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| want to make 4 pm
. On which part ) do | agree
1. On which part_ g
lIl. My practical cc collateral framework
V. Some minor pc about ECB actions and
statements |
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. 1 agree on two impor

e The “small country s __-;'tl"or the ECB

e This consideration ¢ ral management, which is a relevant
component of monete it the effects of collateral should not be
exaggerated, because the risk of the assets remains with the counterparty posting

them.
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1. Here my agreement enc

My understanding of the m

. Banks post governt their liquidity needs, while non-
government assets -f 0 more bonds are available.

. If the haircut grows nt banks suffer an important liquidity

shock and the yield on goverﬂ ent onds Increases significantly aggravating debt

sustainability and creating the risk of default and a financial crisis.
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ize the effect of collateral:

* Isee Land O’s ingeni’
L ed the seeds of the euro

Orphanides in 2017,

crisis ... because of |t .
* The transformatlon of ¢ raI on market equilibrium into

dramatic crisis risk is k jtions, which are factually wrong.
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The two factually Wrd
e Banks depend mostl
needs, for instance t
bank liquidity by me
e Banks are the only

to satisfy their liquidity
posits, by accessing central
erations (L=(1-h)B/r) and
‘nment bonds (G=B/r)

Showing that both assumptions are wrong is easy.
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Fig. 1 Minimal posting of government bonds as
collateral

Credit: based on daily data
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Since Q1 2013, the category "Non-marketable assets" is split into two categories:
"Fixed term and cash deposits" and "Credit claims".
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Table 1. Liquidity depends on ft'he"counterparty
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Hypothetical liquidity levels bruegel
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Fig. 2.1 han 80% of
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The effect of haircut incr

* The haircut is little re
for refinancing, and

e Itis irrelevant for o
large share of purch:

» So the overall effect of changes ir
attenuated.

Jibility, is muted:
‘use bonds in a very limited way

,.|‘|' 3 o
overeign bond market, which cover a

the haircut , up to ineligibility, is
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I1l. My practical conclusions
1.
2.

el
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al framework (1):

nagement.

ng about the use of ratings for the

ns apply to any system foreseeing the
es the eligibility of government paper as

The ECB has a basic probl
Unlike what is claimed, 1
eligibility of governmen
possibility to exclude,
collateral. E >
| am not in principle agams using other sources to assess credit quality.
Stressing the weaknesses of the current system is not enough.

The only possible approach consistent with O and L is the ECB accepting in all
conditions government paper as eligible; bruegel.org
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al framework (11):
| do not think that in all nent debt should be eligible
(Buiter and Sibert 200
| cannot see any bette

for all the others. et
The ECB follows the to “avoid mechanistic approaches that

could lead to unnecessrlly abrupt and large changes in the eligibility of
financial instruments and the level of haircuts that may exacerbate cliff

r"ent one, which is very bad except

effects. The ECB did this for Greece in 2010 and 2020, it allowed the use of
Greek collateral for ELA and uses the best of 3 ratings,. bruegel,org
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IV Some minor points

» There was no tempo
just an adaptation o

« The rating was not
properly communi

| féral framework in April 2020,

preexisted. This was, however, not
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