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Steve Weisman: This is Steve Weisman at the Peterson Institute for International Economics with a lively 
discussion with my colleagues Nicolas Véron, a visiting fellow here, and also from Bruegel, 
and Jacob Kirkegaard, senior fellow at the Institute. 

 I referred in Part One to this as a fiasco. Maybe that was overstated, Jacob. But there is a 
lot of turmoil in this little island of Cyprus and whatever term you use, it’s alarmed Europe 
and made the whole rest of the world concerned that we’re now going back to a crisis mode 
in Europe after six months or a year of some stability. Is that a concern for you?

Jacob Kirkegaard: No. I mean, it is a concern, but I must say that I do not share the view that this is a precur-
sor for wider contagion to the rest of the euro area, neither in the form of retail deposit 
runs on banks in other euro area countries, which I regard as almost inevitable [in Cyprus] 
once the Cypriot banks reopen at some point. You’re not going to be able to do that with-
out imposing some kind of capital control on the amount of money you can withdraw.

 I also don’t think that in the end, since I regard this as it is overwhelmingly likely that this 
issue will be dealt with either this week or next week at the latest, that this is an issue that is 
going to linger with us for the longer term. The fact that Cyprus remains, in my opinion, is 
a very unique and special case means that the precedent-setting effects in the short term are 
relatively minor.

Steve Weisman: As they say, Nicolas, it’s very hard to make predictions, especially about the future. You are 
more concerned about the repercussions, are you not?

Nicolas Véron: I think it depends entirely of what happens in the next few days. If I understand well what 
Jacob just said, he predicted a bank run in Cyprus, so that has consequences, depending on 
who intervenes and who does what-

Steve Weisman: He predicted capital controls to counter that, right? 

Nicolas Véron: Yes. And then there are a number of legal and political questions about what that means in 
the European Union and the euro zone and how long it can last. Assuming it cannot last 
very long, the question is just delayed and in a way, we have a formal type of control with 
the current bank holiday. So the questions then become what happens once the capital 
control expires, bank run or not, or if you cannot make it expire anytime soon, what is the 
consequence of having a prolonged period of capital control in the EU?

 We have multiple scenarios, very difficult to predict the future as you said. But I haven’t 
heard in Jacob’s response how the situation will be brought under control. I think this is the 
major question we have -- how to make sure that that situation is brought under control, so 
that it becomes orderly and not disorderly and that we have something stable?



2

 Now, even if this is achieved -- and I think the big question we have to debate is how to 
achieve this -- I think we will have the unfortunate precedent that will have been set. The 
deposits in the euro zone are not safe. Governments of individual countries under stress 
may enter an agreement with the entire euro group, IMF [International Monetary Fund], 
ECB [European Central Bank] and European Commission, that deposit should be hit 
from the first euro, on even modest and middle class households. This precedent will not 
disappear. Politicians and policy makers will insist on the unique and exceptional features 
of the Cyprus situation, but what households will have heard -- and their attention span is 
what it is -- is that deposits were hit, so next time you prepare for this. If we think of the 
next crisis, and inevitably there will be a next crisis in some other eurozone member states 
sooner or later, this will affect the outcomes and not in a stabilizing way.

Steve Weisman: Jacob?

Jacob Kirkegaard: I don’t necessarily disagree with Nicolas that there are these types of repercussions. I guess 
I just don’t attach quite the same importance to them. But I think the bigger precedent 
setting effect from this, the way that Cyprus has been dealt with, is not so much that 
deposits will be affected, but rather that there is nothing that euro area policy makers 
will not do to shield the tax payers in other euro area countries from having to share the 
particular burden of a bank failure in one country.

Steve Weisman: What do you mean nothing that they will not do?

Jacob Kirkegaard: In the case of Cyprus, they were willing to break the ultimate taboo if you like, by mistake 
or [whether] this was a policy blunder or not….

Nicolas Véron: Was it or was it not?

Jacob Kirkegaard: I agree with you that it was in a way. I would not have touched insured depositors if it had 
been down to me. I’m absolutely on the same page with you there. But the fact that you did 
go to deposit levies -- and I would, incidentally, have bailed in all senior bank bond holders 
– but the broader issue here for me is that the reason we have ended up in this situation 
is that the Cyprus banking system is very large and therefore you needed to find money 
somewhere. So you ended up with where the money is, which is deposits, and politicians in 
euro area were willing to do that to shield their own and other taxpayers. 

 I think that, when we look at other countries in the Euro area, other potential banking crisis, 
that’s really the precedent setting effect. What this will mean in other countries, which do 
not have the particular capital structure of the Cypriot banking system, is basically exclusively 
deposit funded, but banking sectors where you have both deposit and bond funding on 
the liability side. What you will see there going forward, the bail-ins of both junior and, 
in my opinion, also senior bond holders going forward, will be a feature of these types of 
crisis in precisely the same way as we know it from the FDIC [Federal Deposit Insurance 
Corporation] here in the United States. I think that is actually what I would take away from 
it, which ironically is something that retail depositors should be happy about. Not only does 
it mean that they will not be affected by it, but it also means that their government will not 
be burying their financial consequences of bailing out bond holders from failing banks.

Nicolas Véron: Several things. A) I don’t think that the plan that says, well, here the depositors and not the 
creditors can be framed as  signal to depositors that they will come last in future restructuring. 
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It’s exactly the opposite in that case. So I think factually we have to acknowledge that the 
decision of Saturday morning, which will not enter into effect, but has set a precedent, 
because it was endorsed by everybody, was a decision to hit depositors from the first euro, 
small households, middle class, to protect bond holders including bond holders of banks. I 
know we agreed that they should have been hit as well. But the decision was what it was. 

 Second, I entirely agree that there should be a ranking of liabilities and restructuring and 
that we should be able to burn senior unsecured creditors of banks in future restructurings. 
We’ve been riding that for a long time and in ways there are encouraging developments 
in the EU from this perspective. But anyway the Cyprus restructuring plan goes in an 
opposite direction, because it completely disturbs the way investors can think about the 
ranking of liabilities and restructuring to introduce major uncertainty about what will be 
done in future cases.

 Think of it just this way. A year ago, there was a restructuring of Greece, it was chosen to 
protect the depositors, protect those bank creditors and hurt the investors in sovereign debt 
and here we decided on Saturday exactly the opposite. We still protect the bank creditors, 
which arguably would have been the first to be burned. We hit the depositors big time and 
we protect the sovereign bond holders. 

 But I think the major question we haven’t started to address is how to get this under control?

Jacob Kirkegaard: Yes. Let me give that a stab. First of all I think that the Cypriot parliament is going to have 
a second TARP [Troubled Asset Relief Program of 2008] if you like. They are going to have 
to vote and have a majority in parliament for some version of the deposit or levy. I would 
hope that it will be a depositor levy that ultimately does not include insured depositors, but 
I do believe that they will need to raise some kind of money in this way, even if they can 
perhaps find sources of financing elsewhere as well. That’s number one. 

 This will then allow the Cypriot banks to reopen, which as I said earlier, I would expect to 
come together with some sort of restrictions on the amount of money you could withdraw 
from these banks. And then I would expect as part of the Troika [the European Commission, 
the IMF and the ECB] program, there would need to be a general reorganization or 
restructuring of the Cypriot banking system. I think you would have to have some sort of 
bad bank/good bank scenario. And it is only once that separation of assets, which basically 
takes all of the retail depositors and put them in the good bank and leaves a lot of the 
problem issues in the bad bank, that you would be able to lift the capital controls on these 
banks, which is something that I would expect to take—we’re certainly into the months here 
before this period, before this situation could, as Nicolas said, be termed normalized.

Steve Weisman: Let me close by asking you, Nicolas, to address what I take to be Jacob’s main point, which 
is that Cyprus is sui generis, a bizarre banking center in Europe with very few bond holders 
and the depositors being very large and perhaps shady as the Russians [are involved]. The 
Europeans will just see this as in a class by itself and therefore not likely to have these 
broader repercussions.

Nicolas Véron: No doubt about the many specificities of Cyprus, and you mentioned some of them, you 
could have added the division of the island and the geopolitical issue with Turkey and all 
that. Every case is specific. What have European television viewers seen? They have seen 
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people like them, middle class people, being hurt. They don’t understand why. They know 
who made the decision. They have an idea of how it was made. At the last minute, 4:00 
a.m. in the morning after a long negotiation with no drinks and they have good reason to 
believe something similar could happen to them and this is the major problem.

 Now, I hope Jacob’s scenario will materialize. I would hope that the Cypriot parliament 
votes on the deal. I’m almost tempted to say any deal. I just know that not only did they 
reject the deal that was on hand, that policy makers predicted they would vote for exactly 
the reasons Jacob gave us, but not  a single parliamentarian voted for it. So I think it’s a 
brave prediction to say that they will vote in favor with the majority in favor of reasonable 
dealings the next few days.

 Second, a week ago, the problems that had to be resolved in Cyprus was to resolve the 
Cyprus sovereign debt equation. Now, there are two problems to resolve in Cyprus: Resolve 
the Cyprus sovereign debt equation and restore trust in the basic tenets of the financial 
system. So basically the situation at hand now is considerably more difficult than it was a 
week ago and I am scared about the future scenarios that we are contemplating.

Steve Weisman: Thank you both very much.

Nicolas Véron: Thank you Steve.

Jacob Kirkegaard: Pleasure.


