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Exam — 15 January 2018

1. Please consider the following charts:

Tier 1 ratio
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Chart 4 » Loan-to-deposits ratio | Per cent
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Source: Bank of Portugal (2017), “Financial Stability Review”, June.
Notes: Figuresin %

1.1. In which extent did the Macroeconomic and Financial Adjustment program of the
Portuguese economy in the period between 2011 and 2014 contribute to the

behaviour illustrated in the charts above? (3,0/20)

1.2. Identify the main consequences of the behaviour illustrated. (3,0/20)

2. How do you characterize the evolution of the relevance of the financial system in the
economy worldwide in the last decades and how did this evolution contribute to the

subprime crisis. (3,0/20)



. What were the main regulatory and supervision responses to the subprime crisis?
(3,5/20)

. “Median return on assets (ROA) levels of the Portuguese banking system were
relatively high (around 0.9 per cent) and close to the EU-15 third quartile between
2000 and 2007 (...). Profitability initiated a decreasing trend from 2008 onwards and
a steep deterioration was observed until 2013, when the median ROA of Portuguese
banks reached a minimum of close to -0.5 per cent. This deterioration in the
Portuguese banking system’s profitability, also observed in other vulnerable euro
area countries, was sharper than in the EU-15 as a whole and the median ROA
remained negative for most of the 2010-2014 period. This is in stark contrast to the
situation before 2010, when banks in countries most affected by the sovereign debt
crisis enjoyed greater returns compared to the median European bank”.

in Bank of Portugal (2017), “Financial Stability Review”, June.

Please comment the previous paragraph, namely by identifying the main reasons for
the behaviour of profitability in the banking system before the subprime crisis, during
the macroeconomic and financial adjustment program (2011-2014) and more
recently. (3,0/20)

. Please consider the following chart:

Chart 6 + Liquidity gaps of domestic institutions in a
cumulative maturity ladder | Per cent
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Source: Bank of Portugal (2017), “Financial Stability Review”, June.

5.1. What were the most relevant contributions to the illustrated behaviour? (2,0/20)

5.2. Describe the main assumptions and methodologies to calculate the gaps

mentioned, as well as alternative indicators to assess the liquidity risk of banking
institutions. (2,5/20)



