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4 For the Price of 1 s

Choice of Currency Regime by a Small Open
Economy (Which Tried Them All!)

The Role of the Irish Central Bank and (Lack
of) Contribution to Irish Prosperity by the
Financial Sector

Ireland During the Euro Crisis

Taking Stock (of European Banking Failures
and Ireland’s Boom ‘n Bust)



l. Choice of Currency Regime ¢
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Ireland has within living memory of current policymakers
had;

Currency Board (with GB £ until 1979)

Adjustable Peg (ERM until 1993)

Free Float (Within Euro’s +/- 15% Until 1999)

Currency Union with Rest of Euro Area (Post 1999)
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Patrick’s Verdict (p. 12): “... the choice of regime matters
less than the quality of the accompanying policies. The
Irish history throws light on how things can go well or
badly under either fixed or more flexible exchange rate
regimes..... [re. euro membership] Ireland has probably
done as well in the system as it would have outside.”
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But Could Ireland Have Attracted So Much

FDI Without the Euro?
Net Income on Inward FDI, By Sector 2017 or Latest

Available, €bn

B Manufacturing B Non-Manufacturing
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Source: Eurostat
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Il. Central Banking and The Financial Sector gggﬁ
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The Sources of the Irish Financial Boom Well-Known;

1. Huge private wholesale capital inflows during euro era,
financing rapid domestic credit expansion

2. Low real interest rates in Ireland (and rest of periphery)

3. A shift from sound to speculative banking + breakdown in risk
management and supervisory standards

But why was Ireland boom/bust worse than (almost all)
other crisis countries?



Population numbers Can Be Pro-Cyclical, Too IIE;&
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1. Bulk of job losses occurred before Troika program,
highlighting that international financial assistance
alleviated austerity rather than caused it

2. Loss of “national sovereignty” occurs not at the arrival
of the Troika, but at the time of loss of market

access......... provided that program country can deliver
“decisiveness, determination and home-grown detail”
(p-285)

3. Patrick’s Verdict (p. 345): “My view... is that the terms of
the assistance received and the policy conditionality
accepted were, in the end, as good as could have been
negotiated. Despite our hopes and efforts for better
terms, bluster and public threats would not have
helped.”



Ireland Didn’t in the End Get a Rough Deal 555#
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Initial program interest rates from mid-Dec 2010 were
too high, but ESM Term Sheet from March 25 2011;

“The length of the programme and maturity of the loans will depend on the nature of the imbalances and the prospects of
the beneficiary Member States regaining access to financial markets.....”

“The Board of Governors may review the instruments at the ESM's disposal and may decide to make changes to the
menu of instruments.”

“The pricing structure will be defined in the pricing policy of the ESM, which will be reviewed periodically.”

Bottomline: 3 months into a 3 year program, Ireland had solid
reasons to believe that “program performance would be rewarded’!

And it was - even if ECB cared mostly about reducing ELA and EU
Commission about preventing contagion - through “permanent”
interest rate reductions/maturity extensions of loans, “creative
refinancing” of IBRC Promissory Notes and early repayment of
costlier IMF loans
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Banking Union remains incomplete without EDIS and
reduction in banks’ domestic sovereign bond holdings

Risk sharing would have been improved by single-minded
policy of default/bail-in or collective socialization..... But ESM
patience and funding costs suggest the 39 way will be pretty
attractive, too, in the future!

Central banks must be characterized by: “Clarity and
persistence in pursuing attainable goals consistent with the
legal mandate... At the same time, [central banks] they have
to respect the limitations of their mandates; they cannot
arrogate to themselves the role of government, but have to
work with government.”
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