<> BANK FOR INTERNATIONAL SETTLEMENTS

82nd Annual Report

1 April 2011-31 March 2012

Basel, 24 June 2012



Copies of publications are available from:

Bank for International Settlements
Communications
CH-4002 Basel, Switzerland

E-mail: publications@bis.org
Fax: +41 61 280 9100 and +41 61 280 8100

© Bank for International Settlements 2012. All rights reserved. Limited extracts
may be reproduced or translated provided the source is stated.

ISSN 1021-2477 (print)
ISSN 1682-7708 (online)
ISBN 92-9131-175-8 (print)
ISBN 92-9197-175-8 (online)

Also published in French, German, Italian and Spanish.
Available on the BIS website (www.bis.org).



Contents

Letter of transmittal ............. .. ... ... ...l vii
Overview of the economic chapters ........................... ix
|. Breaking the vicious cycles ....................... .. ... ..., 1
Structural challenges persist ........... it e e e 1
Overburdened central banks face risks ............ .o .. 2
The abysmal fiscal outlook ....... ... i e e 3
The changing financial sphere ......... ... . . i 5
What now for European monetary union? .......... ... i, 6
SUMMING U .ttt et e et e e e ettt e e et e ettt 7
Il. The year in retrospect ................c i, 10
The global recovery faltered in 2011 ....... ... e 10
High commodity prices had differential effects around the world ............ 13
The euro area sovereign debt crisis intensified ............................ 14
European bank funding and credit supply declined ........................ 17
Global growth remained fragile inearly 2012 ......... ... ... . ... .. ... 19
lll. Rebalancing growth ...... ... ... . ... ... ... 21
Structural adjustment ......... . . e e 21

Unemployment after the housing bust ............ ... ... ... ... ..., 21

Reliance on external demand ........... ... . . . . . i 24
Debt sustainability ........ ... e 26
Policy challenges ....... ... i e e 30
Box: Reducing household debt to a sustainable level .. ..................... 32
IV. The limits of monetary policy ............................... 34
Monetary policy in advanced and emerging market economies .............. 34

Monetary policy measures taken over the pastyear ................... 34

Assessment of the monetary policy stance ........................... 39
Prolonged monetary accommodation: scope and limitations ................ 41

Monetary easing and balance sheetrepair .......... ... ... ... ....... 42
Box IV.A: Monetary policy and bank profitability in 2008-10 ................. 44

Global monetary policy spillovers ........... ... 45
Box IV.B: Developments in overnight money markets ...................... 46

Longer-term risks for central banks ........... . ... ... . . . i, 48
SUMMING U .t ittt ittt et e e e e e e e e et e 49

BIS 82nd Annual Report iii



V. Restoring fiscal sustainability ................................ 50

Why and to what extent have sovereigns lost their risk-free status? .......... 50
Developments in public finances ........... .. .. ... . . . . i .. 50
Box: The financial cycle, potential output and cyclically adjusted fiscal balances 53
The impact of the financial crisis on fiscal positions ................... 56
The impact of deteriorating sovereign health on the financial system .... 57
Reactions to the deteriorating fiscal health of sovereigns ............... 58
Implications of sovereigns’ loss of risk-free status ......................... 59
How can sovereigns become risk-free again? ............ ... ... . i, 60
SUMMING U ottt it it ettt et e et e ettt et e e e 63
VI. Post-crisis evolution of the banking sector ................ 64
Market assessments of the banking sector ............ ... ... ... ... ... ..., 65
Equity market valuations ......... ... i e 65
Debt market valuations .......... ... .. e 66
Banks’ profitability and its sources ............. ... i e 66
Box VILA: Shadow banking ........... .. i e e 67
Efforts to strengthen balance sheets ............. ... ... . . . ... 69
Capital base ... .o e e e e 69
Liquidity pOSItioNSs ...t e e e e s 71
Asset encumbrance . ........ .. e 72
Immediate policy challenges .......... i et e e 73
Long-term challenges for banks’ new business model ...................... 75
Official SUPPOIt . ..o e e e e e 75
Box VI.B: Capital requirements under Basel l and Basel lll .................. 77
CoSt MaNAgeMENt . ..ttt ittt et e e e e e 79
International banking .......... .. e e 79
Box VI.C: Reforming OTC derivatives markets .............. ... . iviin.. 81
SUMMING U+ttt ettt et et e ettt ettt et e et e e e 83
Organisation of the BISas at 31 March 2012 ........... ... ... .. iiuoin.. 88
The BIS: mission, activities, governance and
financial results .......... . .. .. 89
BIS member central banks . ........ .. . . e 124
Board of Directors . ... ..ot e e 125
Financial statements .............. ... ... ... . 133
Independent auditor’'s report ... 199
Five-year graphical summary .................. ... ... 200

iv BIS 82nd Annual Report



Graphs

1.1 Vicious cycles and the burden on central banks .......................

1.1 Global economic activity and imbalances ............................
1.2 Real property prices in selected emerging market cities ................
1.3 Business activity and equity prices . ......... .. i e
.4 Commodity markets and inflation . ......... ... ... . ... . . i i,
1.5 Euro area sovereign bond yields .......... ... ... ... ... .. ..
1.6 Safe and risky @ssets ..........c. it e
1.7 Public finances .......... it e e
1.8 Indicators of banks’ financial strength ............ ... ... ... ... .......
1.9 Bank funding conditions ............ ... . i e e
110 Bank credit . . ... . e
11.11 Euro area bank deposits and private cross-border capital flows .........

.1 Sectoral imbalances in employment and output in the Great Recession

lll.2 Sectoral imbalances and unemployment . .......... ... i,
.3 Sectoral imbalances and unemployment, by strength of change in GDP ..
lll.4 Sensitivity of growth to netexports ............c. i
.5 Credit growth, GDP growth and creditgaps ........... ...,
Ill.6 Private sector and household debt service ratios in selected economies ..
Ill.7 Bank provisioning and non-performing loans .........................

IV.1 POliCy rates ...t e e e e
IV.2 FOrward CUIVES . .. ... e e et ettt
IV.3 Central bank balance sheet size and composition .....................
IV.4 Long-term interestrates ...........c..ouiiuiiiiii e
IV.5 Real policy rates . ....... ..ot e e s
IV.6 Policy rate benchmarks . ........... it e
IV.7 Central bank assets . ... e e et
IV.8 US monetary policy response and crisis dynamics:

the Great Depression vs the global financial crisis .....................
IV.9 Commodity and consumer prices and unit labourcosts ................
IV.10 Long-term inflation expectations ............. ... . . . i,

V.1 General government fiscal indicators ............ ... ... . i
V.2 Holdings of governmentdebt ............ ... ... . . .. . iiaL.
V.3 Sovereign CDS spreads and credit ratings ................ ... ... .. ...
V.4 Credit risk profile of the pool of general governmentdebt ..............
V.5 Government and corporate bond yields .............. ... ... ... ... ...

VI.1 Market and analyst assessments of the banking sector .................
VI.2 Banks’ profitability and payout policy .......... ... ... . . ...
VI.3 Loss absorbency of bank balance sheets .............................
V1.4 Liquidity and funding of large banks worldwide ......................
VI.5 Collateral use and supply ... .. e
V1.6 Low confidence in the banking sector ............ ... ... . ... ... ......
VI.7 Impact of official support on credit and equity markets ................
VI.8 Cost management and stability of profits ............................
VL9 International banking before and after the crisis ......................
VI.10 Emerging market bank lending ........... ... . i i i

Tables

IV.1 Annual changes in foreign exchange reserves ........................
V.1 Developmentof fiscalgaps ...........c i,

VI.1 Profitability of majorbanks ........... ... ... . . . . .

The chapters of this Report went to press on 14-15 June 2012.

BIS 82nd Annual Report

10
11
12
13
15
16
16
17
18
18
20

22
23
24
25
27
29
30

35
36
37
37
39
39
40

41
47
48

51
56
59
60
61

65
69
70
71
72
73
76
78
80
83

38
55
79



Conventions used in this Report

lhs, rhs left-hand scale, right-hand scale
billion  thousand million
not available
. not applicable
- nil or negligible
$ US dollar unless specified otherwise

Differences in totals are due to rounding.

The term “country” as used in this publication also covers territorial entities that are
not states as understood by international law and practice but for which data are

separately and independently maintained.
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82nd Annual Report

submitted to the Annual General Meeting
of the Bank for International Settlements
held in Basel on 24 June 2012

Ladies and Gentlemen,

It is my pleasure to submit to you the 82nd Annual Report of the Bank for
International Settlements for the financial year which ended on 31 March 2012.

The net profit for the year amounted to SDR 758.9 million, compared with
SDR 816.0 million for the preceding year. Details of the results for the
financial year 2011/12 may be found on pages 129-32 of this Report under “Net
profit and its distribution”.

The Board of Directors proposes, in application of Article 51 of the Bank's
Statutes, that the present General Meeting pay a dividend of SDR 305 per
share, with the four new shareholders receiving a pro rata share of the
dividend. This dividend would total SDR 168.4 million, payable in any
constituent currency of the SDR, or in Swiss francs.

The Board further recommends that SDR 29.5 million be transferred to
the general reserve fund, SDR 6.0 million to the special dividend reserve fund
and the remainder — amounting to SDR 555.0 million — to the free reserve fund.

If these proposals are approved, the Bank’s dividend for the financial year
2011/12 will be payable to shareholders on 29 June 2012.

Basel, 15 June 2012 JAIME CARUANA
General Manager
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