Program (TARP) andudes measures to support households in financial
difficulty owing to the crisis of the housing matkand a provision that temporarily raises the maim



payment to depositors the Federal Deposit Insur@uecporation (FDIC) can make in the event of defénoim
$100,000 to $250,000.

On 14 October 2008, also in relation to the lineaation agreed within the G7, the Treasury Departinthe
Federal Reserve and the FDIC jointly announcedeethronged strategy:

1) drawing on the financial endowment of the PaulBtan, resources are being made available fooup t
maximum of $250 billion for a programme involvingett investment in the capital of a broad range of
financial institutions that apply by 14 Novembef80Treasury will determine eligibility and alloats for
interested parties after consultation with the appate federal banking agency. The funds will kedito
purchase non-voting senior preferred shares; thierspreferred shares will pay a cumulative divideate
of 5 per cent per annum for the first five yearsd aill reset to a rate of 9 per cent per annumrafesar
five.> The minimum subscription amount available to digigating institution is 1 per cent of risk-weiglot
assets. The maximum subscription amount is thedexs$25 billion or 3 per cent of risk-weightedseats.
In conjunction with the purchase of senior preférsbares, Treasury will receive warrants convextibto
an amount of common stock equivalent in value tqébcent of the senior preferred investnietithas
been announced that nine large financial instingtibave already agreed to participate in this piogne for
a total investment of $125 billichCompanies participating in the programme must tdlop Treasury
Department's standards for executive compensatidrtarporate governance;

2) the guarantee provided by the FDIC has beemdateto issues of senior unsecured debt made bg-FDI
insured credit institutions and bank holding conipamefore 30 June 2009 for the three followingg@in
addition, deposit insurance has been extendedrténerest-bearing accounts until 31 December Z009;

3) the Federal Reserve has announced its intetdionake direct purchases of commercial paper fragh-h
quality issuers (see Appendix 1).

B) The purchase of Bear Stearns by JPMorgan Chase

On 17 March 2008 the bank JPMorgan Chase, in agmemith the Federal Reserve and the Treasury
Department, made an offer to buy Bear Stearnsmica of $2 per share, for a total consideratior5286
million. On 24 March this was raised to $1.1 bifliocorresponding to $10 per share. The transactias
completed at this price on 30 May.

2 The measure, set to expire on 31 December 2009 bmdinanced by the Treasury Department if necgsasad does

not entail an increase in the premiums banks apénexd to pay.

¥ The shares will be callable at par after threesyaad during the first three years may be redeenii#cthe proceeds of
a special offer of ordinary shares or perpetualepred stock. Treasury may also transfer the shiatesds to a third party
at any time.

*  The exercise price on the warrants will be theksiaprice of the participating institution's commstock at the time of
issuance, calculated on a 20-trading day trailveyage.

> Bank of America, Wells Fargo, Citigroup, JPMordgahase, Goldman Sachs, Merrill Lynch, Morgan StariBank of
New York Mellon and State Street.

®  The guaranteed debt may not exceed 125% of theodéttanding on 30 September 2008 and maturingr@&0 June
2009.

" After a grace period of 30 days, the fee for gn@m@ing new issues will be equal to the amount elit dssued
multiplied by 75 basis points; for the protectiammted to non-interest-bearing deposits in excé$290,000 a surcharge
of 10 basis points will be applied to the insurapeemium paid by the bank on such deposits.
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In addition to the financing disbursed via the Diset Window, the Federal Reserve granted JPMordas€a
non-recourse loan of $29 billion guaranteed by BBItbon of mortgage-backed securities and other glex
financial instruments. Under the agreement, JPMofgjaase will cover any losses up to $1 billion.

C) The transactions involving the Government Sponsed Enterprises (GSEs) Fannie Mae and Freddie
Mac

The plan for the GSEs announced by Treasury Segretulson on 7 September 2008 is intended to gtega
the liquidity of the mortgage market and is dividetb the series of measures described below:

— Conservatorship of the GSEs:the GSEs have been placed in conservatorship éy-éderal Housing
Finance Agency. Under the procedure, the powershafreholders have been suspended and will be
exercised by the conservator.

- Preferred Stock Purchase Agreement The Treasury has concluded an agreement with GB&s
guaranteeing that they will maintain net positigeigy value, appropriating $100 billion for each &% be
used for its recapitalization if its net worth gassgative. In exchange, the Treasury acquires Hibrbi
worth of senior preferred stock with an annual dizvid of 10 per cent and warrants to purchase #.9 p
cent of the GSES’ equity.

— GSE Credit Facility: The Treasury has granted the GSEs and the Fadema¢é Loan Bank system short-
term lines of credit (at most one month) guarantgetheir own issues of mortgage-backed securifigs.
interest rate stipulated is Libor plus 50 basisnf®iThe facility is scheduled to expire on 31 Deber
20009.

- GSE Mortgage-Backed Securities Purchase ProgranTo stabilize the mortgage market, the Treasusy ha
announced a plan to buy up the GSEs’ mortgage-baskeurities on the market. The volume of the
purchases is not specified; it will depend on ctiads in the financial and real estate markets. ditogram
is scheduled to terminate on 31 December 2009.

D) The banks’ private fund for the orderly resolution of derivatives exposures between Lehman Brothers
and counterparties

On 14 September 2008, when the difficulties of LahrBrothers were made public, ten leading bankakBd
America, Barclays, Citibank, Crédit Suisse, DeutsBlank, Goldman Sachs, JPMorgan, Merrill Lunch, déor
Stanley and UBS) formed a private fund to increhseliquidity, attenuate the volatility and helpesgome the
difficulties of the international financial marketdn this occasion they pledged to work togethdatditate the
orderly unwinding of derivatives exposures betwkehman Brothers and its counterparties.

The ten banks agreed to:
— maximize market liquidity through a reciprocal aoitment to continue trading;

— create a collateralized line of credit into whadch would pay $7 billion, for a total of $70 tmHi, on which
the banks themselves could draw for liquidity upit® third of the total amount. The fund could @ase
later as the number of participating banks rises.



E) Acquisition of Merrill Lynch by Bank of America

On 14 September Bank of America (Bofa) agreed tpuiae Merrill Lynch for $50 billion with a share sy
(0.8595 Bofa shares for each Merrill Lynch shate§29.00 per Merrill share. The agreement provitiasthree
of Merrill Lynch’s directors will join the Board dBank of America. The transaction should be coneplétn the
first quarter of 2009.

F) American International Group (AlG)

On 16 September the Federal Reserve announcedtthatl authorized a loan of $85 billion to the AIG
insurance group in order to enable the latter tkar@derly disposals of a series of assets. The s later
increased to $122.8 billion.

The loan is for two years at a rate equal to Liplois 850 basis points. As collateral, the FederdeRve has
received all the assets of AIG and its main subsgie. The US government receives an equity stbkearly
80 per cent in AIG and is given the possibility,aarg other things, of blocking dividend payments.

G) Guaranty Program for Money Market Funds

On 19 September the Treasury announced a speafisure to guarantee money market fuhtlse guaranty
program was decided on for fear that a declindéwialue of the funds’ units could trigger massagemptions
by investors, with an adverse impact on money ntdidgaidity.

Under the measure, retail and institutional subscs to the funds will be guaranteed by a fedenadi fin the
event that their net asset value falls below pstafidard $1 net asset value”).

The program has a duration of one year and guasriteestments made before 19 September 2008. It is
financed by using $50 billion of assets of the Exule Stabilization Furtd.

In connection with the Treasury’'s guaranty progtanease liquidity strains in the money market, Feeleral
Reserve introduced a special lending facility (feating 30 January 2009) to facilitate banks’' pasd at
amortized cost, of high-quality asset-backed corsrakpaper held by money market funds. The banKsuse
such ABCP as collateral for loans from the FedReserve.

To facilitate the banks’ purchases of ABCP, thedfadReserve has temporarily relaxed its prudentiaks, so
that the paper purchased under the program willzée-weighted and will not count towards average
consolidated total assets (the denominator of élierage ratio); it has also removed the restristiom banks’
purchases of ABCP from related parties.

8 Money market funds are funds that make short-tiewestments in government paper, certificates godi, asset-

backed commercial paper and other liquid instrusiedtich funds have about $3.5 trillion of assetteumanagement.

® Created under the Gold Reserve Act of 1934, thisdFempowers the Secretary of State to carry amis#ctions in
gold, currencies and financial instruments in otdgeromote international financial stability.
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H) Acquisition of Washington Mutual by JPMorgan Chase

On 25 September the Washington Mutual mortgage batkplaced in receivership in the wake of some $19
billion in mortgage loan losses. The FDIC, namedexwiver, reached an agreement with JPMorgan Chase
under which the latter would acquire Washington haltfor $1.9 billion, taking over its deposits, lanking
operations and part of its liabilities. The agreetdid not involve the claims of shareholders, bwiders or
other holders of unsecured senior debt, which neathwith the holding company Washington Mutual. ;o0

26 September the latter asked the Delaware cou@Hapter 11 bankruptcy protection.

1) Acquisition of Wachovia by Wells Fargo

On 29 September 2008 Wachovia Bank, with the suppibthe FDIC and the involvement of the Federal
Reserve and the Treasury, began talks with a viewsttakeover by Citigroup, which offered $2.2libi.
Citigroup was to assume Wachovia’'s $42 billionafdes on $312 hillion of loan assets, and the REA€ to
cover the residual loan losses. To compensate EHE For the risk, Citigroup was to give it $12 Ibilh in
preferred shares and warrants.

However, Wells Fargo then submitted a better of$di5 billion), not entailing the dismantling of Waavia's
operations and not requiring FDIC intervention. ®rOctober the agreement for sale to Wells Fargo was
reached, and on 12 October the Federal Reserveaubit.

EUROPE

A) Ecofin Council of 7 October

At its meeting of 7 October the EU Ecofin Coungjt@ed on a strategy for responding promptly tofithencial
crisis, so as to restore confidence and the priypeationing of the financial sector, by adopting tfollowing
lines of action:

— take all measures necessary to reinforce the smssdand stability of the European banking systednta
protect depositors;

— coordinate measures and consider the potentissdyorder effects of national decisions;

— adopt measures for the recapitalization of vulblerasystemically relevant financial institutionmsed on
common principles;

— urge the institutions responsible for accountinigs (the Commission and the IASB) to take the nness
necessary to prevent distortions due to the apitaf different accounting standards by Europead
American banks, in particular as regards flexipilin applying mark-to-market valuations and in
reclassifying assets before the end of Octobeassio permit their application to the accountstifiar third
quarter;

— commitment by the Commission to act quickly angladlexibility in decisions on the compliance of
national recapitalization measures and governmeaatagitees with the state-aid regime.



raise the minimum level of coverage of depositrgotee schemes from the current €20,000 to at least
€50,000. Many Member States have raised it to €000,The Commission pledged to draft a proposal to
foster convergence among national deposit protestithemes; the proposal was presented on 15 October

B) Declaration of the euro-area summit, 12 October

The Heads of State and Government of the euro@eatries met on 12 October and agreed on a ceucert
action plan with the following objectives:

ensuring appropriate liquidity conditions for fir@al institutions. To this end, they welcomed iiention
of the ECB and the Eurosystem to react flexiblyh® current market environment and to consider ways
improve its collateral framework further with redao the eligibility of commercial paper;

facilitating the funding of banks, which is curtignconstrained. To this end, governments would enak
available for an interim period and on appropriatenmercial terms, directly or indirectly, a public
guarantee, insurance, or other similar arrangenamew medium-term bank senior debt issuance@up t
years). The guarantee scheme must be limited iruatnbe applicable only up to 31 December 2008, and
be designed to avoid competitive distortions atetkgense of non-beneficiaries of the arrangements;

providing financial institutions with additionalapital resources so as to continue to ensure tbpepr
financing of the economy. To this end, each Mentate will make Tier 1 capital available to finaaici
institutions, e.g. by acquiring preferred sharestber instruments including non-dilutive ones, lehising
all available means to foster the raising of peveapital;

permitting an efficient recapitalization of distsed banks. In this regard, Governments remain dibathto
support the financial system and therefore to avo@failure of important financial institutiondyrough
appropriate means including recapitalization. Ereeog recapitalization measures must be accompayied
adequate restructuring and by appropriate termagahto account the interest of taxpayers and &mgu
that existing shareholders and managers bear theahsequences of the intervention;

ensuring sufficient flexibility in the implemeniah of accounting rules given the current exceionarket
circumstances. Financial and non-financial indtng should be allowed to value their assets ctargly
with risk-of-default assumptions rather than imnag¢elimarket value, which, in illiquid markets, may n
longer be appropriate;

enhancing cooperation procedures among Europeaarir@s. The summit accordingly called for theiagtt

up and strengthening of procedures allowing thehamge of information between governments, the

President of the European Council, the Presidenthef European Commission, the President of the
European Central Bank and the President of thedfoup and recommended that the upcoming European
Council create a mechanism to improve crisis mamegé between European countries.

C) Conclusions of the European Council, 15-16 Octeb

The European Council, meeting on 15 and 16 Octgveduced a statement of joint commitment to cowuid
and thorough action to restore the smooth runninthe financial system, ensure the normal and &ffec
financing of the economy and protect depositors.



The Council welcomed the concerted action plarhefduro-area countries and endorsed its princifiledso
welcomed measures by Member States under thosgpbeism and in conformity with the Treaty, so asawwid
distortions of competition affecting other courgriét called on the Commission to continue appliugopean
rules on competition in a way that served the Heedpeedy and flexible action.

It was decided to establish an informal warninfprimation-exchange and evaluation mechanism (trenf€ial
crisis cell). The mechanism will bring together negentatives of the Presidency-in-office, the Rt of the
Commission, the President of the ECB (in conjumctidth the other European central banks), the Beasiof
the Eurogroup and the governments of the Membde$tdt may be activated at the request of a MerShete
faced with a crisis and will help ensure smoothrdowtion of actions taken or to be taken.

The Council further welcomed the setting-up of ghHevel group by the Commission to improve the
coordination of supervision at European level andtéd national supervisors to meet at least ongwath to
exchange information.

Finally, the Council supported the speeding-up oflto strengthen the rules on stability, includimgrk on the
Capital Requirements Directive, on reform of thieswon rating agencies and on deposit protectiberaes. It
welcomed the decisions taken concerning the actwustandards applicable to financial instituti@m their
interpretation. It called for more general considien, in consultation with the international pasy of the
effects, including pro-cyclical effects, that faialue and mark-to-market accounting would have inancial
institutions and on the market. It concluded wittirm call for accountability on the part of alldke involved in
the financial system, particularly the banking eectemphasizing that the real performance of compan
executives should be reflected in their remunenasiod that care should be taken to ensure thatystem of
remuneration does not lead to excessive risk-tamgxtreme concentration on short-term objectitsmber
States were asked to put these principles intotipeacand the Council was called on to report backthe
decisions taken by the end of the year.

UNITED KINGDOM

A) The Bank of England’s Special Liquidity Scheme

In order to increase market liquidity, on 21 AR08 the Bank of England introduced a Special Idiyi
Scheme to enable banks and building societies &p semporarily “sufficiently high-quality mortgadecked
assets” and other securities for special issuéioTreasury bills for a fee equal to the spreadveen 3-month
Libor and the interest rate on 3-month governmeatisties.

The window for participating in the Scheme, whicasao operate initially for a period of six montffrom 21
April 2008 to 21 October 2008), was extended orS&ptember 2008 until 30 January 2009 to enablesbiEnk
plan their participation in an orderly manner.

All of the banks and building societies that aiigible to sign up for the Bank of England’s starngdeposit and
lending facilities can take part in the Scheme.

The assets that can be used in the swaps are tescuated AAA issued by US and European residentia
mortgage providers and securities backed by coedid-debt. Raw mortgages are not accepted, nahase
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with derivative products as underlying assets andéd secured on properties not located in the Utthar EEA
countries. The Bank of England can at any timewaekecurities previously deemed eligible.

The asset swaps will be for sufficiently long terfasleast one year, renewable for a total of ufhtee years).
The Scheme should therefore close by October 26thlithe return of all Treasury bills to the BankEKrfigland
and the return of all assets to the banks.

To prevent banks from using the liquidity obtainbdough the Scheme to undertake new lending, csdgta
existing before 31 December 2007 are eligible. Moee, the risk of any losses on the assets swapedins
with the banks.

The Scheme is indemnified by the Treasury; howeeegvoid the risk of potential losses being transfd to
the public sector, the banks must provide as sgcassets worth significantly more than the Tregdailts they
receive. If the value of such assets falls, thekbanust provide more, or return some of their Tueasbills. If
the assets are down-rated, the banks must reflanewith higher rated assets.

The initial amount of the Scheme was around £3bi(approximately €63 billion), later raised tad billion
(see below).

B) The takeover of Bradford & Bingley plc by AbbeyNational plc

On 29 September 2008 the British Treasury annoutitaidfollowing a competitive auction conducted ita
behalf by Morgan Stanley, Bradford & Bingley's riétdeposit business and branch network had been
transferred to Abbey National plc (a member of SBantander group); the remaining assets were to be
nationalized, with control transferred to the Tregs

The transfer of the retail deposits, designed ®umn continuity of service to customers, was badkedash
from the Treasury and the Financial Services Cosqan Scheme, which will receive the proceeds fthen
sale of the nationalized assets. These include B&®iolesale liabilities, to be secured by a renésvakx-
month guarantee which the government has put iteplaorder to preserve financial stability.

The FSCS has paid out £14 billion to enable thailrdeposits covered by the guarantee to be trenesfdo
Abbey and the Treasury has made a payment of fidrbilo Abbey for the transfer of retail depositstn
covered. The FSCS has financed its payout throusfioe-term loan from the Bank of England, whichi We
replaced with a loan from the Government after @rtsperiod of time. Interest on the loan for thestfithree
years will be paid annually from September 2008 itte of Libor plus 30 basis points.

C) Acquisition of Halifax Bank of Scotland (HBOS) ly Lloyds TSB

On 18 September 2008 Lloyds TSB announced its tateof HBOS, the UK'’s largest mortgage lender, for
£12.2 billion. HBOS ran into difficulties as a rétsaf its over-exposure in the mortgage market, higavy
reliance on the interbank market, which providedubhalf of its funding, and the loss of confidertbat had
overtaken the market. Together, the two bankshwilll 28 per cent of the UK mortgage market.
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D) Financial support to the banking system

On 8 October 2008 the British Government, aftersaftation with the Bank of England and the Finahcia
Services Authority, announced it would take théofging measures:

1. provide sufficient liquidity in the short term;
2. make available new capital to UK banks and Ingidocieties to permit them to restructure thiearices;

3. ensure that the banking system has the fundsssary for medium-term lending.

1. Liquidity support

The Bank of England can take all actions necedsaincrease financial stability and stimulate tlosvfof funds
and liquidity to the markets, extending and widenits facilities. In particular, the Bank has breadd the
range of securities eligible for use as collatardiquidity auctions; it will continue to condueteekly sterling
long-term open market repos (OMOs) and one-weekdol&r repo operations until the financial situatio
stabilizes. The Bank will review the size and freacy of open market operations as necessary.

The sum made available under the Special LiquiBitheme (see above) has been raised from an Bga@l
billion to £200 billion and a wide range of secstare eligible for use as collateral in the asgetps.

Finally, the Bank will put in place a permanentineg to underpin banking system liquidity, includittge
introduction of a Discount Window facility. On 16ct@ber 2008 consultations began on a proposednnefor
involving the introduction of new Operational StangLending and Deposit Facilities, the Discountndbw
Facility and open market operations against exigicdéateral.

2. Recapitalization

The second measure consists in making capitalablailto eligible institutions, i.e. UK incorporatédnks,
including UK subsidiaries of foreign institutionshich have a substantial business in the UK, arittlihg
societies. The Government will examine applicatifamgecapitalization from other UK incorporatechka.

The eight institutions that have confirmed theirtigipation in the recapitalization scheme are Aptigarclays,
HBOS, HSBC Bank, Lloyds TSB, Nationwide Building cgty, Royal Bank of Scotland and Standard
Chartered. They have undertaken to increase thiil Tier 1 capital by £25 billion by the end oftburrent
year. The Government has declared it will subscidbereference shares and PIB8p to that amount issued
by the intermediaries concerned. In addition te,thR5 billion of further support will be availaldtar all eligible
institutions. The Government is also willing to gartee the raising of ordinary equity.

The Government’s recapitalization of the bankingtsm will be subject to specific agreements with th
institutions concerned regarding dividend polices executive compensation practices and will regaifull
commitment to support lending to small businessesleme buyers.

On 13 October 2008 the Government announced itchimjgct a total of £37 billion into RBS and the nged
HBOS and Lloyds TSB. This measure will raise theksaTier 1 capital to over 9 per cent.

10 PIBS (permanent interest bearing shares) aredssyibuilding societies.
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3. Guarantee of new short and medium-term debaiss2!

The Government's third measure is to make availdtean interim period a guarantee of new short and
medium-term debt issuance to the order of £25@hijllwhich will be kept under review. The intentiato
assist in refinancing maturing liabilities, redudependency on overnight borrowing and restore nharke
confidence.

The measure envisages the issue of senior unsegebtdnstruments for terms of up to 36 monthsténliag,
US dollars or euros. These instruments will beildiggfor use as collateral in operations with thanB of
England.

To qualify for this support, the institutions mustise Tier 1 capital by the amount and in the fdha
Government considers appropriate. It is being maElable immediately to the banks participatingthie
recapitalization scheme in recognition of their cgitment to strengthen their capital position.

The participating institutions will be charged & fler the guarante®,which will reduce the cost to taxpayers;
the latter may receive dividends on the equity sees acquired by the Government.

IRELAND

On 30 September 2008 the Irish Government annouibeceauld apply, with immediate effect, a guarantee
all deposits, including institutional and interbatéposits, covered bonds and certain subordindit dé six
Irish banks™?

Banks that make use of the deposit guarantee schdinpay a fee and be subject to specific terms an
conditions in order to safeguard taxpayers. Theapiae will have a duration of two years.

Following the Government’s announcement the Crédtitutions Financial Support Bill was presented t
Parliament on 1 October 2008.

Under the provisions of the Bill the Finance Mieistmay provide financial support in the form of nea
guarantees, asset swaps and any other measurgour faf any credit institution or subsidiary whithe
Minister may identify by order. The guarantee alsgers liabilities and obligations to the centrahk.

Financial support will be on such terms and coodgias are deemed suitable, which may includelatipos to
fulfil all requirements of the central bank or supgory authority, as well as conditions to regeldhe
competitive behaviour of the credit institution.eT@overnment may subscribe for or purchase shacksther
securities issued by a credit institution receiviingport; for this purpose it may issue securitigh terms and
conditions which are deemed suitable (such asdsteate, repayment and cancellation).

' The fee charged will be based on a per annunofdié basis points plus 100 per cent of the instins’ median CDS

spread during the 12 months to 7 October 2008.

2 The banks are Allied Irish Bank, Bank of Irelashglo Irish Bank, Irish Life and Permanent, Iristatfdnwide
Building Society and Educational Building Societydaheir subsidiaries to be identified in agreenwitit the central bank
and the supervisory authority.
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Financial support provided by the Government wéllrepayable by the bank concerned once it is abi® tso.
Provision is made for annual reports to Parliamegéarding any financial support provided.

Finally, if a merger or acquisition involving credinstitutions is deemed necessary to maintainstability of
the financial system, antitrust powers will be sfeamred from the Competition Authority to the Finan
Ministry.

On 9 October 2008 the Irish Government announcatittie guarantee would be extended to subsidiafies
foreign banks with a significant presence in thentry

BENELUX

A) Financial support of Fortis

On 28 September 2008 the Governments of Belgium Nétherlands and Luxembourg agreed on a support
package for Fortis, one of the twenty leading Eeeopfinancial institutions. The three countriestjgiinvested
€11.2 billion in the group, of which Belgium comwited €4.7 billion (for a 49 per cent share in pgagent
company Fortis Banque Belgium), the Netherlandsifiion (49 per cent of Fortis Banque Nederlands)l a
Luxembourg €2.5 billion (49 per cent of Fortis Baed-uxembourg).

Provision was made for the sale of the interesBR8 Holdings, the company that acquired ABN Amro.

On 3 October 2008 the Dutch Government, workingelp with the central bank, bought out Fortis Banqu
Nederlands, Fortis Insurance Nederlands NV andd-@arporate Insurance NV for a total of €16.8idul It
also acquired Fortis's participation in ABN Amro ldimg. The transaction replaced the agreement of 28
September and was conducted in agreement with éler@ments of Belgium and Luxembourg, the superyiso
authorities and Fortis.

On 5 October 2008 an agreement was announced &fféw that:

- the Belgian Government would acquire the remairshgres in Fortis Banque Belgium from the Fortis
Group for €4.7 hillion, giving it a 99.93 per cdmlding;

- the Belgian Government would then transfer 75 et of its holding in Fortis Banque Belgium to BNP
Paribas in exchange for €8.25 billion of newly edshares;

- a portfolio of Fortis Banque Belgium'’s structurestets to the value of €10.4 billion would be trangfd to
a new financial institution of which the Belgian ¥@nment would own 24 per cent, BNP Paribas 10 per
cent and the Fortis Group 66 per cent;

- BNP Paribas would acquire Fortis’s Belgian insueahasiness (Fortis Insurance Belgium) and 67 petr ce
of Fortis Banque Luxembourg; the Luxembourg Goveminwould acquire the remaining 33 per cent.

13 Ulster Bank, First Active, Halifax Bank of ScottirIB Bank and Postbank have already been autbriz
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B) Financial support of Dexia

On 29 September 2008 the Governments of FrancgiuBeland Luxembourg decided to support Dexia, which
provides financial services to the public sectdne package involved a total investment of €6.4idmi|l €3
billion of which came from the Belgian GovernmentiaBelgian shareholdet$£3 billion was provided by the
French Government and the Caisse des Dépéts eigBations (CDC)? and the Luxembourg Government
contributed €376 million. As a result the Frenchv&oment and CDC have a stake of more than 25qygric
Dexia, which represents a minority interest undelgian law.

On 9 October 2008 the Governments of France, Belgind Luxembourg undertook jointly to guaranteel unt
31 October 2009 all of Dexia’s new interbank legdand bond issues with a maturity of up to threarye
destined for institutional investors. The guarariseeenewable for a further one year period and lvélsubject
to payment of a fee reflecting the advantage obthby Dexia.

C) Belgian legislation

On 9 October 2008 the Belgian Government annouitaeould present a Bill containing measures to emshe
stability of the country’s financial system. It wagproved by the Belgian Parliament on 15 October.

The Decree authorizes the Belgian Finance Ministgrant a state guarantee to cover liabilitiegmat into by
credit institutions and/or financial holding comps incorporated under Belgian law vis-a-vis otbhezdit

institutions (and/or professional counterparts bgiog to categories identified by the Minister) voetn

9 October 2008 and 31 October 2009, provided theth $abilities mature by 31 October 2011. The gutee
will be granted on condition that it is justified ihe interest of the Belgian economy and of afiad#tors and
that the beneficiary institutions commit themselietake measures aimed at supporting their fidusiiuation,

solvency and liquidity. The Finance Minister is ewegred to lay down further conditions for grantitig

guarantee. Beneficiaries are only entitled to irvttke guarantee if they prove that it is not pdeditr them to
meet the liabilities covered at their maturity. THieance Minister is entitled to terminate the gudee at any
time if the conditions for granting it are no longeet.

D) Dutch legislation

The measures taken by the Dutch Government on @b@ct2008 are aimed at providing liquidity and
reinforcing the capital of Dutch banks; they algmplg to the subsidiaries in the Netherlands of ifpre
institutions.

The Dutch Government will grant special credit itmaficial institutions against adequate collatevakmsure
short-term financing needs are met.

The Government has also undertaken, for a year ffor®ctober 2008, to make capital available torfaial
enterprises that are fundamentally sound in ordettfem to maintain their own funds at the levederded

¥ The Federal Government will contribute €1 billiddanders €500 million, Walloon €350 million ancetBrussels

regional government €150 million. Of the sharehdd&emeentelijke Holding NV has invested €500iomill Arcofin CV
€350 million and Ethias €150 million.

15 CDC, Dexia’s third largest shareholder, alreadyiea/11.7 per cent of the bank’s capital.
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necessary by the supervisory authorities. The Gorent's contribution can take various forms, sush a
participation via preferential shares. The measuvaks be subject to conditions in order to limit rket
distortions and the financial risks for the Goveemtn The fund was not set up with a specified arhdnin
advance, although €20 billion is available immegliat The Government’s contributions will be providen
market terms.

On 19 October 2008 the Dutch Government annourwddan agreement had been reached with the INGpGrou
concerning measures to strengthen its capital avitjection of €10 billion from the bank recagitation fund
created on 9 October. As a result of the deal thee@ment will take securities with characterisgasilar to
those of sharel;they will count towards Tier 1 capital and willyaut 8.5 per cent, or more if the dividend for
the year exceeds that rate, as an incentive for itNuy back its shares. There will be no dilutarexisting
share capital. Under the agreement the Governmiéinappoint two members of the ING Group’s supeovis
board, with power to veto any decisions concerm@ioguisitions and investments with a value exceegihger
cent of share capital, equity issuance or buy-baw#,proposals to change remuneration policy.

FRANCE

On 12 October 2008 the French Government presentgdn to restore trust in the banking system arsdire
that the banks would continue to provide finanaiighe economy. The plan is consistent with the suess
agreed at European level and has two main objectteeensure the funding of the French banks’ nradiang
term debt and recapitalize the banks themselves.

To this end, the French Government will provideuargntee, at market rates, of a maximum amounB860 €
billion. The guarantee will cover new loans isstgda fund to refinance banks and by a public comdan
investment in financial institutions; it will alsmover loans from companies in the Dexia group reament
with the Belgian and Luxembourg governments). Taedficiaries of these measures must undertak@ande
the real economy and respect a code of ethics lmssdfeguarding the general interest.

In particular, the fund for refinancing financiaistitutions, closely monitored by the Governmend dhe
Banque de France, will obtain resources on thetalapiarkets and will be supported by an explicétest
guarantee provided at market rates. The finanesitutions operating in France will borrow theaeses they
need through this fund, against collateral in thenf of lending to the economy. The guarantee withain in
force until 31 December 2009.

As regards recapitalizing the banks, the Frenchsarea enable a state-owned company to subscribssioes
by French banks of subordinated debt and prefersgmaees. The government will set the conditiondforks to
benefit from these measures, which are in additiae Government’s commitment to subscribe for sbare
issues by institutions in difficulty.

% The price of the securities will be calculatedtia basis of the price of ING’s shares at closingl6.10.2008. Prices on
17.10.2008 were not used as they were exceptiovalatile on that date.
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GERMANY

A) Hypo Real Estate

On 29 September 2008 the Government and a pookohé&h banks granted a short and medium-term credit
line of €35 billion, later raised to €50 billiorg the Hypo Real Estate group, the second largesh&gefinancial
operator in the commercial construction settor.

Initially the credit line was to provide two instants of funds, of €15 billion and €20 billion respively.
Further liquidity of €15 billion was then agreedtlre following days.

B) Stabilizing the financial markets

The package of measures proposed by the Federar@oent on 13 October 2008 to stabilize the firgnci
markets and safeguard the real economy was inwitte the framework agreed by the Heads of State and
Government of the G8 countries on 4 October, aoH ioto consideration the decisions of the Ecofougcil of

7 October, those of the finance ministers and akbfaink governors at the G7 meeting of 10 Octodoad, those

of the summit of Heads of State and GovernmenhefEurogroup countries of 12 October. The Bunddsban
BaFin and the German financial industry were atstsalted.

The Federal Government has established a specidl tiu stabilize the financial markets, availableilugil
December 2009. The fund will be financed by issude@t securities up to a maximum of €100 billiond aised
by the Government to ensure German financial ingtits can meet their funding needs by issuing figawcial
instruments with 36-month maturities. The fund pilbvide guarantees up to €400 billion in exchdioge fee.
In this framework, the Government has stressed tthatcurrent regulation dPfandbriefe already provides
adequate assurances of the soundness of thes#isgchowever, should theéfandbriefe market so require, the
Government will adopt short-term measures to guaeathem.

The fund is also authorized to recapitalize finahénstitutions by means of various types of instemts;
however, the fund’s provision of a maximum €80ibill is limited by certain conditions so as to eesfair
competition between the financial institutions aadsafeguard taxpayers’ interests and ensure mesiage
accountability.

German subsidiaries of foreign financial institagowill have access to the fund as long as theysaheent.
Furthermore, in exceptional circumstances the foray bail out a bank of systemic importance if itirs
difficulty, as long as the rescue is linked to @atlprospect of restructuring.

Where necessary, the fund may purchase distressetsar guarantee them until their expiry.

Lastly, the Government announced that the Bundéshenuld shortly ensure the liquidity of money marke
funds by granting liquidity temporarily in exchanfge adequate guarantees. It further announceaopal to
amend the laws on the supervision of the finantiatkets in order to improve the ability of the aities to

" The Group has total assets of €395 billion, 1,80ployees and offices in Europe, America and ABie Group also

includes Hypo Real Estate Bank International AG Biydo Real Estate Bank AG, which operate in thé-estate sector,
and DEPFA and DEPFA Deutsche Pfandbriefbank AGg¢hvlpecialize in state sector funding.
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intervene in a crisis. The Government will alsosgr proposals to foster cooperation between tmel@bank
and BaFin and to improve supervision at both thegean and the international levels.

AUSTRIA

On 13 October 2008, the Austrian authorities annedra series of measures to protect savers antzstdbe
financial markets. The measures, contained inlgptesented to Parliament on 20 October, aim toigeothe
necessary liquidity for the financial system, stytien financial institutions in difficulty and sgfeard deposits,
in line with the decisions taken by the summithed Eurogroup countries, for a total amount not ediey €100
billion; they also impose a ban on the short sglbfhsecurities for speculative purposes.

In order to ensure the liquidity of the financigstem and to strengthen the interbank market, rekd will

establish an ad hoc clearing house to disbursesfumgl to a maximum of €85 billion, to banks in nexd
liquidity in exchange for appropriate guarantedse Federal Government may guarantee loans protigeke

clearing house to enable it to issue securitiescagate liquidity.

The Ministry of Finance will guarantee the liabdd of financial institutions in difficulty, provedloans and
acquire equity both by subscribing for increasesaipital and by other interventions on capital Whgould also
affect the ownership structure of the institutiooncerned. Equity acquired in this way by the Fddera
Government will be sold to the public once the pigEl objectives have been achieved and normalatapit
market conditions restored.

The deposits of individuals will be guaranteeduh, fas of 1 October 2008.

The Austrian Financial Markets Authority has beemharized to prohibit large-scale short-selling r@piens
and to sanction any violations in order to limie thotentially adverse effects of such operationshenstock
exchange and companies.

SPAIN

On 7 October 2008 the Spanish Government annouheeddoption of the following measures: 1) the tivea
of a Treasury fund with an initial endowment of €3bion, extendable to €50 billion; 2) the strehghing of
the Spanish guarantee scheme for deposits, bpgaise minimum level of cover from €20,000 to €1D00.

The fund will buy high quality Spanish assets fridmancial institutions operating in Spain, on awdhry basis
and at prices that reflect the level of underlyiisl, to ensure that households and businessesaminue to
be funded by these institutions.

This is a temporary fund which will only last untibrmal market conditions return. The fund will cgde in line
with community regulations on state aid and contipetiso that all financial institutions doing busés in Spain
will be able to make use of it.

On 13 October 2008 the Spanish Government apprihvedecree law giving effect to the guidelines kdddvn
in the Declaration of the Paris Summit of the heafigovernment of the Eurogroup countries. The @ecr
establishes a guarantee for new issues of senbirsgeurities by credit institutions, with an ialticeiling of
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€100 billion for 2008. The guarantee covers commépaper and senior bonds with maturities up e fiears
and may be extended to interbank deposits, butiortlye framework of a coordinated initiative a¢ turo-area
level. The guarantees will be available until 31c@waber 2009 for all credit institutions operatimgSpain,

including subsidiaries of foreign companies withudficient level of lending operations in the cayntat a cost
in proportion to the risk borne by the Governmend aletermined by market criteria. The requiremdots
obtaining the guarantee will be established byMiwstry for the Economy and Finance and could e, on

the proposal of the Bank of Spain, special condticegarding solvency.

The decree also authorizes the Ministry for therBoay and Finance to buy ordinary shares, prefershaees
or participation rights issued by credit instituiso

PORTUGAL

In the context of the initiatives adopted at Euapéevel, on 12 October 2008 the Government appravelan
to strengthen financial stability so as to ensheeregular financing of economic activity.

The plan provides for a state guarantee of up @iHon for credit institutions having their resgered office in
Portugal. The decision to grant the guaranteehgilmade by the Ministry for Finance, in cooperatioth the
central bank, having regard to the riskiness ofapglicant bank, which will be required to pay agwrtional
fee and provide collateral of good quality. Theestaay revise the terms of the fee during the guaess period
of validity if market conditions change significhntThe beneficiaries will be monitored by the stahd by the
central bank.

The plan will be financed through a fund, with neses raised through the issue of public debt g&srset up
by the Government to cover the risk on guaranteastgd and finance other possible measures to irapte
financial soundness of credit institutions.

The measures introduced are temporary and will ireiimaforce until normal market conditions are ozst;
they apply only to guarantees granted by 31 Dece2®@9.

In addition to the above-mentioned measures, theefdment has also approved a series of rules amhed
strengthening the disclosure requirements appkcablmarket intermediaries vis-a-vis their clieatsd the
supervisory authorities. Moreover, the insuranceec@rovided by the Bank Deposit Guarantee Fundthad
Mutual Agricultural Credit Guarantee Fund has begsed from €25,000 to €100,000.

GREECE

On 15 October 2008 the Greek government adoptelhratp limit the impact of the crisis and ensure th
efficient functioning of the financial system, irdormity with the decisions of the Ecofin meetin§ 7
October. The measures, which are temporary, aigraEsto:

1) assist the restoration of normal liquidity cdimis in the markets through i) the provision opuablic
guarantee up to €15 billion on bank liabilitiestwitp to 5 years’ maturity issued or refinanced tethe
end of 2009, and ii) the issue of up to €8 billmihspecial Treasury bills that can be exchangedfber
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instruments which may be used as good-quality wol& by Greek banks of systemic relevance, upon
payment of fees ranging from 50 to 100 basis pgietsyear depending on the maturity;

2) strengthen the capitalization of banks by alioga€5 billion for state purchases of preferenbarss to
reinforce the Tier 1 capital of applicant bankse ™hares will come with a repurchase option thathm
exercised after a period of not less than five ye#here the Government provides a guarantee @& buy
preference shares, its representatives will sithenboards of the interested banks, with decisiaking
powers concerning the compensation of top managemen

In addition, the Government has increased the degoarantee cover from €20,000 to €100,000. Treaisare
will remain in force until 31 December 2011.

DENMARK

A) Intervention regarding Roskilde Bank

On 11 July 2008 the Danish authorities (Ministry fbe Economy, Financial Supervisory Authority ahe
central bank) promoted and coordinated, in coneéh the Danish Banking Association, a public intttion
in support of Roskilde Bank. The central bank gedriRoskilde a liquidity line, backed by a guarardgainst
potential losses provided by a private organizafioat Private Beredskab) established ad hoc byDiugish
Banking Association for DKK 750 million (about €10Gillion) and by the state for the remainder. Thetes
guarantee, subsequently approved by Parliameeffeistive from 11 July 2008.

B) Stabilization of the financial markets

On 5 October 2008 a Political Agreement on FindnStability was adopted, establishing a mixed saem
financed by both the public sector and the prigatetor, to cover the losses of all the depositodscaeditors of
banks declared insolvent.

In particular, a winding-up company was createcesmlve the crises of insolvent banks and covetdsses of

all creditors, even those not protected by the gieivdeposit guarantee scheme. The banks will peowid
guarantee covering the winding-up company’s losget® DKK 35 billion in two years (2 per cent of BDand

the state will cover any losses above that amdveasures are envisaged to avoid competitive disteat The
scheme is accompanied by a ban on dividend disivitg) share buybacks and new stock option plans by
participating banks.

ICELAND

In connection with the crisis of the country’s firtdal system, on 6 October the Icelandic parlianpaissed Law
125/2008 authorizing the Treasury to disburse puhinds to cope with the emergency and the supmagvis
authority to take extraordinary steps to minimike tiamage to the financial system, such as takieg the
powers of the shareholders’ meeting, dissolvingkbagoverning bodies and placing banks under specia
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administration, and deciding the sale or mergebariks. Pursuant to the new law, on 7 and 9 Octtizer
Glitnir, Landsbanki and Kaupthing banks were plaicecceivershig®

SWITZERLAND

On 16 October 2008 the UBS and Credit Suisse graupsounced capital strengthening measures in
concomitance with the Swiss central bank’s decisboallow illiquid assets to be transferred to acgal purpose
vehicle for their orderly liquidation. These measuare intended to strengthen the Swiss finang&es and
ensure its stability.

In particular, the central bank reached an agreemih UBS on a long-term loan and on the liquidatiof
illiquid securities and other “troubled assets”— the most part debt instruments having US residieand
commercial mortgages as underlying assets — foaraount not exceeding $60 billion. Credit Suisseupro
declined to sign a similar agreeméht.

Under the agreement, UBS will sell the securits tspecial purpose vehicle and provide up to $mias
first-line protection against losses. The centrahky which will monitor the transfer, managementd an
liquidation of the assets, will finance the purahas$ the assets with a secured loan of not momre $64 billion
to the special purpose vehicle and will have cdndfothe vehicle. The loan will last 8 years andynize
extended up to 12 years to permit orderly liquiniatof the assets. In connection with these initkesj UBS
pledged to strengthen its own capital.

8 On 9 October the Finnish supervisory authoritypsmsled the operations of Kaupthing Bank’s Finnistnbh. Sweden

and Norway offered liquidity support to the Kaupidyis local branches. On 12 October Norway placedpttaing’s local
branch under administration. On 9 October the Srifireasury transferred the retail deposits ofttiish subsidiaries of
Landsbanki (Heritable) and Kaupthing (Kaupthingg®in& Friedlander) and of Glitnir's UK branch to@\Direct.

19 Credit Suisse Group declared that it had recei®etF 10 billion from Gulf region investors, inclugjrthe Qatar
Investment Authority.
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Appendix 3: Crisis of the Lehman Brothers group. Orations with Italian customers

1. The Lehman Brothers group in Europe and its opmtions with Italian customers

Lehman Brothers Holding Inc., one of the largestibM@stment banks, heads a group that operatesiwidg
in the field of financial services. The parent camp and some US companies of the group have bewitted
to the reorganization procedure under Chapter 1heotUS Bankruptcy Code.

The available evidence shows that the group iseptes Europe through a number of investment firbaks
and financial companies. The European units ofveglee for the Italian market and Italian investars the
following:

- in Germany there is a banking subsidiary (Lehmasthrs Bankhaus AG) that operates in Italy throagh
branch in Milan;

— in the United Kingdom there are several investnfiemis that operate in Italy through their own krhes, in
the case of Lehman Brothers International (Europelnder the freedom to provide services, in dmeof
Lehman Brothers Asset Management (Europe) Ltd.iaghBrothers Europe Limited and Lehman Brothers
International Europe. There are also companies,ngmbem Lehman Brothers Holdings plc, whose
securities are held in part by Italian investors;

— in France there is a banking subsidiary, Banqueriasm Brothers S.A., that does not operate in latgl an
asset management company, Lehman Brothers AM Frdhat operates in Italy under the freedom to
provide services;

— Lehman Brothers Treasury Co. BV, controlled incireby the US holding company in Chapter 11, has i
registered office in the Netherlands. The compargciive in the issuance of securities sold iryjtainong
other markets;

— Lehman Brothers (Luxembourg) S.A. and Lehman Bmnati{Luxembourg) Equity Finance S.A. have their
registered offices in Luxembourg;

— finally, there are two lIrish collective investmeahdertakings authorized to operate in Italy, Lehma
Brothers Alpha Fund plc, whose securities are lédd by Italian investors, and Lehman Brothers lddy
Funds plc.

The Lehman Brothers group operates in Italy thratighfollowing intermediaries established in Italywell as
through the above-mentioned European units:

— Lehman Brothers A.M. ltaly SGR. This asset managegntompany, authorized recently (June 2008) to
manage three real-estate hedge funds, has neatdstantivity;

— four financial intermediaries entered in the regiseferred to in Article 106 of the Consolidatiealv on
Banking, active in the granting of loans, acquisitdf shareholdings and provision of payment ses/ion
which inspections are under way; and

- Lehman Brothers International, a financial company operating on a public basis entered in theiape
section of the register referred to in Article Idf@he Consolidated Law on Banking pursuant tocetil13
of that law.
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2. The procedures and measures adopted in respeaxtthe group

In the United Statesthe parent company and some subsidiaries have aeémitted to the reorganization
procedure under Chapter 11 of the Bankruptcy Coeleaining in possession of the goods and contintong
operate the business (debtor in possession).

The Chapter 11 procedure in the United States doekave automatic effects on the other subsidiaxi¢hin
the United States and abroad, which can continueptrate normally. Nevertheless, this developmerst h
induced the European supervisory authorities te tgecial measures in respect of the subsidiani¢heir
jurisdictions. These measures are essentially mreaautionary nature and intended to protect thsidiaries’
counterparties.

The German authoritfBaFin) has ordered the suspension of payments-vis the German bank L.B.
Bankhaus AG. The moratorium is also fully and awgtically effective as regards the Italian branctspant to
Article 95+bis, paragraph 1, of the Consolidated Law on Bankimgplying Directive 2001/24/EC on the
reorganization and winding-up of credit instituspimplemented in Italy with Legislative Decree &R July
2004. Consequently, the special administration @wdpulsory administrative liquidation proceduresvided
for in Italian law are not applicable to the branch

The British authority(the Financial Services Authority) has placedBhnitish investment firm Lehman Brothers
International (Europe) in administration, togetivith other companies of the group, including LehrBaothers
Holdings plc. In contrast with the above-mentiomede, this measure does not entail automatic apiplicto
the branches in Italy, which is envisaged for brascof EU banks.

The French authorityyCommission Bancaire), as a precautionary meashas, appointed a temporary
administrator, with powers of administration, mag@agnt and representation, “to protect the recipiefitthe
investment services” of the branch of the investnfiem Lehman Brothers International. In regardBanque
Lehman Brothers, the Commission Bancaire has afgabi temporary administrator charged with ensuitieg
continuity of the French subsidiary’s operations.

The Dutch authoritythe District Court of Amsterdam) initially ordel¢he suspension of payments of Lehman
Brothers Treasury BV and subsequently, on 8 Octaterared the company bankrupt and appointedstetu

The Irish authority(the Financial Regulator) is monitoring the sitoatof three funds of the collective
investment undertaking Lehman Brothers Liquiditynéfsi plc (Euro Liquidity, Sterling Liquidity and USollar
Liquidity) for which the company has notified itealsion to suspend redemptions.

The Luxembourg authoritfTribunal d'arrondissement de et a Luxembourg) hapointed a temporary
administrator to control the activities of Lehmaro®ers (Luxembourg) S.A. and has admitted the @mo
the suspension of payments for six months as aftdls@r 2008.

The steps taken by the Bank of lItaly respect of the EU companies operating in Iltahd the ltalian
intermediaries of the Lehman group have regardedsthrt of on-site inspections of the Italian blesof the
German bank and of the intermediaries enteredeimegister referred to in Article 106 of the Coickated Law
on Banking. A joint inspection with Consaob is betanducted at the branch of the British investnfient. The
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Italian asset management company has not stagextiivity, at the advice of the Bank of Italy argosther
considerations.

At the legislative level, it should be clarifiedaththe procedures of special administration andpedsory
administrative liquidation provided for in Italialaw are applicable only to the Italian asset marreayd
company, while the intermediaries under Article D@8l 113 of the Consolidated Law on Banking aréestito

the ordinary bankruptcy rules. The above-mentiottatian procedures for crisis management may not be
applied to the branch of the German bank, whicmaied, is subject exclusively to the measures tadojn
Germany in that it is the branch of an EU bank. d&digpg the branches of the British investment firtie
Consolidated Law on Finance permits the start ehpudsory administrative liquidation only in the eveof
revocation of authorization by the home-countnhatity.

3. The position of Italian customers

3.1 As regards Italian customers, it is necesgadistinguish the position of those who have demiwith the
group’s intermediaries operating in Italy, as costos of the German bank or the British investmimtd, from
that of holders of financial instruments issuedHtmsy group.

For the customers of the German bank’s Italian ditato whom the moratorium adopted in Germany applies
directly, Community law contains various provisioméended to ensure equal treatment with home-cpunt
customers and facilitate the protection of rigltmong them, specifically, are the provisions conagy the
information to be given and the right to lodge rlgiin the home-country procedure in accordance thétrules
established for home-country creditors, using farthspurpose the official language of the creditedsintry of
residence. Furthermore, in the case of the Gernaak'$ Italian branch, all the depositors, includitajian
depositors, are entitled to access the Germanrsigstieposit guarantee schemes.

For the customers of the British investment firtie above-mentioned Community provisions do paiyaand
the related rights are consequently subject exalsito the rules governing the procedure in thateédh
Kingdom. That procedure envisages, among othegshia moratorium on enforcement actions by creslitor
against the intermediary and the right of creditorparticipate in meetings and vote on any projgaazbmitted
by the administrator to effect the administratidkccording to the announcements of the administsator
appointed by the British authority, the procedund teke several months, given the need to asaertiae
existence of any liabilities of customers towairtks ¢company.

3.2 Concerning the issues of financial instrumeitthe Lehman Brothers groufhe most important items

include:

— €3 billion (of which €739 million held by consumieouseholds) in relation to the Dutch company Laihma
Brothers Treasury Co. BV, placed in bankruptcy.gkneral, the products issued by this company are
guaranteed by the American parent company; in sashs, creditors can weigh the possibility of irrgk
the specific guarantee as well as taking actionnayéhe issuer in conformity with the rules govemthe
bankruptcy procedure in the Netherlands. Accordnghe information currently available, the credito
committee has not yet been appointed, nor hassfesament of liabilities begun;
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— €2.7 billion (of which €972 million held by consemhouseholds) in relation to securities issuethkyUS
parent company. The holders can consider the pligsdd participating in the Chapter 11 procedwnmeder
way in the United States on an equal footing witimdstic creditors. In the case of financial insteats
issued by US companies of the group not yet sulbjeptocedures, foreign creditors may petition ¢bart
for the compulsory opening of a reorganization pore under Chapter 11 or a liquidation proceduceu
Chapter 7;

— €97 million (of which €8 million held by consumbpuseholds) in relation to the UK company Lehman
Brothers Holding plc, placed in the same admintigmaprocedure as the investment firm Lehman Bnsthe
International (Europe). The observations above eoriog the customers of the investment firm alsplyap
to the holders of these securities;

— €70 million in relation to the Swiss company Lelmigrothers Finance SA,;

— €18 million (of which €11 million held by consumieouseholds) in relation to securities issued leyltlsh
collective investment undertaking Lehman Brothelgh& Fund plc (specifically its Lehman Brothersa8s
US Equity Fund). The securities in question do aygpear to be among those covered by the temporary
suspension of redemptions. In any event, the heldeuld be guaranteed by the segregation between th
collective investment undertaking’s different funds

— €10 million (of which €2 million held by consumérouseholds) in relation to ordinary bonds and
subordinated loans (€7 million and €3 million, resjively) issued by the company Lehman Brothers UK
Cap Fund.

Lastly, with reference to all the companies of Gup except for the German bank, the possibilibuld
remain for creditors to bring individual enforcerhenprecautionary actions on the assets held dgdmpanies
in ltaly.

On the basis of the information available, therefdahe units of the Lehman group are subject tosores of
diverse nature that produce differentiated effeststhe companies to which they apply and on thetsigf
counterparties. In this context, appropriate pitiwecof such rights necessarily entails identificatof the group
companies with which the relationships are esthbtis of the specific measures adopted in theirrdegad of
the consequent steps to be taken in Italy andreido jurisdictions under the rules governing treasures.
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Real-estate market in the United States: house prices and mortgage defaults

Price indices of houses in the United States and the United Kingdom

(indices, January 2000 = 100)
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Residential mortgages in the United States: percentage of foreclosures
to outstanding mortgages by type of mortgage (1)
(quarterly data; percentages)
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Bond default rates
(monthly data; percentages)
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