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World in 2007 – “The Sky is the Limit”
The Financial Crisis
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World in 2009/2010 – “Structural Changes to the Markets”
The Financial Crisis
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Other FI Other

Investment BanksCommercial Banks

Really ‘Too Big to Fail’?
The Financial Crisis

Example of 
Institutions that 
Required Some 

Sort of    
Support
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LIBOR 3M - OIS Spread
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Systemic Risk Drives Liquidity
Impact of the Crisis on Financial Markets
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Subprime impact 
becomes evident

Lehman’s 
collapse
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Illiquidity Drives Banks’ Creditworthiness
Impact of the Crisis on Financial Markets

CDS 1 year (Global Average)
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Subprime

Lehman’s
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Decrease on market trust

Lower market liquidity (long tenors)
Increased liquidity costs

Increased pricing

Crisis With Profound Impact on PPP/PFI Market

Bankruptcy of several financial institutions
M&A across the financial sector
Refocusing on specific markets & sectors

Need for government intervention

Banking System

Short vs long-term lending

Selectiveness on investment choice
Thorough analysis from risk departments

Affirmation of specific financial players

Market segmentation
Lower liquidity
Higher risk awareness

PFI/PPP Market

Impact of the Crisis on Financial Markets
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Impact on 
Financial 
Models

The Financial Crisis

Impact of the Crisis on Financial Markets

Impact on Financial Models

Key Challenges Ahead

Agenda
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Driving 
Forces of 

Change on 
PPP/PFI 
Financial 
Models

Detailed analysis from risk 
departments

More severe downsides
Development of clear 
guidelines regarding financial 
models

Development of new funding 
structures

Additional market players
Higher risk of changes to 
financing structures
New risk factors 

Changes to FM driven by External and Internal Forces

Market Driven Internally Driven

Impact on Financial Models
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Multiple Base Cases
Financial covenants calculation

Increase in the number of financial 
covenants

Impact on Financial Models

Changes to FM driven by External and Internal Forces (cont.)

Market Driven

Significant 
infrastructure gap
Reduced liquidity

Accommodate 
preferences of 
different lenders

Background

Innovative 
funding 
structures (e.g. 
‘soft’ mini-perms)

Market Impact

Liquidity 
constraints
Pressure from 
Governments

Background

Increased 
participation form 
EBRD, EIB and 
multilaterals

Market Impact

Multiple debt tranches
Specific downsides
Multiple financial covenants (e.g. LGTT)

Impact on Financial Models

Impact on Financial Models
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Market Driven

Credit approval less 
straightforward
Difficulties in 
syndicating equity

Background

Higher risk of 
changes to 
financing 
structures

Market Impact

Strong and steep 
recession
No similar situation 
on recent past

Background

Emergence of 
new risk factors 
(e.g. inflation)

Market Impact

New variables to be modelled some 
with complex mechanics (e.g. RPI 
swaps)

Financial covenant calculation 
(acquisition financing)

Impact on Financial Models

Impact on Financial Models

Changes to FM driven by External and Internal Forces (cont.)

Impact on Financial Models

Higher level of flexibility required
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Internally Driven

Increased defaults
Selectiveness on 
investment choice

Higher risk 
awareness

Background

Detailed analysis 
from risk 
departments

Market Impact

Higher risk awareness

Traditional downsides 
not so conservative
Higher headroom 
required

Background

Requirement for 
more severe 
downsides

Market Impact

Models to run on “unrealistic” scenarios

Non-refi scenario often Base Case
Breakeven on key variables: a “must”
Shortfalls, release reserves, cash trap

Impact on Financial Models

Impact on Financial Models

Changes to FM driven by External and Internal Forces (cont.)

Impact on Financial Models

Sensitivities run by credit
Models prepared to run typical 
sensitivities

Complex models (macros) to be 
avoided
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Internally Driven

Different modelling 
skills
Higher risk 
awareness
Problem driven by 
poor models

Background

Development of 
clear guidelines 
re financial 
models

Market Impact

Impact on Financial Models

Changes to FM driven by External and Internal Forces (cont.)

Impact on Financial Models

Fully functional financial models
Development of internal standard PFI 
models
External model audit not sufficient
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Key 
Challenges 
Ahead

The Financial Crisis

Impact of the Crisis on Financial Markets

Impact on Financial Models

Key Challenges Ahead

Agenda
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Increased 
complexity

Simplicity is 
crucial

Financial models to follow 
market developments

Flexibility Paramount

Key Challenges Ahead



WestLB AG Structured Finance Europe

Hugo Teixeira

16/06/2010
Impact of Recent Market 
Developments on the 
Future of Financial 
Modelling 

Page 19

Thank You.
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Contact Data

Hugo Teixeira Phone: +44 207 020 7788 
Fax: +44 207 020 7790
Position: Director
Focus: Credit Analysis & Decision – Structured Finance Europe
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