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The Downward Spiral

Subprime Crisis

Crisis of the real economy

Second round effects on the
banking industry: Higher

default risk of customers …

2008

2007

2009

First round effects: 
Liquidity Crisis, Trust 
Crisis and Capital Crisis
in the banking market

Value losses and lack 
of demand for 
securitized loans
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Emerging Markets are affected

Source: IMF, Global Financial 
Stability Report April 2009, p. 4
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Currencies, Banks and Corporates 
are most endangered

Source: IMF, Global Financial 
Stability Report April 2009, p. 10
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Source: IMF, Global Financial 
Stability Report April 2009, p. 13

High refinancing needs, high exposure to 
credit risk and foreign exchange risk in 
Eastern Europe

Shaded boxes are areas
of potential concern
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MFIs‘ advantages to deal with the first
round effects

No exposure to „toxic“ securities

Low average maturity of loan portfolio allows swift adaption
to tighter refinancing

Relationship to IFIs means higher trust of depositors

IFI refinancing more reliable in crisis than other bank
refinancing

Special crisis support by IFIs (e.g. Microfinance
Enhancement Facility) 

International commercial banks might be „too big to 
fail“, the business model of MFIs is „too smart and 

too nice to fail“!
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Credit default risk – MFIs‘ most
important second round risk

MFIs‘ credit customers
• Higher indebtedness than

five years ago
• exposure to foreign

currency risk
• consumer loan repayment

as a burden on future
income streams

• Crisis as a negative income
shock (microentrepreneurs less
affected than larger firms?)
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MFIs‘ business model as a tool to 
mitigate credit risk

• MFI‘s credit technology
Superior knowledge how crisis affects the customer
Superior knowledge and short term lending allow swift
adaption of loan terms (interest rates, amount, maturity
and currency)

• Long term relationship allows crisis support for
customers with positive future outlook

Responsible cash flow based lending protects
entrepreneur against over-indebtedness and MFI 

against credit default!



Thank You!


