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T h er e i s n o t o n e c r i si s, b u t th r ee
Three gambles mixed a deathly cock tail for the financial system 
and the economy

The rea l 
es ta te market 
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overleverag ing  
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other 
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The leverag e 
in banks ' 
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s hort-term 
funding

As s et 
deva luation
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The need of banks  for deleverag ing  and 
deris k ing  s paw ns  a  vic ious  c irc le
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R ec o r d  l ev e l s o f  U S h o u seh o l d  d eb t
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The US mortgage gamble1

Indebtednes s  of private and public
U S  hous eholds  and U S  c orpora tions  as  %  of G DP
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A  v i c i o u s c i r c l e th a t sen t th e b r o ad er
f i n an c i a l  m ar k e t i n t o  a d o w n w ar d  sp i r a l
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C omparis on of financ ia l c ris es

C u r r en t c r i si s i s c l ear l y  ex c ep t i o n a l
L osses from subprime event with significant impact on US/ E U 
GD P
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I M F  em p i r i c a l  r esear c h : th i s c r i si s l i k e l y  to  b e h i g h  
i m p ac t an d  l o n g  d u r a t i o n
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S lowdowns Recessions

B anking -rela ted s tres s  is  
typic a lly  ~2–4× as  deep and 

~2–3× a s  long

C u m u la t iv e  o u tp u t lo s s  
m e a n  (in  %  o f G D P )

1 . B a n k in g  r e la t e d
S o u r c e : IM F  W o r ld  E c o n o m ic  O u t lo o k  2 0 0 8  –  O c t o b e r v e r s io n

P r e c e d e d  b y  
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N o t p r e c e d e d  b y
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Financ ia l s tres s  w ors ens  the effec t of dow nturn
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R i si n g  r i sk  p r em i u m s i n c r ease c o st o f  d eb t f o r  
c o m p an i es
D espite decreased Funds rate, financing for corporates more 
expensive

1 . R is k  p r e m iu m  f o r  b o n d s  a b o v e  t r e a s u r ie s  o f 1 0  y e a r  m a tu r i t y  in  b a s is  p o in t s  (U S -In d u s t r ia ls )
N o t e : E C B  k e y  in t e r e s t  r a te  r e s p . F e d e r a l F u n d s  R a t e  p e r N o v e m b e r  1 2 , 2 0 0 8 . R is k  p r e m iu m s  f o r  b o n d s  p e r N o v e m b e r 2 4 , 2 0 0 8
S o u r c e : F u n d s  r a t e s  - T h o m s o n  R e u t e r s  D a t a s t r e a m  N o v e m b e r 1 4 , 2 0 0 8 ; R is k  p r e m iu m s  - B lo o m b e r g , N o v e m b e r  2 4 , 2 0 0 8
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s ig nific antly above 2002 levels
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D ef au l t r a t e f o r ec ast to  sw i n g  to  a n ew  r ec o r d

S o u r c e : S  &  P  (N o v e m b e r 2 0 0 8 )
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Tra iling  three year c umulative default ra te on B B
+ and low er g rade bonds

S  &  P  forec as ts  the three year c umulative default ra te of 
" s pec ula tive g rade bonds "  to s w ing  from a  25 year low  to an 

a ll time hig h by 2010 
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T h e r ea l  ec o n om y  f ac es si g n i f i c an t c h a l l en g es

A c c es s  to 
financ ing  w ill 

be diffic ult and 
c os tly

N o ac c es s  to funds : in c r e a s in g ly  d i f f ic u l t  to  s e c u r e  s h o r t-t e rm  f in a n c in g

Weak s toc k markets : le s s  a t t r a c t iv e  a n d  m o r e  d i f f ic u l t to  r a is e  n e w  e q u i t y

S ig nific antly hig her c os t of c apita l: h ig h e r b o r r o w in g  c o s t a n d  r e t u r n  r e q u ir e m e n t s

B onus  for c a s h : c a s h  p r e m iu m  (o r  "s a f e t y  b o n u s ") f o r  f i rm s  w it h  s ig n i f ic a n t c a s h  p o s i t io n s

Profitability 
under pres s ure 
from a ll s ides

R educ ed c as h flow : v o lu m e s  a n d  p r ic e  u n d e r p r e s s u r e , w i t h  g r o w t h  b e lo w  lo n g -te rm  t r e n d l in e s

C ontinued c ommodity pric e vola tility: p o te n t ia l e a s in g  o f p r e s s u r e  o n  c o m m o d it y  p r ic e s , b u t 
c o n t in u e d  v o la t i l i t y

C hang e in c ons umer behavior: d e c l in e s  in  lu x u r y  g o o d s , f a l l in g /s t a g n a n t s a le s  in  d is c r e t io n a r y  
s p e n d in g

G overnments  
w ill bec ome 

more involved

M ore g overnment intervention : b a i lo u t f u n d in g , e q u i t y  s t a k e s , a n d  in f r a s t r u c t u r e  in v e s tm e n t

R e-reg ula tion : p a r a d ig m  s h i f t , w i t h  g r o w t h  in  g o v e r n m e n t in te r v e n t io n

Protec tionis m : in c r e a s in g  t r a d e  r e s t r ic t io n s  a n d  h ig h e r  d i f f ic u l t ie s  in  e x p o r t in g

Other 
s ig nific ant 
is s ues  to 
manag e

C redit los s es : m a jo r  ju m p  in  lo s s e s  d u e  t o  b a n k r u p t c ie s

S ig nific ant ba lanc e s heet ris k : a s s e t p r ic e  d e f la t io n — b o t h  t a n g ib le  a n d  in t a n g ib le

Indus try c ons olida tion : w a v e  o f  b a n k r u p t c ie s  a n d  r e s t r u c t u r in g  m e r g e r s

C hang ing  bus ines s  models : c r is is  is s u e s  p o te n t ia l f o r  c h a n g in g  "r u le s  o f  th e  g a m e "
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A c t f ast!
The difference between winners and losers

E x p e n s e s Over-reac ts

1 0 /0 8

I l lu s t r a t iv e  e x a m p le  o f tw o  d i f f e r e n t c o m p a n ie s  –  
b u t b a s e d  o n  e m p ir ic a l r e s e a r c h  f r o m  U K  r e c e s s io n  o f 1 9 9 2

T im e

Expens ive rec overy

C ompany A
• L im it e d , te n t a t iv e

r e s p o n s e s
• O v e r -r e a c t s  la t e

in  th e  g a m e
• E x p e n s iv e  r e c o v e r y

C ompany B
• A c t s  f a s t
• M e a s u r e d  r e s p o n s e

Fas t, meas ured res pons e

Lim ited, tenta tive res pons es

Typic a l c yc le c ris is  manag ement res ults  
in overs hooting :  Too la te! Too muc h! Too 

random!
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Initiatives

I d en t i f y  w h er e an d  h o w  to  tak e ac t i o n
Summary

Protec t 
financ ia l 

fundamenta ls

Protec t exis ting  
bus ines s es

M anag e for the 
long  term

Protec t c as h and 
manag e c redit ris k

Optim ize debt s truc ture
and financ ia l polic y

C os t, org  effic ienc y, and 
outs ourc ing

Top line revenue 
protec tion, produc t 
portfolio and pric ing

C apex and dives tment

Long -term inves tments

Adapt bus ines s  model

Opportunis tic  M & A

R ela tive va lua tion and 
market mes s ag ing

• E n s u r e  n e a r t e rm  l iq u id i t y  o f  b u s in e s s , in c lu d in g
– E f f e c t iv e  c a s h  m a n a g e m e n t a n d  m o n i t o r in g
– T r a d e  c r e d i t r is k
– W o r k in g  c a p i t a l o p t im iz a t io n
– F r e e  c a s h  f lo w  g e n e r a t io n

• S e c u r e  f in a n c in g  a s  lo n g  a s  a c c e s s  is  a v a i la b le
• R e s e t f in a n c ia l p o l ic ie s  to  in c r e a s e  s ta b i l i t y  a n d  lo w e r r is k
• M in im iz e  r is k  o n  b a la n c e  s h e e t a n d  o t h e r  l ia b i l i t ie s

• R e v is i t  p a s t e f f o r t s  to  e n s u r e  t a r g e t s  a r e  in  l in e  w it h  c u r r e n t e n v ir o n m e n t
• A g g r e s s iv e ly  c u t n o n -c o r e  s p e n d , m in im iz in g  lo n g -t e rm  r is k

• A l ig n  p r ic in g  a n d  p r o d u c t m ix  w it h  c h a n g in g  c u s to m e r /c o n s u m e r  n e e d s ; 
a d d r e s s  m a r k e t in g  m e s s a g e s ; c u s t o m e r  r e t e n t io n  a n d  s a le s  f o r c e  m g m t ; 

• E n s u r e  s t r in g e n t c a p i t a l a l lo c a t io n  g u id e l in e s ; a l ig n  c a p i t a l p la n s  w i t h  
r e v is e d  g r o w th  p la n s ; c o n s id e r d iv e s t i t u r e  o f  n o n -c o r e  a s s e t s

• P r io r i t iz e  in v e s tm e n t s  in  lo n g -t e rm  h e a l t h  o f  b u s in e s s ; s u s p e n d /d e c e le r a t e  
d is c r e t io n a r y  in v e s tm e n t s , t a k e  a d v a n t a g e  o f  r e d u c e d  la b o r/s u p p l ie r  c o s t s

• F u n d a m e n t a l s h i f t s  in  in d u s t r y  la n d s c a p e , e c o n o m ic s , a n d  s o u r c e s  o f 
c o m p e t i t iv e  a d v a n ta g e ; a d a p t to  n e w  c o n d i t io n s  a h e a d  o f  c o m p e t i t o r s  (a n d  
p o t e n t ia l c o m p e t i t o r s )

• W h e r e  p o s s ib le , d e v e lo p  p r io r i t iz e d  l is t  o f a c q u is i t io n  t a r g e t s

• C o n s id e r in v e s t o r  o b je c t iv e s  a n d  a p p r o p r ia t e ly  in f o rm  in v e s to r s  a b o u t 
b u s in e s s  s t r a t e g ie s  a n d  r is k s

• M a n a g e  in t e r n a l c o m m u n ic a t io n  a g g r e s s iv e ly  a n d  c le a r ly

2A

Develop
c ompelling  

c ommunic ation 
plan

2B

2C

2D

Impac t/bus ines s  need
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C zec h  R ep u b l i c 's si t u a t i o n  g en er a l l y  ac c ep tab l e b u t 
w i t h  som e c o n c er n s g o i n g  f o rw ar d

R ea l G DP  
g row th

4.4%

Infla tion

6.7%

E xports  a s  %
of G DP  

67%

C urrent ac c ount 
defic it a s  %  of 

G DP  

-2.5%

Annua l inw ard 
FD I  a s  %  of 

G DP  

2.8%

N et externa l 
debt a s  %  of 

G DP

22.1%

R es erves / 
financ ing  need2  

190%

1 . D e f in e d  a s  c u r r e n t-a c c o u n t b a la n c e  p lu s  p r in c ip a l d u e  o n  p u b l ic  a n d  p r iv a t e  m e d iu m - a n d  lo n g -t e rm  d e b t a n d  IM F  d e b i t s
N o t e : 2 0 0 8  f ig u r e s
S o u r c e : IM F , E IU , M in is t r y  o f F in a n c e , B C G  a n a ly s is

? ?

2008 data  (2009 trend)


