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Lehman was a Game-Changing Event
We find it easy to forget that, just a little over a month ago, real progress towards financial healing was 
underway. But the Lehman default shook confidence in the debt supercycle to its very core, and despite a 
flood of government initiatives since, we are still not back to a pre-Lehman state. 

Short Term Markets Were Settling, Prior 
to Lehman Bankruptcy
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Markets Have Seen Extraordinary News Flow

Fannie Mae 
and Freddie 
Mac taken 
into 
government-
operated 
conservator-
ship

Treasury to 
purchase 
mortgage-
backed debt 
in the open 
market

Lehman’s 
North 
American 
business 
approved to be 
sold to 
Barclays Plc

Lloyds TSB, 
HBOS agree 
on 232p per 
HBOS share 
merger

US Housing 
Starts slide to 
17 year low

17th

16th
AIG 
downgraded by 
S&P and 
Moody’s, 
downgrade 
boosts collateral 
posting 
requirements

US government 
lends $85 bn to 
AIG in return for 
80%

Lehman 
Brothers files 
Chapter 11

Bank of 
America 
announces 
agreement to 
acquire Merrill 
Lynch for 
about $50bn 
($29 per 
share)

US stocks 
biggest one-
day loss since 
Sep 2001

Borrowing 
costs soar for 
financial 
institutions

15th14th
Fed widens 
collateral it 
accepts for 
emergency 
loans

Group of 10 
banks, 
including 
MS, GS, 
JPM 
separately 
forms $70 bn 
fund to ease 
market 
liquidity

7th 29th
TARP bill 
rejected by 
Congress; S&P 
500 falls 8.8%

Citigroup agrees 
to buy 
Wachovia 
banking for $2.1 
bn; FDIC agrees 
to cover part of 
potential losses 

Icelandic 
government 
takes over 
Glitnir, paying 
€600m for 75% 
stake

Hypo Real 
Estate receives 
€35bn 
guarantee from 
German govt 
and private 
banks

Benelux govts 
inject €11.2 
bn into Fortis 
by taking 
minority 
stakes

Bradford & 
Bingley seized 
by UK govt; 
Santander to 
buy branches 
and deposits 
for £612 m

28th

Washington 
Mutual files 
Chapter 11

27th

25th

Washington 
Mutual seized 
by FDIC after 
customers 
withdraw 
$16.7 bn since 
16/09; 
branches and 
assets sold to 
JPM

SwissRe sees 
further 
writedowns of 
SF277m on 
structured 
CDS

24th
Washington 
Mutual 
downgraded 
to CCC by 
S&P

22nd
MS and GS 
apply to 
become 
bank holding 
companies

Nomura 
agrees to 
buy units of 
Lehman 
Brothers in 
Asia and 
Europe

18th
FSA puts 
ban on short 
selling of 
financials

Central 
banks pump 
$180bn of 
liquidity into 
the banking 
system

19th

SEC 
implements 
ban on short-
selling of 
financials

US govt 
pledges to 
guarantee 
money 
market 
mutual funds

TARP/ RTC-
type plan 
announced

11th
Rating 
agencies 
threaten 
downgrades 
to Lehman’s 
credit ratings 

Please see additional important disclosures at the end of this report.
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…But a Theme of Sovereign Support of Financials has 
become clear, and Persistent

UK govt to 
invest £37bn 
in RBS, 
HBOS and 
Lloyds TSB

RBS turned 
over control 
to UK govt in 
exchange for 
$34 bn 
lifeline

15 European 
govts pledge 
more than 
$1.3 trillion to 
bolster banks

Dow shoots 
up more than 
11% by 936, 
largest one 
day gain in 
points

13th10th
Paulson 
announces 
plans for 
Treasury to 
buy equity in 
banks and 
other 
financial 
institutions

LCDX drops 
3.25 
percentage 
points; LevX 
falls 2 
percentage 
points to 
record lows

Stocks fall 
10% in 
Tokyo and 
9% in 
London

Trading in 
Russia 
suspended 
indefinitely

Iceland 
govt seizes 
control of 
Kaupthing 

Coordinated 
bank cuts from 
US, UK, 
Canada, 
Sweden, etc

UK launches 
£50bn bank 
rescue plan; 
also offers 
£200bn in ST 
lending 
support

UK govt 
guarantees 
retail deposits 
with Icesave 

Iceland 
downgraded 
by Fitch to 
BBB-

Glitnir put into 
receivership 
under control 
of the Iceland 
govt

8th
Fed 
announces 
plans to 
create fund to 
buy US CP

Iceland takes 
over 
Landsbanki, 
props up 
currency, and 
asks Russia 
for a loan of 
€4b

Internet bank 
Icesave 
blocks savers 
from 
withdrawing 
money

7th

9th

3rd
US House 
passes revised 
TARP

Wells Fargo 
announces it 
has agreed to 
buy Wachovia 
for about 
$16bn

California asks 
federal 
authorities for 
$7bn 
emergency 
loan as ST 
borrowing in 
the markets 
not possible

FSA raises 
limit of amount 
of deposits 
guaranteed to 
£50,000

Dutch govt 
agrees to buy 
Fortis’ ops in 
Netherlands for 
€16.8bn

30th
Dexia bailed 
out by 
Belgian, 
French and 
Lux govts, 
€6.4bn 
invested to 
keep the bank 
afloat

Irish govt 
guarantees 
retail deposits 
and senior 
debt in the 
country’s 
main banks 
for 2 yrs

Money 
market 
outflows in 
US reach 
highest level 
since Sep 
2001

5th

1st

US Senate 
approves 
revised financial 
rescue bill

Germany says 
deposits in 
German bank 
accounts will 
be secure –
but only a 
political 
guarantee

6th

Dow falls below 
10,000 for first 
time in 4 years

Hypo Real 
Estate receives 
€50bn 
guarantee from 
German govt 
and private 
banks

Denmark gives 
100% 
guarantee on 
savings; 
Sweden 
increases 
protection 
levels

14th
Treasury 
agrees to 
inject 
$125bn into 
9 of US 
biggest 
banks by 
purchasing 
preferred 
shares; 
another 
$125bn set 
aside for 
other 
financial 
institutions

15th

Iceland 
slashes 
interest 
rates by 
3.5%

16th
UBS receives 
capital 
injection from 
the govt

Credit Suisse 
raises money 
from private 
investors and 
a sovereign 
wealth fund

Citigroup 
announces 
4th 
consecutive 
quarterly loss 
after taking 
hits of more 
than $13bn

19th
Dutch govt 
injects 
€10bn into 
ING

South 
Korea 
announces 
$130bn 
package; 
offers state 
guarantee 
on banks’
foreign 
debts, and 
promises to 
inject 
capital into 
financial 
institutions 
if 
necessary

20th

Sweden’s 
govt 
announces 
rescue plan; 
offers credit 
guarantees 
to banks and 
mortgage 
lenders up to 
1.5 trillion 
kroner; also 
sets aside 
15bn kroner 
as bank 
stabilisation 
fund

India’s 
central bank 
cuts ST 
lending rates 
by 100bps to 
8%

Please see additional important disclosures at the end of this report.
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Summary of European Responses to the Banking Crisis 

Morgan Stanley is acting as advisor to certain entities of the U.S. Government with respect to American International Group, Inc. ("AIG"), including the credit facility with AIG announced on September 16, 2008.
Morgan Stanley & Co Limited, an affiliate of Morgan Stanley, is acting as financial advisor to Fortis S.A./N.V and Fortis N.V. ("Fortis"), on the announced purchase of assets by the Governments of Belgium, and the Netherlands in the respective Fortis banks in each country. BNP Paribas has 
announced that they will subsequently purchase 75% of the Belgian government’s stake in Fortis, in addition to the purchase of 100% of Fortis Insurance Belgium.

In accordance with its general policy, Morgan Stanley currently expresses no rating or price target on Fortis or BNP Paribas. This report and the information herein are not intended to serve as an endorsement or otherwise of the proposed transaction.
This report was prepared solely upon information generally available to the public. No representation is made that it is accurate and complete. This report is not a recommendation or an offer to buy or sell the securities mentioned. 

Please refer to notes at the end of the report.

UK Ireland Belgium France Germany Italy Greece Holland Aus tria Spain Denmark Sweden Norway Switzerland US

1. Maintain the banking 
system's liquidity through 
greater explicit guarantees.    

- Central bank funding support
Revised SLS, revised market 
operations, unlimited $ support Yes Yes Yes Yes

TAF, TSLF, PDCF, GSECF, MBS 
Purchases, GSE DN Purchases, 
AMLF, TARP 

- Primary market guarantee/ 
asset clearinghouse

Yes for maturing unsecured 
details pending applies to CD's, 
CP's, senior unsecured in £, $ 
or €. Fee of 50bp's plus 100% 
of median 5yr CDS. Ends 2012 
max maturity 3 years

Yes 
programs 
lasts 2 
years

Yes, Dexia. 
Potentially for 
others

€320bn via govt 
backed SPV. Cost 
based on SPV funding 
cost + spread. 
Maturities up to 5 
years

HRX and €320bn 
funding guarantee 
with a 2% fee

Yes for new liabilities. 
Program ends Dec 09 €200bn

€85bn to be lent 
against collateral 
(mostly illiquid) 

€100bn at a fee 
reflecting risk to 
government. 
Up to 5 year 
maturities

Yes, program 
lasts 2 years

Yes, details to 
come Yes

CPFF,  senior unsecured debt of 
FDIC insured institutions. FDIC 
fee of 75bp's 

- Higher deposit insurance From £35 to £50k Blanket To €100k To €100k To €100k Blanket
From Skr250k to 
Skr500k

From $100k to $250k, Money 
market fund guarantee

- All retail deposits Blanket
Verbally all retail 
otherwise €70k

Yes broadenned 
to money market 
funds Yes for 3 years Yes Blanket

Yes on non interest bearing 
deposits (typically corporate and 
small business)

- Blanket guarantee (all 
deposits+creditors) Blanket Possible Blanket

2. Support capital raising 
(whether private sector or 
government stakes)   

- Government stakes

£37bn (RBS (£20bn/60% 
stake), HBOS & Lloy 
(£17bn/43% stake) also BARC 
(£6.5bn private capital) Dexia

Dexia & up to €40bn 
for banking system 
recaps (preferred and 
straight equity)

Up to €80bn via 
Financial Market 
Stabilization Fund

Potentially but  Bank of 
Italy must decree capital 
inadequacy 

Potentially ING: via 
€10 bn non-dilutive 
core Tier 1 eligible 
securities. Convertible 
into common after 3 
years. Callable by 
ING at 150%

€15bn; Constantia 
Privatbank taken 
over by a 
syndicate of 
banks & the 
Austrian central 
bank.

Potentially via 
preferred equity

Yes, details to 
come

Yes, 9.3% stake in UBS 
via a convertible security 
with a 12.5% coupon

AIG; $250bn from TARP in 
injections in preferred stock with 
5% coupon for 5 years and 9% 
afterwards with warrants for 15% 
face value of preferreds. BAC, 
JPM and C get $25bn, WFC $20-
25bn, GS & MS $10bn, BNY $3bn 
and STT $2bn

3.  Asset programs & 
nationalisations 

- Bank debtor preservation
Possible initiatives for 
homeowners and SME's 

Yes, government to foster 
homeownership preservation on 
mortgages it acquires

- Asset buyback programmes

Financial Market 
Stabilization Fund 
may also buy 
troubled assets 

Up to €50bn of 
newly orignated 
AAA assets

NoK350bn 
covered bond 
swap facility

Up to Sfr60bn in risky 
UBS assets transferred 
to a central bank 
controlled and funded 
SPV. UBS provides 
Sfr6bn in equity to the 
SPV

ESA/TARP $450bn after $250bn 
used to recap banks; Fed (Bear 
Stearns) + FDIC (proposed for 
Wachovia); FNM, FRE ($40bn 
additional monthly mortgage 
buybacks)

- Full nationalisation Yes - NRK Yes - IKB Fortis Potentially FNM, FRE

4. Regulatory forbearance.   Ongoing (MTM) Yes (inc FASB on MTM)

5. Monetary easing/steeper 
curves 

50bps (but 3m/5yr still inverted 
though steepining ) Higher 50bp cut

Material loosening and curve now 
positively sloped

6. Industry quid pro quo 

Commitment to UK/SME 
lending, executive 
compensation. No dividends

Less intervention if 
preferreds more if 
straight equity. Credit 
levels to the French 
economy; ethical and 
"general interest" 
requirements 

Dividends, pay, 
credit to Germany

Dividend policy revised. 
Commitment to a 
restructuring program. 
Management under 
restricted executive 
control

ING: gvt will have 2 
directors in board, 
comp restriction, no 
final dvd in 2008

Aimed at 
fostering credit 
and investment 
in Spain

Executive compensation (for top 
CEO, CFO plus 3 other most 
highly compensated officers). 
Corporate governance 
requirements.

Broad range of collateral and unlimited USD support 

Eurozone

50bps (but 3m/5Yr still inverted though steepening)

Ongoing (includes transfer of trading book and AFS assets to loan book, review of mark to market )

€10bn of non-
voting Tier 1 
capital across all 
major banks

Please see additional important disclosures at the end of this report.
Source: Morgan Stanley Equity Research
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Capital Raising Gets Banks Ahead of Loss Curve

Summary of Capital Ratios Post Increases Losses Taken vs. Capital Raised: Catching-Up

'Old' Core T1 
Ratio Increase

New Core T1 
Ratio

UK Banks
RBS 5.4% 4.0% 9.4%
Barclays 5.7% 1.7% 7.4%
HBoS 5.9% 3.4% 9.3%
Lloyds TSB 6.2% 3.4% 9.6%

French Banks
BNP Paribas (post Fortis) 6.0% 1.9% 7.9%
Credit Agricole 6.6% 0.9% 7.5%
SocGen 6.6% 1.1% 7.7%

Swiss Banks
Credit Suisse 9.3% 1.0% 10.3%
UBS 8.5% 1.8% 10.3%

Others
ING 6.5% 1.5% 8.0%

EUR Bn (Cumulative)

0

50

100

150

200

250

2Q07 3Q07 4Q07 1Q08 2Q08 3Q08 4Q08

Losses Taken

New Capital Raised

Source: Morgan Stanley Research, Company Reports Source: Bloomberg

Aggressive capital raising has had varied implications for equity holders, but  this has been nearly 
universally positive for senior and LT2 bank credit, in our view. Bank balance sheets have been mired in a 
struggle of raising capital, but then losing it through writedown. We believe the scale of recent measures 
goes to the heart of this problem, and gets banks out ahead of this curve, although we won’t know the true 
extent of this advantage until 3Q reporting season is finished

Please see additional important disclosures at the end of this report.
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Source: Morgan Stanley Research, Bloomberg

Money markets are (slowly) improving, while price action in credit suggests movement from systemic to 
more economically focused risk, a much healthier outcome for markets, all things considered. We want to 
stay long ‘core’ credit risk, namely financials, and larger-cap non-cyclical names

HiVol, Sub-Financials Correlation goes Negative Low-Quality Cyclicals Underperforming 
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Please see additional important disclosures at the end of this report.
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Sovereign & Banking Risk now Deeply Intertwined 
The “socialization” of financial credit risk, focused on protecting senior creditors and preventing 
systemically-important institutions from failing, is clearly positive for Europe’s large, national champion 
banks. The deep involvement of sovereign governments across the capital structure, from the providing of 
funding to direct purchases of equities, means that the Credit Market’s largest sector now is even more 
closely linked with the sovereign’s own financial picture

Still, sovereign and bank credit markets are by no means moving in lock-step. Bank CDS curves remain 
inverted, while sovereign curves are upward sloping. And our colleagues in Interest Rate Strategy believe 
swap spreads are still too wide given the extent of official action. While it may sound simplistic, a better 
convergence value than CDS is now in swapping government bonds for cash financial bonds

CDS Levels for Sovereigns and Financials have 
Started to Converge…

Bank Curves Inverted, Sovereign Curves Aren’t

5yr CDS (bp)
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Source: Morgan Stanley, Bloomberg
Please see additional important disclosures at the end of this report.
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State of the Economy: 
Size, Debt Burden, and Morgan Stanley Growth Forecasts

2007 GDP
Country ($ Bn) 2007a 2008e 2009e
Austria 59% 373 3.1% 1.8% 0.3%
Belgium 85% 453 2.8% 1.5% 0.5%
Denmark 26% 312 1.7% 0.0% 0.6%
France 64% 2,560 2.1% 0.9% 0.3%
Germany 65% 3,322 2.5% 1.7% 0.1%
Ireland 25% 258 6.0% -1.1% -0.5%
Italy 104% 2,105 1.4% 0.0% 0.1%
Netherlands 46% 769 3.5% 2.2% 0.4%
Portugal 64% 223 1.9% 0.6% 0.2%
Spain 36% 1,439 3.7% 1.5% -0.2%
Sweden 42% 455 2.9% 1.1% 0.6%
UK 44% 2,773 3.0% 1.1% 0.5%

Real GDP
Govt. Debt / GDP

A closer look at sovereign 
fundamentals is now doubly 
important for credit investors, as 
both a indication of the true 
capacity of governments to act, 
and as a key determinate of 
broader loan performance on 
bank balance sheets. A strong 
sovereign is the best ‘homefield 
advantage’

We look at two composite 
measures for the European 
countries. At right, the first of 
these two, is a focus on 
underlying economic strength, 
using Morgan Stanley economist 
estimates for 2008 and 2009 
growth. While size of the 
economy doesn’t necessarily 
equate to strength, we do see it 
as an indicator of diversification 
and shock absorption ability (i.e., 
UK GDP is 10x that of Ireland)

Rankings (Lower is Better)

Note: “Macro Score” is avg. of ranks on Debt/GDP, GDP, and average of 2008-09 est. growth  
Source: Morgan Stanley Research, Bloomberg

Economic Size, Flexibility, and Direction

2007 GDP Macro
Country ($ Bn) 2007a 2008e 2009e Factors
Austria 7 9 4 2 6 6.0
Belgium 11 8 7 4 3 7.3
Denmark 2 10 11 10 1 7.3
France 9 3 9 8 6 6.7
Germany 10 1 8 3 9 5.0
Ireland 1 11 1 12 12 8.0
Italy 12 4 12 10 9 9.0
Netherlands 6 6 3 1 5 4.3
Portugal 8 12 10 9 8 9.7
Spain 3 5 2 4 11 5.0
Sweden 4 7 6 6 1 5.3
UK 5 2 5 6 3 4.3

Govt. Debt / GDP
Real GDP

Please see additional important disclosures at the end of this report.
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State of the Consumer? Savings, Debt, and HPA

As concerns about a shock to 
the system begin to ebb, focus 
will remain on the state of 
consumers across Europe, 
whose exposure to savings, 
debt, and home price booms 
varies widely across the region 
(and even across borders, see 
Denmark & Germany)

Denmark, the UK, and Iberia 
score the weakest across these 
broad consumer metrics, while 
Germany, France, Belgium and 
Austria appear in a much 
stronger position with regard to 
domestic credit threats

But foreign credit issues are 
another matter…

Rankings (Lower is Better)

Note: Per Capita GDP and Savings rate are for 2007, or latest data available
Source: Morgan Stanley Research, Bloomberg

Consumer Wealth, Leverage, and Housing Risk
Per Capita Savings Rate HP Growth

Country GDP (% Disp. Inc) 2001-2006
Austria $39,300 14.1% 24% 4%
Belgium $36,200 12.5% 36% 67%
Denmark $37,200 4.0% 106% 79%
France $32,600 15.6% 35% 78%
Germany $34,100 16.2% 40% -7%
Ireland $46,600 11.0% 69% 66%
Italy $30,900 15.1% 17% 53%
Netherlands $39,000 12.5% 71% 25%
Portugal $21,800 9.2% 64% 5%
Spain $33,600 10.5% 61% 101%
Sweden $37,500 9.8% 42% 67%
UK $35,000 5.0% 85% 68%

Mortgage Debt / 
GDP

Per Capita Savings Rate HP Growth Consumer
Country GDP (% Disp. Inc) 2001-2006 Factors
Austria 2 4 2 2 2.5
Belgium 6 5 4 7 5.5
Denmark 5 12 12 11 10.0
France 10 2 3 10 6.3
Germany 8 1 5 1 3.8
Ireland 1 7 9 6 5.8
Italy 11 3 1 5 5.0
Netherlands 3 6 10 4 5.8
Portugal 12 10 8 3 8.3
Spain 9 8 7 12 9.0
Sweden 4 9 6 7 6.5
UK 7 11 11 9 9.5

Mortgage Debt / 
GDP

Please see additional important disclosures at the end of this report.
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Emerging Market Spreads: Catching Up is Hard to Do

Credit Frequency and Range (CFAR)

Note: Horizontal bars indicate current spreads. Year in parenthesis indicates year spread data starts
Source: Morgan Stanley Research, The Yield Book, iBoxx

But in an increasingly globalized world, strong domestic trends aren’t necessarily an all-clear. In fact, for 
some banks, tepid local credit demand was a major factor that encouraged expansion into emerging markets. 

EM spreads have been a standout in our CFAR model for some time, hanging near the tight end of their 
historical distribution while other credit assets were at, or making, new wides. While ‘fundamentals’ are 
certainly stronger this time around, that argument has so far proved unpersuasive with most other credit 
asset classes
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Which Banking Systems have the Most Banking 
Exposure to Emerging Markets?

Consolidated Foreign Claims of Reporting Banks, to E. Europe, BRICs, and Selected Others
% of Region’s Banks total Foreign Claims:

We use data from the Bank of International Settlements to help quantify the exposure of various country’s 
banking systems to different Emerging Markets. While an imperfect methodology, Austria certainly stands 
out for its exposures across eastern Europe

Source: Morgan Stanley, BIS Locational Banking Statistics

Please see additional important disclosures at the end of this report.

Eastern Europe 5yr CDS (bp) Austria Belgium France Germa ny Italy Netherlands Portugal Spain Sweden UK
Bulgaria 525 0.9% 0.1% 0.1% 0.1% 0.5% 0.0% n.m. 0.0% n.m. n.m.
Croatia 375 6.2% 0.0% 0.2% 0.4% 2.6% 0.0% 0.0% 0.0% 0.0% 0.0%
Czech Rep. 180 10.2% 3.1% 0.9% 0.2% 1.3% 0.3% 0.0% 0.1% 0.0% n.m.
Estonia 575 0.0% 0.0% 0.0% 0.0% 0.0% n.m. n.m. n.m. 4.1% n.m.
Hungary 540 5.9% 1.1% 0.3% 0.8% 2.1% 0.2% 0.4% 0.1% 0.0% n.m.
Latvia 900 0.1% n.m. 0.0% 0.1% 0.0% n.m. n.m. n.m. 3.2% 0.0%
Lithuania 575 0.0% n.m. 0.0% 0.1% 0.0% 0.0% 0.1% n.m. 3.5% n.m.
Poland 210 2.7% 1.5% 0.5% 1.1% 4.3% 1.2% 9.0% 0.4% 0.9% 0.0%
Romania 600 7.1% 0.1% 0.5% 0.1% 0.9% 0.3% 0.1% 0.0% 0.0% 0.0%
Slovakia 170 5.3% 0.6% 0.1% 0.1% 1.5% 0.2% n.m. n.m. 0.0% n.m.
Turkey 705 0.4% 1.0% 0.4% 0.4% n.m. 0.8% 0.8% 0.0% 0.0% 0.4%
Ukraine 2250 2.0% 0.0% 0.2% 0.1% 0.3% 0.1% 0.1% 0.0% 0.6% 0.0%

BRICs
Brazil 440 0.1% 0.1% 0.4% 0.3% 0.2% 3.1% 3.9% 4.8% 0.1% 1.1%
China 240 0.3% 0.5% 0.6% 0.5% 0.2% 0.7% 0.0% 0.1% 0.2% 1.5%
India 475 0.1% 0.3% 0.3% 0.5% 0.1% 1.1% 0.1% 0.1% 0.1% 1.1%
Russia 810 3.5% 0.6% 0.9% 1.0% 1.7% 0.9% 0.3% 0.2% 1.0% n.m.

Other
Argentina 3500 0.0% 0.1% 0.1% 0.1% 0.0% 0.1% 0.1% 1.0% 0.0% n.m.
Mexico 395 0.1% 0.0% 0.2% 0.1% 0.1% 0.6% 0.2% 11.5% 0.1% n.m.
Venezuela 1850 0.0% 0.0% 0.0% 0.0% 0.1% 0.0% 0.1% 1.7% 0.0% n.m.
South Korea 480 0.3% 0.5% 1.0% 0.8% 0.2% 0.9% n.m. 0.1% 0.0% 2.5%
U.A.E 450 0.3% 0.2% 0.3% 0.3% 0.1% 0.4% n.m. 0.0% 0.0% 1.3%
Bank EM Lending / GDP 89% 53% 26% 23% 13% 54% 20% 25% 31% 43%
Weighted CDS of Exposures (bp) 477 387 539 529 437 502 368 691 709 436
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Using CDS to Quantify EM Lending Risk for Banks

Mapping Exposure of Country’s Banks to EM (x-axis),  verses Riskiness of that Exposure (EM CDS, y-axis)

Lending preferences by country are far from identical. Austria’s EM exposure remains the largest, 
although Sweden’s are some of the riskiest  based on the average CDS of the EM countries in question 
(due a heavy Baltic presence). Spanish banks are heavily exposed to Latin America (Brazil and Mexico), 
while Austria appears to carry the highest exposure to Russia scaled to GDP, per BIS data

Wgt. CDS Spread of EM Claims to Banks (bp)
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Rating Distribution Table

Credit Products Rating Distribution Table
(as of Sep 30, 2008)

Rating Count
% of 
Total Count

% of 
Total IBC

% of
Rating Category

Overweight 82 36% 49 33% 60%

Equal-weight 89 39% 61 41% 69%

Underweight 56 25% 37 25% 66%

Total 227 147

Analyst Ratings Defini tions

Equal-weight (E) Over the next 6 months, the fixed income instrument’s total return is expected to be in line with the average total 
return of the relevant benchmark, as described in this report, on a risk adjusted basis.

Underweight (U) Over the next 6 months, the fixed income instrument’s total return is expected to be below the average total 
return of the relevant benchmark, as described in this report, on a risk adjusted basis.

More volatile (V) The analyst anticipates that this fixed income instrument is likely to experience significant price or spread 
volatility in the short term.

Coverage Universe Investment Banking Clients (IBC)

Coverage includes all companies that we currently rate.  Investment Banking Clients are companies from whom Morgan Stanley or an affiliate received 
investment banking compensation in the  last 12 months.

Overweight (O) Over the next 6 months, the fixed income instrument’s total return is expected to exceed the average total return 
of the relevant benchmark, as described in this report, on a risk adjusted basis. 

Please see additional important disclosures at the end of this report.
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Disclaimer

Morgan Stanley & Co Limited, an affiliate of Morgan Stanley, is acting as financial advisor to Fortis S.A./N.V and Fortis N.V. ("Fortis"), on the announced purchase of 
assets by the Governments of Belgium, and the Netherlands in the respective Fortis banks in each country. BNP Paribas has announced that they will subsequently 
purchase 75% of the Belgian government’s stake in Fortis, in addition to the purchase of 100% of Fortis Insurance Belgium.

In accordance with its general policy, Morgan Stanley currently expresses no rating or price target on Fortis or BNP Paribas.  This report and the information herein are 
not intended to serve as an endorsement or otherwise of the proposed transaction.

This report was prepared solely upon information generally available to the public. No representation is made that it is accurate and complete.  This report is not a 
recommendation or an offer to buy or sell the securities mentioned.  Please refer to the notes at the end of this report.

Important Disclosures On Subject Companies

The information and opinions in this report were prepared by Morgan Stanley & Co. Incorporated and/or one or more of its affiliates (collectively, Morgan Stanley) and the 
research analyst(s) named on page one of this report.

Morgan Stanley is involved in many businesses that may relate to companies or instruments mentioned in this report. These businesses include market making, providing 
liquidity and specialized trading, risk arbitrage and other proprietary trading, fund management, investment services and investment banking. Morgan Stanley trades as 
principal in the securities/instruments (or related derivatives) that are the subject of this report. Morgan Stanley may have a position in the debt of the Company or 
instruments discussed in this report.
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Disclaimer

Other Important Disclosures

The securities/instruments discussed in this report may not be suitable for all investors. This report has been prepared and issued by Morgan Stanley primarily for 
distribution to market professionals and institutional investor clients. Recipients who are not market professionals or institutional investor clients of Morgan Stanley should 
seek independent financial advice prior to making any investment decision based on this report or for any necessary explanation of its contents. This report does not 
provide individually tailored investment advice. It has been prepared without regard to the individual financial circumstances and objectives of persons who receive it. 
Morgan Stanley recommends that investors independently evaluate particular investments and strategies, and encourages investors to seek the advice of a financial 
advisor. The appropriateness of a particular investment or strategy will depend on an investor’s individual circumstances and objectives. You should consider this report 
as only a single factor in making an investment decision.

Morgan Stanley fixed income research analysts, including those principally responsible for the preparation of this research report, receive compensation based upon 
various factors, including quality, accuracy and value of research, firm profitability or revenues (which include fixed income trading and capital markets profitability or 
revenues), client feedback and competitive factors. Analysts’ compensation is not linked to investment banking or capital markets transactions performed by Morgan 
Stanley or the profitability or revenues of particular trading desks.

This report is not an offer to buy or sell any security/instrument or to participate in any trading strategy. In addition to any holdings disclosed in the section entitled 
“Important Disclosures on Subject Companies,” Morgan Stanley and/or its employees not involved in the preparation of this report may have investments in 
securities/instruments or derivatives of securities/instruments of companies mentioned in this report, and may trade them in ways different from those discussed in this 
report. Derivatives may be issued by Morgan Stanley or associated persons.

Morgan Stanley makes every effort to use reliable, comprehensive information, but we make no representation that it is accurate or complete. We have no obligation to 
tell you when opinions or information in this report change.

With the exception of information regarding Morgan Stanley, reports prepared by Morgan Stanley research personnel are based on public information. Facts and views 
presented in this report have not been reviewed by, and may not reflect information known to, professionals in other Morgan Stanley business areas, including investment 
banking personnel.

The value of and income from investments may vary because of changes in interest rates, foreign exchange rates, default rates, prepayment rates, securities/instruments 
prices, market indexes, operational or financial conditions of companies or other factors. There may be time limitations on the exercise of options or other rights in 
securities/instruments transactions. Past performance is not necessarily a guide to future performance. Estimates of future performance are based on assumptions that 
may not be realized. 

This report may include research based on technical analysis. Technical analysis is generally based on the study of trading volumes and price movements in an attempt 
to identify and project price trends. Technical analysis does not consider the fundamentals of the underlying issuer or instrument and may offer an investment opinion that 
conflicts with other research generated by Morgan Stanley. Investors may consider technical research as one input in formulating an investment opinion. Additional inputs 
should include, but are not limited to, a review of the fundamentals of the underlying issuer/security/instrument.



17

Disclaimer

To our readers in Taiwan: Information on securities/instruments that trade in Taiwan is distributed by Morgan Stanley Taiwan Limited ("MSTL"). Such information is for 
your reference only.  Information on any securities/instruments issued by a company owned by the government of or incorporated in the PRC and listed in on the Stock 
Exchange of Hong Kong (“SEHK”), namely the H-shares, including the component company stocks of the Stock Exchange of Hong Kong (“SEHK”)’s Hang Seng China 
Enterprise Index; or any securities/instruments issued by a company that is 30% or more directly- or indirectly-owned by the government of or a company incorporated in 
the PRC and traded on an exchange in Hong Kong or Macau, namely SEHK’s Red Chip shares, including the component company of the SEHK’s China-affiliated Corp 
Index is distributed only to Taiwan Securities Investment Trust Enterprises (“SITE”). The reader should independently evaluate the investment risks and is solely 
responsible for their investment decisions. This publication may not be distributed to the public media or quoted or used by the public media without the express written 
consent of Morgan Stanley. Information on securities/instruments that do not trade in Taiwan is for informational purposes only and is not to be construed as a 
recommendation or a solicitation to trade in such securities/instruments. MSTL may not execute transactions for clients in these securities/instruments.

To our readers in Hong Kong:  Information is distributed in Hong Kong by and on behalf of, and is attributable to, Morgan Stanley Asia Limited as part of its regulated 
activities in Hong Kong.  If you have queries concerning this publication, please contact our Hong Kong sales representatives. Certain information in this report was 
sourced by employees of the Shanghai Representative Office of Morgan Stanley Asia Limited for the use of Morgan Stanley Asia Limited.

THIS PUBLICATION IS DISSEMINATED IN JAPAN BY MORGAN STANLEY JAPAN SECURITIES CO., LTD.; IN HONG KONG BY MORGAN STANLEY ASIA LIMITED; 
IN SINGAPORE BY MORGAN STANLEY ASIA (SINGAPORE) PTE., REGULATED BY THE MONETARY AUTHORITY OF SINGAPORE, WHICH ACCEPTS 
RESPONSIBILITY FOR ITS CONTENTS; IN AUSTRALIA BY MORGAN STANLEY AUSTRALIA LIMITED A.B.N. 67 003 734 576, A LICENSED DEALER, WHICH 
ACCEPTS RESPONSIBILITY FOR ITS CONTENTS; IN CANADA BY MORGAN STANLEY CANADA LIMITED, WHICH HAS APPROVED OF, AND HAS AGREED TO 
TAKE RESPONSIBILITY FOR, THE CONTENTS OF THIS PUBLICATION IN CANADA; IN GERMANY BY MORGAN STANLEY BANK AG, FRANKFURT AM MAIN, 
REGULATED BY BUNDESANSTALT FUER FINANZDIENSTLEISTUNGSAUFSICHT (BAFIN); IN SPAIN BY MORGAN STANLEY, S.V., S.A., A MORGAN STANLEY 
GROUP COMPANY, WHICH IS SUPERVISED BY THE SPANISH SECURITIES MARKETS COMMISSION (CNMV) AND STATES THAT THIS DOCUMENT HAS BEEN 
WRITTEN AND DISTRIBUTED IN ACCORDANCE WITH THE RULES OF CONDUCT APPLICABLE TO FINANCIAL RESEARCH AS ESTABLISHED UNDER SPANISH 
REGULATIONS; IN THE UNITED KINGDOM BY MORGAN STANLEY & CO. INTERNATIONAL PLC, AUTHORISED AND REGULATED BY THE FINANCIAL 
SERVICES AUTHORITY; AND IN THE UNITED STATES BY MORGAN STANLEY & CO. INCORPORATED, WHICH ACCEPTS RESPONSIBILITY FOR ITS 
CONTENTS. IN AUSTRALIA, THIS REPORT, AND ANY ACCESS TO IT, IS INTENDED ONLY FOR “WHOLESALE CLIENTS” WITHIN THE MEANING OF THE 
AUSTRALIAN CORPORATIONS ACT.  NOT FOR DISTRIBUTION TO PRIVATE CUSTOMERS AS DEFINED BY THE UK FINANCIAL SERVICES AUTHORITY.

The trademarks and service marks contained herein are the property of their respective owners. Third-party data providers make no warranties or representations of any 
kind relating to the accuracy, completeness, or timeliness of the data they provide and shall not have liability for any damages of any kind relating to such data.

This report may not be sold or redistributed without the written consent of Morgan Stanley.

Morgan Stanley research is disseminated and available primarily electronically, and, in some cases, in printed form.

Additional information is available upon request.
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