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causing panic in Europe. Part II: The regional repercussions. 
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Steve Weisman: Cyprus has rejected the terms of a bailout deal imposed by the Europeans and by the 
International Monetary Fund, creating turmoil in the markets, worries about contagion, 
and a feeling that the European financial and economic crisis has returned. This is Steve 
Weisman at the Peterson Institute for International Economics with two of our great senior 
fellows who have a little bit of a difference of views about what has happened and what 
should happen. With me is Jacob Kirkegaard, senior fellow, and Nicolas Véron, a visiting 
fellow who is also with Bruegel, based in Brussels.

 Let’s start with you, Jacob. Bring us up to date on the state of play today, March 20, after 
the rejection by the Cypriot Parliament of the bailout deal. 

Jacob Kirkegaard: I don’t think we should put too much emphasis, quite frankly, on the fact that the Cypriot 
Parliament rejected this deal. I regard it as, basically, another step of brinkmanship, a politi-
cal, symbolic act of defiance, by the Cypriot government, intended to buy them a couple of 
days of extra time to shop around for a better deal, which is why the Cypriot Finance Min-
ister is currently in Moscow negotiating with the Russian authorities because maybe there is 
an opportunity there. 

 But I think ultimately, it only delays the inevitable. The Cypriot banks remain closed, and 
therefore every day that goes by, pressure on the Cypriot economy and the government 
there increases; so they don’t have a lot of time.

Steve Weisman: What caused the alarm was the part of the deal that imposed a tax on deposits in Cypriot 
banks. That is being adjusted, is it not?

Jacob Kirkegaard: We’ll have to see. I personally think it will be adjusted. I think the Cypriot government, in 
these days, will probably succeed in finding a bit of extra financing somewhere, maybe in 
Russia. Maybe they sell some more of their state-owned enterprises or something else so that 
they don’t have to raise the full €5.8 billion from the deposit levy, and that allows them to ex-
empt some of those affected. I certainly would hope that they exempt the smaller depositors.

Steve Weisman: You have argued in the past—in your postings, in interviews here—that the tax on deposits 
was an essential ingredient because, as you put it, that’s where the money was, to form a 
piece of the puzzle of this rescue. Nicolas Véron, do you have a different view?

Nicolas Véron:  I think there are two questions here. One is taxing deposits above the insured limit which, in 
the euro zone and in the EU is €100,000. The fact that on Saturday morning what has been 
announced by all policy makers was a plan that went way beyond that by also taxing—or 
imposing a loss—on deposits from the first euro, including insured deposits -- I think it was 
clear from Saturday morning that hitting small deposits that are insured by a formal, binding 
commitment of the Cypriot government was a major blunder. Everybody is now trying to 
point a finger at somebody else; nobody is owning up to the decision that was made. 
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 Even so, it was a unanimous decision of all the big players. I think I we have to start from 
the point that there has been a policy blunder of historical proportions for which Europe 
will have a high price to pay.

Steve Weisman: A blunder in terms of its being wrong in principle or a blunder because of the failure to 
anticipate market and political reaction?

Nicolas Véron: I would say on three levels. The first most basic is that it was incompetent decision 
making. The late Mike Mussa, who used to be a senior fellow here, and before that, Chief 
Economist at the International Monetary Fund, quipped at some point during the Asian 
crisis of the ‘90s that there are three types of systemic crises: crisis of liquidity, crisis of 
solvency and crisis of stupidity. The decision of Saturday morning and the unfolding events 
will go down in history as a major crisis of stupidity, I’m afraid. 

 I mean—and with no offense intended to any of the particular decision makers because they’re 
all pointing their fingers to somebody else—they didn’t heed the lessons of history and the ba-
sic lessons of financial history that deposits may have to share the burden of a restructuring, but 
they should come as a very last—and especially insured deposits, deposits of middle class, small 
households—as the last thing you want to hit. It’s the bedrock of the financial system. 

 Here, the decision they made was to hit them before senior bank bondholders, before 
bondholders of the sovereign bonds of the Cypriot government, almost as if they were the 
more junior, more risk-taking part of the system -- which, of course, they are not. 

 So if you look at the history of the U S, the early 1930s, if you look at the history of 
emerging markets, the first thing you know is [that you] touch deposits, particularly 
insured deposits, really as a last resort. 

 The second thing is that they had no Plan B, as we see now. So basically, still now, people who 
still say a thing in the European policy community—most of them try to keep mum at this 
point—say, “Well, we basically have to reapply the same plan and get it voted by the Cypriot 
Parliament, and they will finish accepting the only things they can accept, which is our plan.” 

 And it is remarkable that the Cypriot Parliament yesterday rejected the plan with no single 
parliamentarian, including all the parliamentarians from the party of the recently elected 
president. All of them either voted no or abstained. So there’s no Plan B. 

 I think the most damning feature of this plan, and this goes back to the lessons of history, is 
that I don’t think any democratic polity, frankly, would have voted a plan that hits middle 
class depositors before hitting financial creditors. 

 And this strikes a very dark light on the EU [European Union] because basically a decision 
was made, whoever the decision maker was, that Cyprus as a sovereign democracy would 
never have made, and that Europe, if it was democratic, would have not have made on 
its own citizens even if it’s a very small country, and a country that has many sins and 
problems, and toxic aspects.  No doubt about this. 

 But they are still citizens of what we talk about as a European Union polity. So for all these, 
I think, all these are elements of response to your question. 

Steve Weisman: They certainly are, but Jacob has argued that there was no alternative. There wasn’t enough 
money out of the creditors and bondholders to put together a package and that the 
alternative would be very tough austerity cuts within Cyprus that would have been also 
undemocratic and unacceptable.
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Nicolas Véron: I think Jacob and I agree that there was certainly an alternative to hitting middle class, 
small depositors and that this was an entirely avoidable blunder. And the fact that it was 
made is just an astonishing.

Steve Weisman: What is the alternative?

Nicolas Véron: The alternative was to shift the burden to creditors and/or bigger depositors, but at least to 
spare the small depositors because they are the vast majority of depositors numerically. They 
are the middle class, they are more fragile people and they are the ones you want to hit as a 
last resort. So I think we are in agreement that Saturday morning was a major blunder, no 
matter what. 

 Where we have a difference is whether the plan should have been focused on the deposits 
because, as Jacob wrote, that’s where the money is, or whether other sources of loss 
absorption should have been considered as a matter of priority. 

 Basically there are three possibilities here: one is more measures of taxes, spending cuts, 
privatizations, etc., that would have raised money from the Cypriot government without 
hitting deposits, Number One. 

 Number Two is hitting the sovereign bondholders—or private sector involvement, to use a 
jargon—as was done with Greece and as the European policymakers said they would never 
do again. 

 And number Three is, of course, a transfer of money from the rest of Europe with all 
the political difficulties this entails, but with two aspects: first, it’s not a huge amount 
of money, because Cyprus remains a small country even though its financial system is 
disproportionate to the big; and second, it has to be noted that there is already a significant 
element of financial solidarity in the deed that was agreed. So the irony is that, it’s not a 
matter of, do we do a transfer or not; it’s just a matter of the size of it.

Steve Weisman: Jacob, do you think that these other elements of a package are possible this week?

Jacob Kirkegaard: The alternative to the relying on the deposit levy in some shape or form, I don’t think is 
possible. What I agree with Nicolas, they are hypothetically potentials, but the idea that 
you can have a sovereign debt restructuring in Cyprus, I regard as unthinkable, basically. 

Steve Weisman: Because? 

Jacob Kirkegaard: One, I don’t think the Cypriot government wants to do it. Secondly because it would be 
very forcefully opposed by the rest of the euro area and because they are, despite it all, 
going to give Cyprus – [a loan of ] 60 percent or so of GDP -- they have a voice in that say. 
And then the issue about whether you could have just a bigger transfer to Cyprus when it’s 
already 60 percent of GDP—which is considerably more than either Ireland or Portugal 
or even Greece, initially received. It’s also a matter of relative draw, the bailouts and debt 
sustainability as a whole, because I don’t regard it as politically feasible that this would just 
be a blank check, a full transfer. This is a loan we’re talking about.

Steve Weisman: I’m going to end this here as a Part One and we’ll do Part Two. I want to ask both of you 
about the repercussions in the rest of the region about this fiasco.


