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Steve Weisman: With European bond markets and financial markets again in disarray, it’s great to have Nicolas 
Véron, a visiting fellow at the Peterson Institute for International Economics and a senior fellow 
at Bruegel, our sister institution, to discuss this volatility. This is Steve Weisman at the Peterson 
Institute. Welcome Nicolas.

Nicolas Véron:  Thanks for having me, Steve.

Steve Weisman:  Why are the markets in Europe in such turmoil?

Nicolas Véron:  The proximate cause, so to speak, has been the announcement of the leaders of Germany, 
France, and then the other leaders of the eurozone considering treaty changes to introduce bur-
den sharing in the case of debt restructuring by private sector participants. 

This has been interpreted by the investors as a signal that they could have to suffer on the debts 
they already hold or that it would basically make conditions for borrowing more difficult for 
those euro area member states that are in difficulty. So therefore, the turmoil and the volatility 
continue as we speak.

Steve Weisman:  The weak economies in Europe, in terms of their debt burdens and questions about their ability 
to pay, are the so-called “peripherals” in Europe. Which countries are those?

Nicolas Véron:  That’s Greece, primarily, which has got an assistance package from the European Union, eurozone 
members, and IMF in April-May. And that’s Ireland, that’s Portugal, and to a lesser extent, perhaps 
down the line, Spain. But at this point, the volatility is very much focused on Ireland and Portugal 
because they haven’t gone through a package of assistance, but they still look very fragile.

Steve Weisman:  The Irish again are now saying that they don’t need such a package? 

Nicolas Véron:  That’s a very interesting dynamic from the past few days really and it’s still ongoing as we speak. 
The number of players would, given the volatility, like to see Ireland accepting a package of 
assistance, because it would change the dynamics of the discussion. And typically the European 
Central Bank is now in the position where people expect that it will sustain the market for Irish 
bonds by buying such bonds and putting them on its balance sheet, and it hates that. So it 
would prefer Ireland to be under an official package of assistance and not having to do the job 
for the politicians, so to say.

Steve Weisman:  And the institutions providing the assistance are still, as in Greece, the European Union, and the IMF? 

Nicolas Véron:  It could be both. It would be eurozone through the European Financial Stabilization Facility 
(EFSF), which was set up during the Greek episode, and the IMF. And it can also be the so-
called balance of payment facility of the entire European Union, which is different from the 
EFSF in the sense that it involves all 27 countries—including the UK, including non–euro area 
countries. So it’s a bit intricate, but basically it would be IMF plus Europe.
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Steve Weisman:  Is it anticipated that this bailout, like the Greek bailout, would at least for now not involve 
restructuring of debts or rescheduling and reducing the burden of debts?

Nicolas Véron:  At this point, if there is an assistance package announced in the next few days, it will certainly 
not involve restructuring of the Irish or Portuguese debt. Ireland is the focus more than Portugal 
in the very short term attention of the marketplace. Now, of course, it’s only a way to buy time, 
if you hold the opinion that this is a solvency problem. If it’s only a liquidity problem, then the 
assistance package is okay and gets you through. But then again, Ireland doesn’t really need it be-
cause Ireland doesn’t need—the government of Ireland, and like perhaps some private sector par-
ticipants—liquidity in the very short term. It says it’s fully funded until mid-2011. So you have all 
these different considerations. But yes, the short answer is: no restructuring in the next few days. 
Even so it remains a possible prospect. Certainly for Greece and possibly also for others.

Steve Weisman:  But the markets and other experts, including some of our colleagues here, do see this as a sol-
vency problem, at least over the long term, that might involve a restructuring. What’s your view?

Nicolas Véron: In the Irish case, it really depends on two things, which are themselves are closely related, and 
one is evolution of the Irish housing market. 

Steve Weisman:  It has to appreciate?

Nicolas Véron:  At least it has to stop falling. This is very familiar to our US audience. As long as there isn’t a 
floor on house prices, you don’t know exactly how bad the situation is in the banking system.

Steve Weisman:  Housing, by the way, is a feature, not of all the crises in Europe, but certainly of Ireland. I 
think you’ve said in Spain as well.

Nicolas Véron:  Ireland and Spain, less so Greece, not at all from other countries. So each country’s story is 
a bit different. But that’s the first factor. If house prices continue to fall, then it’s very bad in 
terms of solvency prospects. If they stop falling or rebound, it’s much better. The other factor 
is growth, of course, because at this point, there is a very severe fiscal consolidation program 
in Ireland. The question is: Can the country grow again sufficiently to restore the revenue 
side of its public finances? This is a key parameter of the equation. Here again, there is no 
certainty as to the future growth prospects.

Steve Weisman:  A moment ago you mentioned that the announcement in Europe about burden sharing in 
future rescues might have been a factor. How did that happen? Walk me through that.

Nicolas Véron:  You know it’s very much a game of signalling. Of course nobody takes official statements 
at face value. But the very fact that you consider the possibility of such restructuring and 
imposing haircuts on the debt that is held by proprietary investors for these countries 
was a big signal. This was new, because so far the rhetoric had always been that basically 
there would be no restructuring and there would be no haircuts. So, this probably had 
been discussed off the record in a number of venues before. But that was a big change in 
the general signalling by the eurozone authorities. Even so, actually it was obvious. The 
official discourse has always been that the current debt would not be affected by these new 
mechanisms. The fact that there was a clear communication at the end of last week, and 
conversely a not so clear communication before, had big market impact.

Steve Weisman:  Some of our colleagues, including Jacob Kirkegaard, argued that it was a good thing to 
be realistic about the future stability of the system—to suggest that one way of enforcing 
discipline, on lenders as well as borrowers, is to say that in a future bailout, the lenders are 
going to have to take their haircut. Why did everybody get so upset about that?
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Nicolas Véron:  I think there are really two key questions, and we don’t know the answer yet, [that] will 
determine the answer to this question. Was it a good thing to raise the issue at that moment? 
One is: Will the outcome of this episode be basically the public policy initiative of talking 
about this mechanism and announcing it and discussing it in the European council? Will 
this precipitate a market crisis and ultimately an assistance package to Ireland? If so, and it 
certainly looked like that last week—and we’ll see how things develop in the next few days—
there will be a perception by at least part of the marketplace that the leaders have really been 
playing with fire and perhaps didn’t envision this market impact. If that is the case, they look 
incompetent and that’s not good. I think we already have a bit of that. 

Steve Weisman:  We already have a bit of a sense that that’s true, in other words.

Nicolas Véron:  Yes. I think that the German authorities, the French president, and more generally the 
decision making process have not projected. They mentioned the past few weeks that they 
knew exactly what they were doing in terms of the market impact of their announcements.

 I think that’s not something I would see as positive. The second thing is, of course, whether it’s 
a policy package that is ultimately agreed upon to bring changes to the European treaty. Is it 
something that will be sufficient to basically complement the policy framework and provide all 
the policy tools necessary to address this sort of crisis? If it’s just a sticking plaster solution, or 
a solution that addresses yesterday’s crisis but not tomorrow’s one, then it means that you will 
need yet another treaty change after this one. And this will be a factor of instability.

 If, on the contrary, it is a comprehensive response to the question asked by investors in the mar-
ketplace, then it’s a good thing. I would be cautious here. There is space for reasonable people to 
disagree on this one, but my sense is that investors have largely become convinced that you need 
a much stronger form of fiscal federalism than is currently envisaged for the eurozone to fix its 
institutional problem. If that’s the case there is a scenario, which is not entirely a good scenario, 
that perhaps in some form or another there is a miracle amendment to the treaties adapted. Such 
a mechanism is introduced, but after the next episode it becomes seen as insufficient. Then you 
have to enter yet another discussion of treaty change. I think this would be harmful for trust.

Steve Weisman:  Let’s be clear. Who are the lenders in this case? They are the major European financial 
institutions, particularly French and German banks, right?

Nicolas Véron:  It depends on each case. If you talk about Ireland, it’s a lot about UK banks. If you talk about 
Greece, it’s much more like France and Germany. So that is the holders. Then you have the people 
who make the market on a day-to-day basis, and this is a different category of factors, because the 
holders generally want to sell, but they have such huge volumes in their balance sheets that they 
basically can sell only limited quantities. Then the people who buy are speculative investors, who 
don’t have a big balance sheet. So, that drives the marketplace at this point.

 You don’t have a big pool of investors ready to buy this category of debt. You only have big pools 
of investors who are ready to sell, which of course is not what you would like to have if you want 
prices to be reasonably priced. So it’s a way to ask a question about the policy options that should 
be considered. In my sense, policymakers should focus on basically ending this buyer strike and 
creating the conditions for large foreign investors to come back to this market and to come back 
to buying debt from these very fair countries. But we’re far from it at this point.

Steve Weisman:  Nicolas, thank you very much.

Nicolas Véron:  Thanks to you for having me.


