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Abstract

Ireland has recovered from a historic banking crisis. This paper reviews the policies to restore
order to the Irish banking system. The overall assessment is thaisthauthorities have been
succasful in themanagement of the Irish banking crisis.

On balance, there was a strong focus on stabilising banks (restoring solvency, replacing
management and closing bad banks), but less emphasis on restructuring loans. The Irish banks
are not yet healed with 25 per tef nonperforming loans. A small but important group of
highly indebted households and firms cannot resume consumption and investmeotebt
overhang. Intensifying write offs of bad loans would broaden the economy recovery.

The Irish taxpayers havieeen brave in shouldering the full costs of recapitalising the Irish
banking system, while part of the resulting stability benefits accrued to the wider European
banking system. In the new Banking Union setting with ECB supervision for the largarearo
banks, we recommend that the European Stability Mechanism (ESM) should directly recapitalise
troubled banks after resolution measures are taken. The ESM would then become an effective
vehicle for risk sharing and cut the basdwvereign loop.

! | am grateful to CBI and IMF staff for the provision of data and useful factual comments. Any opinions are those
of the author.



1. Introduction

In the wake of the Global Financial Crisis, Ireland faced its own banking crisis after the bursting
of the propertybubble. Thepropertyboom, fuelled by domestic and crdssrder banking credit,

did not only lead to unsustainabtesidential and commeamti real estateprices but also to
massive new construction. This resulted in lossel@e commercial real estat@ansof over

50 per cent. To restore the capital base of the Irish banking system, the Irish government
provided up to !64 bn to the bank§éamounting toabout40 per cent of GDR)As taxpayers had

to fund this new capitalseveralquestion ariseHas the Irish government been successful in
stabilising the banking system? Are the bank balancesstleaned up? And ultimatelyhatis

the so@l returnon this massive government investmeAg?the Irish economy is turning the
corner, it is timely to answer these questions.

This paper providea highlevel overview of the crisis managemdntthe Irishauthorities. For

this postmortem analysis, wadoptthe classicaldramastructure ofthree actsthe setup, the
confrontation and the resolutiofhe first actconcernsthe rurup to the crisis. The Minsky
theory of the credit boorhust cycle is applied to the Irish setting (Minsky, 1986). The second
act covers the stabilisation of the Irish banking system. ddigontationinvolved OhighO drama
with the closure of two of the six Irish banki$ie takeover of a smaller bankand the
establishment of a bad asset age@ur consecutive rounds of recapitalisation were needed to
bring the remaining banks back to solvencye Thsh authorities have finishedighactlargely
successfylas confirmed by the ECBomprehensive Assessment in October 2014. The two
broad banks, Bank of Irelanénd Allied Irish Bankshave passed the test, while the smaller
building society, Permanent TSB, is in need of some further capital. The third and firsl act
aboutthe healiig of the Irish bank3W/hile much has been achievedir assessment suggests that
the climax is not yet reached. Bank balance sheets still carry up to 25 pef menperforming
loans. This legacy is not only holditigckbanks in new business, but aladebted households
and firms. Firms and households faced with debt overhang suppress new investment and
consumptionMyers, 1977; Mian and Sufi, 2014)

The paper draws several policy lessons from the Irish crisis management. First, the establishment
of the bad asset agency, NAMA, serves as an international example of successful management of
bad assets. Secorttie assessment of capital shortfab®uld becomprehensive and botteup.

In that way, the full scale of problems becomes clear. Third, wheidprguaxpayers money to

banks, the government should set policy targets for writing off bad loans. In that way, the health
of banks as well as their customéiams and householdgjan be restored. On the latter, there is
some outstanding work for banl@nly when bad loans are appropriately restructured (including
partially written off), the social return on the bank recapitalisations can be fully captured.

More broadly, the Central Bank of Ireland has put in place a macroprudssiicsl framework
to mitigate future credit bootbusts. The decisiemaking can be further strengthened by the
inclusion of external members. Finalthe ECB supervises the large earea banks in the new
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Banking Union. This centralised ECB supervisionodd be complemented with direct
recapitalisation by the European Stability Mechanismen needed and justifig¢dllard et al,
2013; Schoenmaker, 2013#). that way, the bankovereign loop would be cuuch burden
sharing would also have been appraja in the rescue of the Irish banking system, as this rescue
prevented further instability of the wider European banking system.

The paper takes a maefioance approach, an emerging new field in acadéBrannermeieet

al., 2009; Schoenmaker, 20143uch an approach is warranted, as the ultimate objective of
financial stability policies is to promote sustainable economic growth. We refrain therefore from
micro-supervisory issues (see the Investigation Committee, 2011, for a review of the Financial
Regudator). The paper is organised as follows. Sections 2 to 4 contain the analysis of-thge run

the stabilisation and the restructuring of the Irish banks. Section 5 makes an assessment of the
Irish banking policies and draws policy lessons. Finally, Se@&iooncludes.

2. Run-up to crisis

2.1. Theory

The review starts with the macro picture of the financial systéra.global financial crisis has
revived interest in MinskyOs OfinaniziatabilityO hypothesis (Minsky, 1986). In the Minsky
model the events leading up to the crisis start with a Odisplacestenédexogenous, outside
shock to the macroeconomic systean invention or an abrupt change of economic policy about
which investors get excited. Subsequently there are five statesthioom and eventual bust:

1. credit expansion, characterised by rising assets prices;
2. euphoria, characterised by overtrading;

3. distress, characterised by unexpected failures;

4. discredit, characterised by liquidation; and

5. panic, characterised lye desire for cash.

The displacement sets in a boom fuelled by credit. As a boom leads to euphoria, banks extend
credit to ever more dubious borrowers, often creating new financial instruments to do the job.
Then, at the top of the market, some smadédrs start to cash in their profits. The onset of panic

is usually heralded by a dramatic event, such as a bank not being able to meet its obligations.
Losses on loans begin to mount, and the value of the loans falls relative to liabilities, driving
downthe capital of financial institutions. With less capital, financial institutions cut back on their
lending (deleveraging).

MinskyOs financighstability hypothesis highlights the payclicality of the financial system.
Several factors contribute to thso-cyclicality. First, the role of risk assessment is important.
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While risk tends to be underestimated in good times (euphoria with Olow riskd), it is
overestimated in bad times (distress with Ohigh riskO). Moreover, risk can be endogenous. For
example, wen financial institutions sell a particular asset to reduce risk, the price of that asset
may fall further. Second, the amount of debt (leverage) is a key factor explaining the depth of the
financial crisis. The more debt is built up in the upswing, tibeensevere is the deleveraging in

the downswing. This is not only an argument for more equity financing in general, but also for
more equity capital for banks. Adrian and Shin (2008) show that banks have contributed to the
upswing prior to the crisis, byi¢reasing their leverage (more debt; less equity). This resulted in

a declining leverage ratio, defined here as equity divided by total a$béts, Gorton and
Ordonez (2014) stress the gryclical role of collateral. Investorre willing to lend shorterm

(e.g. via repos) against collateral without producing costly information about the collateral
backing the debt. When the economy relies on such informationally insensitive debt, firms or
households with low quality collateral can borrow, generatiogedit boom. Financial fragility

builds up over time as information about counterparties decays. A crisis occurs (possibly

small) shock causes investors to suddenly have incentives to produce inforfatich. and

last, capital requirements plag role. Banks have to keep minimum capital against new loans. In
good times, retained earnings boost capital, which enables banks to increase lending. In bad
times, capital shrinks through losses, which may hamper the granting of new credit.

Expanding onMinsky, Borio (2014) argues that not only credit, but also house prices are
important macradrivers of financial cycles (see also Claessens, Kose and Terrones, 2014).
Figure 1 illustrates how the financial cycle (measured by credit and house prices)ptignthen
business cycle (measured by GDP). The amplitude of the financial cycle over th201370
period is five times that of the business cycle in the United States (US). Moreover, the duration
of the financial cycle tends to be longer than that oinass cycle'

Figure 1. The Financial and Business Cycles the US
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2.2.The macrefinanceside of the lrish crisis

For afull review of the runup to thelrish bankingcrisis, we refer to Regling and Watson (2010),
Honohan(2010) and the Investigation Commission (20I0hesepapers show that not only
macro factors, but alsa weak supervisory approach played an important @tethe macro

finance side, we examinehouse prices and credit growth amportant components of the
financial cyclein Ireland Figure 2 shows thathous prices (i.e. residential propertyalmost
doubled from 2002 to 2008. Commercial real estate prices were also rising fast. The
Investigation Commission (2011) indicates that Ogroupthink® among bankers, supervisors, anc
central bankers may explain that thi@ngers of the strong builgh of house prices were not
appreciated This is a characteristifeature of the euphoria stagm the Minsky model The

strong rise in propertprices lel to massive new constructiom Ireland® With hindsightthe
construction bubble caused a misallocation of resources, aggravating the problems (Gros and
Alcidi, 2013).

Figure 2. Residentiapropertyprices in Ireland
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Note Index of residential property prices, 2002=100.
Source BIS Residential Property Priciatabase

Moving to the second component of the financial cycle, Ireland experienced strong credit
growth, with total banking assets almost tripling from 2002 to 2008 (see Table 1). This credit
growth was fuelled predominantly byedit flows from other EUcountries. Figure8 indicates

% France and the Netherlands, for example, also experienced a housing price bubble, but without a construction
bubble.
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thatdomestic banking assets and third country banking assets (though a very minor component
of 10 percent asTable 1showg grewwith an overall rate of 250 peent over the full period

from 2002 to 2008. By contrast, EU country banking assets increased with almost 400 per cent
over this periodThe relative share of banking assets from oHElércountres rose fron80 per

centin 2002 to 4Qper centin 2007/2008nd is now back &0 percent(see Table 1). Foreign

credit (from EU and third countries) was 50 per cent of overall credit in Ireland at the height of
the financial crisis.

It may be interesting to compare credit growth in Ireland with other -atisgken countries like
Spain and Portugal. Figur illustrates thatboth domestic credit and credit from other EU
countries were growing at a more or less even pace in Spain. Moving to Portugal biSigoves

that credit growth was mainly domestic and marbdsied than in Ireland or Spain. Moreover,
credit from other EU countries went up to 300 in Spain (with the index at 100 in 2002), while
this went up to close to 400 in Ireland. So, Ireland had both higher and more -foedigd
credit growth precedindné global financial crisis than Spain and Portugal.

Table 1 Irish banking system, 2062013.

In! bin 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013
Total assets 600 708 873 1,128 1,412 1,607 1,672 1,577 1,462 1,264 1,124 972
Domestic 366 444 544 719 890 819 872 904 930 743 676 590
From EU 175 202 263 330 388 625 670 570 436 389 328 279
From third 60 62 66 80 134 163 130 103 96 132 119 103
In %

Domestic 61% 63% 62% 64% 63% 51% 52% 57% 64% 59% 60% 61%
From EU 29% 29% 30% 29% 27% 39% 40% 36% 30% 31% 29% 29%

From third 10% 9% 8% 7% 9% 10% 8% 7% 7% 10% 11% 11%

Note Total assets of the Irish banking system are split in domestic, from the rest of the EU and from third countries.
Source Author calculations based on EGructural Financial Indicators.



Figure 3. Bankingassetdreland(foreign vs domestic)
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Note Growth in total assets of the Irish banking systesplit in domestic, from the rest of the EU and from third
countries;Figure represents an index wi2002=100.

Source Author calculations based on ECB Structural Financial Indicators.

Figure 4. BankingassetsSpain (foreign vs domestic)
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Note Growth in total assetsf the Spanish banking systemsiglit in domestic, from the rest of the EU and from
third countries; Figure represents an index with 2002=100.

Source Author calculations based on ECB Structural Financial Indicators.



Figure 5. Bankingasset$?ortugal (foreign vs domestic)
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Note Growth in total assets of the Portuguese banking syistepiit in domestic, from the rest of the EU and from
third countries; Figure represents an index with 2002=100.

Source Author calculations based on ECB Structural Financial Indicators.

It should be noted that the financial cycle components, house prices and credit growth, are
correlated, as 80 peent of the new credit in Ireland went to housing and commercial real estate
(Gerlach, 2014). Asalientfeature of the increase in house lending i$ banks lowered credit
standards. High loato-value (LTV) ratios indicate loose credit standards. While in 2005, only
half of first time buyers had LTV rates above 90 per ceith very few above 100 per cent,
these numbers went up in 2005 and 2006.H&nt twethirds of mortgages to first time buyers

had LTV rates over 90 per cent and one third over 100 per cent (Honohan, 2009).

Jorda, Schularick and Taylor (2014) show in a historical overview spanning 140 years that the
link between loose monetary atitons and booms in mortgage lending and house prices has
become stronger pe¥YW2. Loose monetary conditions are in particular a problem when
monetary policy is largely set elsewhere, for example in a monetary union, like EMU, or in a
currency board, li& Hong Kong. Applying the Taylor rule, Jordtaal. (2014) estimate that the
policy interest rate was 5 to 10 pegnt too low for Ireland and Spain during the 12998

period. The level of mortgage debt to GDP in each country subsequently doubledpadbef

about eight years. Next, the house price to income ratios in Ireland and Spain roseEB$%5%
over the same time frame.

More generally, Jordat al.(2014) show that the 20th century has been an era of increasing Obets
on the houseO. The stroiigerin aggregate private debt over GDP in many Western economies

in the second half of the 20th century has been mainly driven by a sharp increase in mortgage
debt (see Figure 6)Mortgage credit has risen dramatically as a share of banksO balance sheets



from about one third at the beginning of the 20th century to about two thirds today. The next
sectiors indicatethat the restructuring of mortgage loans appears to be one of the most intricate
challenges in the crisis management of the Irish banking sector

Figure 6. Household debto-GDP ratio in Europe, 2014
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Source Central Bank of Ireland, MactBinancial Review, 2014l

3. Crisis managementbstabilising banks

The management of the Irish banking crisis happened in several stages. In the firgshatage,
emphasis was on public policies to stabilise the banking system. In the second stage, the
restructuring of loans to firms and households (mainly mortgages) took centre stage. Although
the two stageare interrelated, we make this split for analytimatposes. Figure iflustrates the
banking system anpublic policies whereby the first arrow reflects the first stage and the second
arrow the second stagghis section discusses public policies to stabilise the baskistgmand

the next section analyses the restructuring of bank loans (Ohealing the banksO).

It is important to note that stabilising and restructuring the banking system is only an
intermediate objective in the overall policy framework for the monetary andcfadasystem
(Schoenmaker, 2013b). The ultimate objective of the government and the central bank is stable
economic growth. Nevertheless, the credit channel theory stresses that an efficient working
banking system is crucial for economic growtBelnhanke 567 Gertlet" 1995J So, the
effectiveness of Irish policies to stabilise and restructure the banking system should be judged on
their contribution to resuming stable economic growth in Ireland.



Figure 7. Public policies and thianking system
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3.1. Blanket guaranteandearly recapitalisation

The global financial crisis started with the fall of LehmBrothers on 15 September 2008. This
panic stage of the Minsky modput pressure on wholesale funding of banks, including Irish
banks. In response the Irish government introduced a blanket guaramsiggeme covering
virtually all Irish bank liabilities or80 September 2008 (Gerlach, 2014). The original assumption
was that the guarantee scheme had to cover liquidity problems at banks (Investigation
Comnmittee, 2011). But as almost always, liquidity problems forebode underlying solvency
problemsat the troubled banksn contrast, most other European countries as well as the US
provided only government guarantees for new borrowings or injections of piedave ordinary
shares.

The underlying solvency problemsand subsequent capital injectiongere revealed over an
extended period of@boutthree years from late 2008 to 201(see Table 2)Whereas the
groupthink prior to the crisis led to a massivelyerheated property markbtilding up over
several years (the euphoria stagealsotook some time to grasp the full scale of the unfolding
banking crisiqthe distress and panic stageSgveral factors contributed to the slow recognition

of bank loarloss estimates (Honohan, 2012): 1) the slowness of bank management to face up to
the scale of the losses; 2) inadequacy of management inform@idaclining property prices,

and 4 importantly, the inherent uncertainty about the ability of debtoremtace loans where
collateral fell well below loan amounts (negative equity).

Table 2 provides an overview of the recapitalisation efforts (Honohan, 2012). The iniiial cap
injection in phase 1 was3.5 bn for Bank of Ireland (BOI) and Allied Irish Ban(AIB). In the

face of continuing outflows, Anglo Irish Bank (Anglo) was nationalised in early 2009 and
received a capital injection of ! 4 bn. Pha®estarted with the creation of the National Asset
Management Agency (NAMA) to take care of the largentod@o property developers. By
purchasing the large property loans at Gterg economic valueO, banks had to recognise
prospective losses. The first tranche of larger property developer exposures was valued first



(phase 2A) and the full NAMA sample latgghase 2B). A similar exercise was done for the
smaller loans to SMEs and mortgages to households, which stayed on the balance sheet of the
banks.

In a topdown stress test exercise, the Central Bank of Ireland estimated loan losses for the
NAMA and norNAMA loans of the Irish banks. The subsequent calculation of the capital
shortfall is known as thBrudential Capital Adequacy Review (PCARhe March2010 PCAR
amounted to ! 32 bn.

Table 2. Recapitalisation of Irish banks, 26@911, (in ! bn)

BOI AIB Anglo INBS EBS ILP Total
Phase 1: Early 2009 3.5 3.5 4.0 11.0(14%)
Phase 2A: March 2010 (PCAR 2.7 7.4 18.0 2.6 0.9 31.6(40%)
Phase 2B: September 2010 0.0 3.0 7.3 2.8 0.1 13.2(16%)
Phase 3: March 2011 (PCAR)| 5.2 13.3 15 4.0 24.0(30%)
Total 11.4 27.2 29.3 5.4 2.4 4.1 79.8(100%)

Source Honohan (2012).

3.2. Expiration of guarantee and further recapitalisation

The blanket government guarantee was for 2 years, expiring on 30 September 2010. Due to
maturing bank paper and noenewal of deposits, emergency liquidity assistance (ELA) was
needed from the Central Bank of Ireland. The backipgof the banking systemmoved thus

from the government to the central bank (whicluésfactoalso government guaranteed). The
growing ELA as well as reliance of the Irish banks on Eurosystem fundingnet sustainable

as central banks should not use liquidity assistanceofoyp ailing banks for a longer time

Due to thegovernmerfddack of market accesthe EUIMF Programme of Financial Support

was meant to provide the Irish government with sufficient funding to adequately recapitalise the
Irish banks. Importantly, theufopean Financial Stability Facility did not recapitalise the Irish
banks directly, but provided funds to the Irish government for bank recapitalisation.

A contentious issue was, and still is, the burden sharing of bondholders in the recapitalisation.
While subordinated bondholde had born losses of ! 15.6n (Honohan, 2012), senior
bondholders were exemptedhe IMF negotiation mission and the Irish authorities were
preparing a proposal to involve senior bondholders. @prévent contagion effects bash and

other European banks, the ECB pressured the Irish government to bail out senior bondholders.
The US Treasury Secretary also urged the Irish authorities to egsempt bondholders because

of fears of the potential negative effects on the CDXketsfPisaniFerryet al, 2013).

As part of the EUUMF Programme, Ireland had to do another PCAR exercise. But this time a
more granular bottormp approachinvolving external consultantsvas requiredMore stringent



conditionswere applied: lhigher percentage capital ratios; 2) higher projectg@ed loan
losses; 3) buffer for post year loan losses; and 4) projected losses from sellingo@nassets
(deleveraging). TheCAR2011 exercise led to an additional capital injection of ! 24 bn.

Table 2 summarises the overall capital injectiansounting to ! 80 bninto the Irish banks
whereby ! 64 bn was provided by the government and ! 15.5 bn from exchanges on
subordinated debt and some private eqtifie first conclusion is that the capital injections
were done in several rounds. Next, it is clear thatomprehensive assessne(®PCAR) leado

larger estimates than dmbc calculations. Finally, a botteap approach with loaby-loan
estimates by an independent third partyhas beeninstrumental in getting the full picture. A
parallel may be drawn with the ECB Comprehensive Assessment, which also employed a very
detailad estimation of loan provisions as well as external consultants.

3.3. Nationalisatiorn/ mergers

While all Irish banks were involved in residential and commercial property lending, Anglo and
Irish Naionwide Building Society (INBS) were the most aggressive both in growth and riskiness
of the property portfolio (Investigation Commission, 2011). Anglo was active in commercial
property, while INBS was involved in speculative site finalMdereover, hesetwo bankswere

found to havesevere shortfallsh corporate governance. To prevent throwing good money after
bad, the government decided to nationalise Anglo in January 2009 and INBS in August 2010.
Anglo deposits were moved to AIB, and INBS depositsighlLife and Permanent (ILPThe

two banks were subsequently merged into the Irish Bank Resolution Corp@aRs), which

was put in special liquidation frebruary 2013.

Next, the banknsurance conglomerate ILP was split. The profitable insurandelrish Life
was sold on by the government, and the banking pariveztestate aid and was renamed
permanent TSB(PTSB) Finally, the smallishEducational Building Society (EBS)eeded
substantial capital injections and had to restructus like theother Irish banks with state aid
underEuropean Commissicapproved plandts restructuring was to merged irtp AIB in July
2011.

The result of these liquidations and mergers is a domestic banking system with six banks turning
into a consolidated (andoncentrated) system with two broad banks, BOI and AIB, and one
small bank, PTSBThe surviving banks had to rebuild profitability through cutting operations
costs and some widening of interest margMereover, the foreigitowned residenbankshave
stopped or substantially downscaled their banking operations in Ireland.

% It should be noted that the ! 80 bn estimate of Table 2 only deals with the six Irish banks covered by the blanket
guarantee of the Ifisgovernment. A further ! 40 bn can be added for losses by thdrisbnbanks (McArdle,
2012).
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4. Restructuring Bhealing banks

After stabilisation, the next stage in crisis management is to restructure banks in oeti@mto

their businesgo viability . First, the restructuring ohealing of banks involvethe splitting of

good and bad asseft3nly whenits bad assets argritten down and/ohived off,abank carstart

to plan for the future. Next, banks may need to downscale their operations (deleveraging) living
up to the new rditly of a smaller banking system, as the banking system had outgrown itself
prior to the crisis. Finally, restructured banks may then resume their core function of providing
credit to firms with positive NPV investment projects anthouseholds wanting touy a house

on the basis of reasonable LTV rates

4.1. NAMA

In 2009, the National Asset Management AgeriBlAMA) was set up as agency of the
Department of Finance to deal with the bad assets of the banks. The Irish banks were allowed to
transfer property related loans to NAMA at a discount. Table 3 shows that banks transferred
loansof ! 74 bn at a discount of 5@ercent.Only loans in excess of | 20 mweretransferred.

There was a plan (NAMA II) for the transfer of smaller commercial real estate loans out of the
banks, but the government elected in @011 decided not to proceethe latter was not
appropriateThe great advantage of transferring bad assehat banks had to recognise losses

on these loangarly on The sale of loans to NAMA at November 2009 values protected the
banks from any further deterioration of the Irish property market (NAMA Review, 2014).

Table 3. Transfers by the covered Irish banks to NAMA, (in ! bn)

Transfers to en@011 BOI AIB IBRC Total
Nominal loan value 9.9 21.3 43.0 74.2
Discount 43% 56% 61% 57%
Transfer value 5.6 9.4 16.8 31.8
Realised Loss 4.3 11.9 26.2 42.4

Note Only five of the six Irish banks (see Table 2) participated in the NAMA prodesgo and INBS merged into
IBRC. EBS was acquired by AIB.

Source NAMA Review (2014.

Within some overall targets, NAMA had the freedom to time the selling of its assets. As the
London property market recovered first, these assets were intiigippsed. Irish properties

were disposed at a later stage, when the Irish market recovered. This freedom to run down the
portfolio, depending on market circumstances, worked very well so far (NAMA Review, 2014).

Almost 60 per cent of the bad assets wekertaover from the most troubled banks Anglo and
INBS, which also had the largest and riskiest commercial real estate portfolios. This is reflected
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in the higher discount rate of 61 per cent for IBRC (the merged entity of Anglo and INBS).
Unfortunately, NANMA could not help for the smaller commercial residential loans (below ! 20
mn) and the mortgages.

4.2.Small loans

But what happened to the remaining loans in the banks? Figure 8 illustrates tpatfiooming

loans (NPLs) as a percentage of total loans anehigh for Ireland at 25 per cent in 2013. NPLs

are usually well below 10 per cent. The other cigsikcken countries have NPLs at 15 per cent
(Italy) and 10 per cent (Spain and Portugal). Irish banks have ligenprovisions for NPLs at

53 per centin June 2014. But write offs as a percentage of provisions are extremely low at 5.2
per cent in June 2014 (data obtained from the Central Bank of Ireland). The emerging picture is
that banks have made provisions for losses in their accounts, but aheldiillg outto write

down bad loans. Households (as takers of mortgages) and firms (in particulay &wlEhus
burdened with a large debt overhang. This debt overhang is a drag on consumption and
investment (Main and Sufi, 201Myers, 1977.

Figure 8. Non-performing loans in selected countries, 2@043 (% of total loans)
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Note The data cover gross value of loans on which payments of principal and interest is past due by 90 days or
more as a percentage of the total value of the loan portfwiauding nonperforming loans, and before the
deduction of specific loan loss provisions). Data are not strictly comparable across countries.

Source OECD Economic Surveys: Spain 2014

196"



Looking to property loans in more detathe smallcommercial propéy loans (below ! 20
million) and mortgages stayed on the balance sheet of the Irish Gaiks. 4 indicates that
commercial real estate (CRE) loans and mortgages agtimalmost ! 160 bnat end 2013,
while table 3 shows that about ! 74 loi large CRE loans was transferred by end 2011 to
NAMA. About two thirds of property loans thus stayed on the balastoeets of the surviving
banks.

Table 4. Outstanding loans and impairments of Irish banks; 2618, (in ! bn)

Outstanding loans Impaired loans
BOI AlIB PTSB Total Impairment rate Impaired loans
Mortgages 516 407 29.0 1213 177% 215
CRE 1638 197 365 56.9% 208
SME 136 137 273 251% 6.9
Corporate 7.8 4.3 121 251% 3.0
Consumer 2.8 4.3 0.3 74 6.1% 04
Total 926 827 293 2046 25.7% 526

Note Only five of the six Irish banks (see Table 2) participated in the NAMA process. Anglo and INBS merged into
IBRC. EBS was acquired by AIB.

Source Annual report2013 of banks for outstanding loans; Central Bank of Ireland for impairment rates; there is
only a joint impairment rate for SME and Corporate available

With an impairment rate of 18 per cent for mortgages and 57 per cent for CRE, more than ! 40

bn of impaired property loans are still in the banks. While they have substantial loan provisions

for impaired loans (53 per cent at June 2014; data from Central Bank of Ireland), banks have not
yet taken write offs. If they would take writdfs, the lossewould crystallise.

Table 4 and figure 9 also provide details of outstanding loans for the other sectors. SMEs count
for 13 per cent and corporates for 6 per cent of total loans. The NPLs are also broken down by
sector. Figure 10 shows that NPLs have iaseel to about 25 per cent for SME, corporate and
consumer loansWhile Irish SME and corporate debt has been declining in recent years, the
sector is still highly indebted (Mac#éinancial Review, 2014 1)t should be noted that SMEs,

that are not active in the property sector, could also have property loans on their books. McCann
and McIndoeCalder (2014) show that about 20 per cent of-rea estate SMEs has property
exposures, aggravating the debt oeedp problem. These SMEs have a 5 per cent higher
probability of default than SMEs with only debt related to their core enterprise activity.

Banking data cover only SMEs and corporates with a loan. Survey data indicate that 34 per cent
of SMEs hasno debt,while a further 50 per cent has debt of less than one third of turnover
(McCann 2014) Table 5 shows that the remaining 16 per cent has higher @eloksbt to
turnover ratio of more than one thirdh particular, the medium sized firms are at risk with
higher debts of 23 per cent. More than half of this latter group hasaedebt to turnoveratio
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of greater than on€€ombining Table 4 (25 per cent of tmare impaired) and Table 5 (pér
cent of SMEs has a loamdicatesthat 165 per cent of SMEs has arrearsitsloans.

Figure 9. Outstanding loans by sectend2013(% of total)
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Note The data cover outstanding loans of the Irish banks.
Source Table 4

Figure 10. Non-performing loans by sector, 202014(% of total loans)
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Note The data cover gross value of loans on which payments of principal and interest is past due by 90 days or
more as a percentage of the total value of the loan portfolio (includingperforming loans, and before the
deduction ofspecific loan loss provisionsfhe weighted average of NPLs for the total banking sector is 25 per cent
for 2013, as shown in Figug

Source Central Bank of Ireland.
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Table 5. Debt to Turnover by firm size (as %)

Size Zero debt O0to 1/3 1/3to 1 >1

Micro 36.1 49.8 8.3 5.9
Small 32.2 52.9 9.4 5.4
Medium 32.4 45.0 11.0 11.7
Total 33.8 49.9 9.3 7.0

Note Rows sum to 100.
Source McCann (2014).

4.3. Mortgages

Mortgages arethe mostimportant component of bank balance shestss9 per cent of
outstanding loans (see Figurg 8salsoindicated in Section 2Ve therefore examineortgage

in arrearsin more detail. Mortgage arreaes a percentage of total outstanding mortgages
balances are very high at per cent for principle dwelling hous¢éBDH) and 36per cent for

buy to let houseBLT) endSeptembeR014 (CBI, 2018). These figures for mortgage arrears

are given for all arrears, including arrears up to 90 days. NPLs contain only arrears at 90 days or
more. The NPL figure is 16.5 per céat PDH and 30.5 per cent for BTL. The weighted average
NPL for mortgages is 19.5 per cehixternal asset management, like NAMA for commercial
property loans, should have been considered for distressed mortgages. That may have acceleratet
their resolution.But the ECB madesuch schemefinancialy unattractive as it limited ECB
funding to banksly, excluding resolution vehicles

The composition of the arrears is also important. Panel A of Figure 11 indicates that the
proportion of mortgages with arrears over 2 years (720 days past due) is growing and well above
20 per cent for both categoriesarfel B shows that this category is very large with about 75 per
cent of arrears in value terms for both categories.



Figure 11. Mortgage accounts in arrears by duration

Panel A: Mortgages in arrears as a percentage of total mortgages in (@uedysr)
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Panel B: Mortgages in arrears as a percentage of total arrears (value)

per cent per cent
Principal dwelling Buy-to-let
houses
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Note DPD means days past due.
Source Central Bank of IrelandViacroFinancial Review2014| and20141l



While banks seem to be on track to meet the Central BankOs k&#dRTs for restructuring
mortgages, the impact is limited. It is telling that the largest component of restructures is arrears
capitalisation This component amounts @6 per cent of the number of restructured PDH
mortgages reflecting 47 per cent of rastured PDH mortgages balanc@SBI, 2014%).
Capitalising arrearsloes little to reduce household indebtrieS8anks are thus more or less
rolling over rather than writing off mortgages. Beck (2014) observes that antiquated insolvency
laws prevered a proper workout of noeaffordable mortgages and restructuring of viable
enterprises.Reforms of personal insolvency were enacted in late 2012, which included a
shortening of the discharge period for bankruptcy from the former penal 12 years to 3 years.

While household debt has increased at a fast pace in the run up to the bursting of the bubble in
2008, the decline in household debt is slow. Figure 12 shows that household debt levels remain
high at 190 per cent of disposable income. The level of Irisisdimid debto GDPis only

second to the Netherlarida the European context (see Figure 6).

Figure 12. Household debt
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Source Central Bank of Ireland, MactBinancial Review, 2014l

Again banking data only cover households with a mortgébere are some 1.650.000 private
households in Ireland (Irish Central Statistics Office). The number of outstanding PDH

T

4 While the housing market shows some signs of recovery (M@oancial Review 20141), the number of
transactions is still thin compared to the boom dayX066"

® The high mortgage debt in the Netherlands can be explained by the generous interest rate deductibility for income
tax. As the effective interest payments are only half of the nominal amounts (with a marginal income tax rate of
about 50 per cent)hé Dutch mortgage debt at 120 per cent of GDP is about twice the European average of 60 per
cent (see Figure 6).
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mortgages is about 760.000, with 118.000 of these mortgages in arrears (CB), 3@]4p to
7.2 per cent of Irish households have ertigage in arrearé@s some distressed households have
more than one mortgage outstanding)

4.4.New lending

New lending to domestic neimancial corporationsemainsextremelyweak with interest rates

at slightly aboveés per cent for loans up to ! 1 milliofsee Figure 13 SMEs, which have limited
access to other sources of finance, face thus a high lendingeat®on 3.3 explains that the
Irish banking sector has become very consolidated with two broad banks and one small bank
remaining. In response, the public authorities have taken several initiatives to sofgpata

SME financing (MacreFinancial Revier, 2014Il). The recently launched Strategic Banking
Corporation of Ireland will lend to SMBEga the bank®on longer and more favourable terms
than currently available. The Strategic Banking Corporation of Ireland will have 1800 million to
lend and will ke initially financed by the German Promotional Bank (KfW), the European
Investment Bank (EIB) and the Ireland Stgit Investment Fund\Next, the National Pension
Reserve Fund (valued at ! 6.8 bn) is beingoreented from a longerm pension fund to a
domesticallyfocused investment fund, the Ireland Strategic Investment Fund (ISIF), to support
economic activity and employment.

Figure 13. New lending by banks to NFCs
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Note This chart shows lending by credit institutions resident in Ireland tossaeoNFCgnon-financial corporates,
which consists of SMEs and corporatdssh NFCs represent about 87 per cent of the sample.

Source Central Bank of IrelandMacroFinancial Review, 20141
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5. Assessment and glicy lesons

The previous sectionsontaina highlevel overview of the ruup to the Irish crisis and the
subsequent crisis managemeéFtis section providean outsiderOs assessment of Irish banking
policies from a macréinance pergective. Figure 7 above highlightisat the effectiveness of

Irish policies to stabilise and restructure the banking system should be judged on their
contribution to resuming stable economic growth in Ireland. Are firms and households ready to
resume investment and consumption?

We will also draw policy lessonsom aninternational perspectivelhis section follows the
structure of the earlier sections: 1) preventnecrgrudential policy; 2) stabilising policies; and
3) restructuring policies.

5.1. Macroprudential policy

The dangers of the building up of the strong housing buliidled by abundant crediwere

neither appreciated by the banks nor by the authorities. Ireland was not unique in this respect. A
similar assessment cafor examplepe madéor the US and Spa. Threefeatures stand out in

the Irish case, as described intgmc 2. The first is the OgrabmkO among higtanking
policymakers and bankershe second is the loosening of credit standards on mortgages, with
LTVs well above 90 per centhethird is the strong contribution of cre®rder banking flows

from other European countries.

External viewscan be helpful to counter graimink. External reviews, such as the regular IMF
Article 4 Mission, are useful, but can sbik ignored by the authoes. Ireland participates in the
European Systemic Risk Board (ESRB), which can provide warnings and recommendations, and
in the ECBOs Financial Stability Committ&ae ECB can tighten macgrudential tools, if it
believes that a country sets them too.ldWwe ECB has only this power for CRR/CRD IV related
measures like the countercyclical capital buffer, but not for important tools such as the LTV and
LTI ratios. The most powerful mechanism to counter groupthink is to incorporate external views
in the deasion-making process of macroprudential policy. The UK Financial Policy Committee
provides an interesting example, with four external members, including one fbesgd.

With a onesizefits-all monetary policyfor EMU, country specific maoprudential plicy is

very important This also applies to Ireland, whose contribution to the-atea is less than 2 per
cent. So, monetary policy is thus not set to Irish conditionsdbuiactoexogenous. This is
similar to Hong Kong, where the Hong Kong dollar is linked to the US dollar and the Hong
Kong Monetary Authority (HKMA) runs a currency board. To contain housing and real estate
prices, the HKMA follows a tim&arying LTV policy (HKMA, 2011). When house prices rise
too fast, the HKMA reduces the LTV ratio to constrain credit availability and vice versa.
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The LTV ratioswere atthe high end in Ireland, just as in the Netherlands, resulting in a high
mortgage debt to GDRatio. LTV ratios & 95 or highemwere not uncommanas documented in
Section 2 But more recent evidence suggests that such high LTV ratios have become less
common (see Table 6nternational experience suggests maximum LTV ratios of 80 to 90 per
cent.In a consultation gzer, the Central Bank of Ireland (2014a) propdsea®strict lendindy
banksfor primary dwelling purchase above 80 per cent LTV to no more than 15 per cent of the
aggregate value of the flow of all housing loans RIDH purposes. Furthermore, lower
thresholdis proposed foBTL mortgagesrequiring banks to limit BTL loans above 70 per cent
LTV to 10 per cent of all BTL loans, as purchasing properties for investment purposes is riskier.
These proposals are sensible to limit the risk from -beerowing We assume that the LTV

caps will be applied to all mortgage providers (not only banks)farier suggest applying
dynamic (timevarying) application of the LTV ratios (see below).

Lower LTVs (and thus less debt) are only possible, when householdsuféigent savings for

the necessary equity component. Germany has an interesting system of Obausparen®, whic
encourages German households to accumulate savings for buying theirArmiber example

is Canada and Switzerland, where households can dnathieir own pension fund assets for
equity financing of their first house.

Table & LTV and LTI ratio breakdown on new PDH mortgage lending in 2013

% of the euro % of the % of the euro % of the
LTV ratio amount of number of LTI ratio amount of number of
new lending new loans (times) new lending new loans
Over 90% 12 11 Over 4.5 7 6
Between 85% 23 21 Between 4 6 5
and 90% and 4.5
Between 80% 9 3 Between 3.5 10 9
and 85% and 4
0,
80% and 56 60 3.5 and 77 30
below below .

Source Central Bank of Irelan014g).

More broadly, the macroprudentialithority is at the minimum responsible to increase the
resilience of the financial system against financial sh¢s&s also CBI, 2014a¥sersbach and
Rochet (2014) go furthepreferring countercyclical policies to constrain financial booms, which
arelargely related to housing and property mark&tsey recommend Ostabilisation of the credit
cycleO as aim of macroprudential polidghe countercyclical capital buffer (which is
implemented as part of the CR[Package) and the LTV ratio are based on #stdence of the
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borrower. So domestic banks and foregmnedbanks operating in Ireland face the same capital
buffer and LTV ratiofor Irish borrowersIn that way,the Central Bank of Ireland can contain
domestic as well asrossborder bankingredit smultaneously.

Policy lessons

1. The Central Bank of Ireland, as macroprudential authority, should aim to stdbdise
credit and housing cycle. It should adoger aliatime-varying LTV ratios, which in the
long run should not exced® to90 per cent.

2. The Central Bank of Ireland may considestablishinga formal Financial Stability
Committee with external members. A separate committee with published minutes also
increases accountability.

5.2. Crisis managementstabilising banks

From the start of the gla financial crisis, the Department of Finance and the Central Bank of
Ireland have been practive to stabilise the Irish banksThe outcome of th ECB
Comprehensive Assessmestiows the success of the Irish authoriti€se two broad Irish

banks, BOI and AIB, passed the test, and only the small bank, PTSB, experienced a capital
shortfall

In this highlevel review, we cannot assess whether the blanket guarantee of Irish bank liabilities
to address wholesale funding pressuvas apprpriate (see Investigation Commission, 201t)

may haveserval its purposenitially, but it forestalled timely resolution with burden sharing by
creditors With hindsight, the expiration of the twe@ar government guarantee was a watershed

in the Irish fanking crisis. While an expiration of a guarantee is generally a Otipping pointO, there
was no clear exit strategy of the guarantee.

A contentious issue in the early days of the crisis management was the handling of senior debt
holders: writing down to absorb losses or rescuirgpcause of contagiorAt the time, the
contagion concerns were reak Bat as it mayif the ECB(and otherslike Brussels and the US
Treasury Secreta)yyargues for protecting senior debt holders because of potential contégion

the wider European banking system, then the costs should be borne at the Europdaadevel
Goodhart and Schoenmake&t009,on burden sharind) But European and IMF support was

® A distinction can be made between general and specific burden sharing. General burden sharing is based on some
fixed key, such as the ECB dtg key used by the ESM, while specific burden sharing is based on the location of

the banking assets (in this case Ireland for the six Irish banks). To the extent thadeEfinancial stability is

affected, general sharirig preferable. When only stdity in the countries where the bank is located is affected,
specific sharings the preferred solution. Goodhart and Schoenmaker (2009) argue to apply a division of general and
specific sharing, depending on the relative stability concerns.
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channelled to the Irish government, which subsequently rescued thedniks ¢n its own risk

and account. That is clearly a policy mistake. The 8#iff (Allard et al 2013 recommends

that the European Stability Mechanism (ESM) should recapitalise banks directly, and not
through the books of the government. SimilatBgodhart and Schoenmaker (2014) argue that
the ECBinstead of the national central bardtsould provide Emergency Liquidity Assistance
(ELA) to banksunderECB supervisionn the new Banking Unian

More generally, the financial trlemnsuggests that authites have to choose two out of the

three objectives of financial stability, crelssrder banking and national financial policies
(Schoenmaker, 2013a). With the advance to Banking Union, a choice is made for supranational
financial policies, which should not only lag@plied to banking supervision (micro component)

but also financial stability (macro component).

Next, helrish authorities set up NAMA to deal with bad property loans in excess of ! 20 mn.
The establishment of NAMA was instrumenial the successful nmagement ofthe Irish
banking crisis. It allowed the banks to recognise fully the losses on these loans, and thus
removed an important source of uncertainty for the banks. Next, the government set only overall
targets for NAMA in its resolution of the badsets. The relative freedom in running down the
bad loan portfoliallowed NAMA to ralise a relative good price for @ssetslisposals

The recapitalisation of Irish banks happened in several rounds. Earfjowop calculations
appeared to be impreciaad insufficient, which is of course partly due to fact that the full depth

of the crisiswas not yet known. Acharyat al (2011) advisgtherefore,to slightly overdo
recapitalisationgnd overcapitalise bankas a neregret policy. Any excess fundsn later be
returned to the government, while the probability of further capital shendaleduced. Nexia
bottomup approachpreferably aided by independent consultais needed to assess the full
scale of the capital needs. The second PCARelland was bottorup. The Dutch government
followed a similar bottorup approach, when it provided a 90 per cent guarantee of INGOs Alt A
portfolio. To ensure an appropriate price for the guarantee, the government had (in secret) hired a
consulting agencyor a valuation of the US housesderlying the Alt A mortgages

Policy lessons

3. In the new setting of the Banking Union with ECB supervision of the largeazaeo
banks, the ECB and the ESM should provide directly the liquidity and capital backstop to
thes large banks when needed.

4. lIreland followed international best practice by setting up NAMA asset management
agency to run down the bad assets of the Irish baigasing bad asts from bank
balance sheets isstrumental in the path to recovery.
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5. Assessment of capital neeflsr troubled banksshould be comprehensivaided by
external consultantand ideally bottorup. Ad-hoc assessments may lead to repeated
rounds of recapitalisation.

5.3. Crisis managementrestructuringbanks

The next step after stabilisation is the restructuring of the Irish banks. The restructuring involved
rearranging the banking system and cleaning the balsineet (Ohealing®). On the banking
system, the authorities took several decisions on closures amgnsiAs Anglo Irish and the
smaller INBS appeared to be beyond salvage, it was a good decision to put these banks into
liquidation. Another decision was to find a safe haven f&SEa small building society. ES
became a subsidiary of AlBhe result$ a twapillar banking system, with twbroadbanks,

BOI and AIB, with ! 80 to 90 bn in total loans (see Table 4) and a smallish bank, PTSB, with
only ! 30 bn in total loansWhile a reduction of the oversized banking system of six Irish banks
was clearlyneeded,he twapillar system may leatb too little competition in Irish banking his

may result in high interest rate margins with high borrowing costs and low saving rates fo
business and retail customers

An alternative would have been to merggdSand PTSBbecominga third bankln that setting,

there would be two broad banks with I 70 to 90 bn in assets and one msidrabank with

about ! 45 bn in asgs. Although PTSB is still lossaking, a properly résictured combined
bankcan turn into an affective challenger of the two larger banks. To compare, the troubled SNS
bank in the Netherlands was nationalised as sédone bank and not taken over by one of the
three large banks (ING, Rabobank, ABN AMRORMeTSNS has adopted a challenger strategy in
the pricing of its mortgages, savings and payment services.

Competition from foreign bargwill be very limited in the near future, due to disaster myopia
(Guttentag and Herring, 1984). As the redeish bankirg disaster is still fresh iaverybodyOs
memory, foreign bank managers will not enter the Irish market. The foreign baokds,LI
Rabobank and Danske Bank, are running off their Irish operatiamy. Ulster Bank, which is
part of the RBS Group, is on @d to remain active in Ireland.

Turning to cleaning bank balance siseqirogress is still slow. With neperforming loans
(NPLs) at 25 per cent, there is a lot of work to do for baBlas banks aréholding out to achieve
write backs when the economy turns aroytftls generating returns for shareholders and
distressed debt investorsinstead of writing off bad loansAfter several years of strong
provisioning, banks have busizeable provisions (up to fr cent, which is coming close to
the discount of 57 per cent on the pmipdoans transferred to NAMA)which would allow
them to take write offs
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This Owait and see® approdotbgéarance) comes with a cost, both for the banks and their
borrowers For banks, the outstanding NPLs are a continuing source of uncertainty, which may
refrain them from new lendingThe Department of Finance has recently created a national
development bank, the Strategic Banking Corporation of Ireland, to support lendindsoab sl

time when they have difficulties accessing finance and face financing costs that are higher than
the European average. These challenging credit conditions primarily reflect legacy issues in the
banking sector. The SBCI will lend to SMEs the baks on longer and more favouralikrms

than currently availablat the private banks

For borrowers the debt overhangauses subduedvestment and consumptiqMyers, 1977,
Main and Sufi, 2014)Our calculations in Section 4 suggest thab@r cent of SMEs andZ

per cent of households face payment arreBus.thatis a conservative estimate of firms and
households confronted with debt overhangsase firmsand households struggling withigh
debs still fulfil their paymentobligationsto ther bank. So, up to 20 per cent of SMEs and 10 per
cent of households aseippressingew investmenandconsumptionWhile the Irish economy is
fortunatelyrecovering thereis a twotrack economy withthe majority of firms and households
contributing to economic growth but a significant minostgnding on the sidelines

Ireland appeas to bestruck between the Anglo Saxon system of easy credit provision and the
Roman gstemof strong creditdds rightsnithe US, mortgages were (too) easily provided in the
run-up to the subprime crisis, but indebted households could walk away from their house without
further debt because of the-salled norrecourse mortgages. In the European tradition of gtron
creditoOs rights, Ireland haecourse mortgages aadtiquated personal bankruptcy procedures.

In the wake of its banking crisis, Ireland has already modernised personal bankruptcy
procedures. But it is still difficult for borrowers (firms and households) to free themselves from
old debts. Moreover, it isat in the mindset of bankers to write off loans in an equitable way, as
they are afraid of moral hazard by settingracedent of debt forgiveness.

Nevertheless, the Irish banking crisis can be seen as-affpnastifying a unique programme of
(partial) debt forgivenes§.A governmenvenforced programme of debt forgiveness would free
both the banking sector and its borrowers from lingering legacy issues, broadening the base for
economic recoveryAs banks were recapitalised withxpayersfunds, the arguemt could be

made that banks in turn have the responsibility to write off legacy loans in order to support new
lendingto firms and householdand thus increase the social return on the recapitalisalibes
taxpayerfunded recapitalisations are now isiff partly idle in the banksWriting off loans

should have been set as a condition for thelldB support package.

"It could be argued that this argument was used for the recapitalisation of the Irish banks. Under normal conditions,
the government would not recapitalise the banking sector, but due to the severity of the crisis the government did
recapitalise”
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Policy lessons

6. The Irish authorities took someold restructuring decisionssuch asreplacing
management andclosing two troubled, properignding banks. While banking
consolidation is a key tool of crisis management, it is important to ensure that the banking
system remains competitive pastsis.

7. Taking sufficient provisions foNPLs is a first step to hedlanks. A necessary second
step is towrite off bad loas, to clean up bank balance sheets. On the first step, Ireland
has been practive. On the second, progress is very slow.

8. Recapitalisation of ailing banks may be needed for economic growth. Whenipgovid
financial support to banks, the government should set targets for banks to partially write
off bad loans to corporatemdhouseholds

6. Conclusions

Ireland faced a very severe banking crisis when the credit fuettgaerty bubble burst. Our
overall assessment is that the Irish authoritia@ge been successful in the management of the
Irish banking crisis. This success has been instrumental in the economic ret@langl has
turned the corner.

On balancethere wasa strong focus on stabilising banks (restoring solvency, replacing
management and closing bad banks), but less emphasis on restructuring healmshTbanks

are not yet healed with 25 per cent of ypmrforming loans (NPLsA small but important group

of highly indebted households and firms cannot resume consumption and investment because of
debt overhang. Intensifying write offs of bad loans would broaden the economy recovery and
increase the social return on fhgblicly funded bank recapitalisations.

The Irish taxpayers have been brave in shouldering the full costscapitalising thdrish
banking system. While European authorities argateashgly against loss sharing by senior debt
holders because of contagion fearstfog wider European bankingstem, they did not cover
part of the burdenThat is enjoying the stability benefits, but not paying for it. In the new
Banking Union setting with ECB supervision for the large earea banks, we recommend that
the European Stability Mechanis(ESM) shodd directly recapitalise troubled banks after
resolution measures are tak@llard et al, 2013; Schenmaker, 2013aYhe ESM would then
become an effectiveehicle for risk sharing and cut the basiwvereign loop (the theme of the
conference).

Finally ard importantly, a repeat of the Oirrational housing exuberanceO should be avoided. We
recommend using the new macroprudential tools of countercyclical capital buffers and LTV
ratios in a preactive wayto stabilise the credit cycl&stablishing a financiatability committee

at the Central Bank of Ireland with external members may be helpful to avoid groupthink.
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