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Ferrero, Loberto and Miccoli (2017)
Expansionary (un)conventional monetary policy (UMP) should lower interest rates:

• Large literature on the direct effect of UMP
• This paper: Additional indirect collateral channel

Also speaks to another strand of the finance literature:

• Determinants of ‘mispricing’ (basis) of the bond market
• Key theme: funding frictions of market participants

Already at advanced stage:

• Well-executed adaptation of the Williamson (2012 AER) model
• Very direct role of model to guide empirics on Euro-area government bond market
• Additional context: derivatives moving to CCPs + bank liquidity regulations

I Even more important to understand the role of collateral
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Model Overview
Two sub-periods: decentralised market (DM), and then centralised market (CM)
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Model Overview

How does (unconventional) monetary policy fit in:

δt ≡
Mt

Mt + Bt
=

1
1+ Bt

Mt

Intuition:

• OMO: buy B in exchange for M ⇒ B/M ↓ and δ ↑ (more collateral scarcity)
• Haircuts ↓ ⇒ funding raised ↑ ⇒ demand ↑ ⇒ yields ↓

3 testable predictions:

1. Securities with higher haircuts have higher yields
2. Yields weakly decreasing as collateral scarcity increases (relative liquidity)
3. This decrease is less prominent for securities with higher haircuts
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Empirical Methodology and Results

Regress basis b = (y − r f )− CDS premia (opposite definition than in finance lit):

bc,i ,t = β0 + β1

︸︷︷︸
<0

δt + β2

︸︷︷︸
<0

hc,i ,t + β3

︸︷︷︸
>0

δt × hc,i ,t + µ′Xc,i ,t + εc,i ,t

• FEs: country, maturity and quarter-year
I Given monthly data, uses some time-series variation

• Careful aggregation so timing of MROs do not interfere with δ

• Empirical results supports the three hypotheses
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Comment 1: Credit Risk

Fontana and Scheicher (2016 JBF): CDS is more sensitive to country-specific credit risk

• The combination of FEs won’t absorb the relevant variation

• Country-specific credit risk ↑: CDS ↑ more, so basis ↓
I Endogenous haircuts: attempted to address this by using lags as IV, β3 insignificant
I But the bias predicted would attenuate the positive result in β3 anyway

• Euro-area wide credit risk ↑: CDS ↑ less, so basis ↑
I Endogenous monetary policy response: δ ↑
I The bias could more problematic for β3

Suggestion: As robustness, replace δ with ‘Active Utilisation’

• % of securities in the lending programs currently out on loan
• Adv: much more granular at security level, can add month-year FEs
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Comment 2: Other Funding and the Extensive Margin of Collateral

• If banks can substitute away from
interbank market, or use other assets as
collateral, the liquidity premium induced
on sovereigns could be smaller

• Barthélemy, Bignon and Nguyen (2016):
Illiquid collateral essential to maintain
bank lending during funding crunch

• The true collateral effect larger
• Suggestion: add changes to bank
funding composition and collateral
posted to Eurosystem as controls

• LCR: strengthen, NSFR: weaken?

32ECB Economic Bulletin, Issue 1 / 2016 – Article

the July 2015 euro area bank lending survey, banks 
reported that the TLTROs had improved and were 
likely to further improve their liquidity position, market 
financing conditions and profitability, and that they 
had been and would be used as a substitute for other 
funding sources, mainly other Eurosystem liquidity 
operations, maturing debt and interbank lending.21 The 
Eurosystem also changed the collateral framework 
during the crisis, mainly by expanding the list of assets 
eligible as collateral in monetary policy operations 
and by lowering the rating required on assets.22 These 
changes were essential for the functioning of the 
banking system, particularly when stress in sovereign 
markets led to rating downgrades. They ensured that 
solvent banks could still access liquidity, in order to 
prevent an escalation of the crisis.23 During the crisis, 
banks used their highest quality collateral for direct 
repo transactions in the wholesale markets, while non-
marketable collateral was increasingly posted with the 
Eurosystem (see Chart 3).

During the crisis, in addition to the decline in the 
overall level of interbank liquidity, there was a 
change in its composition, reflecting perceptions 
of increased counterparty risk. There was a 

considerable move from unsecured to secured lending, particularly from 2008 
onwards (see Chart 4), as well as a substantial adjustment in activity towards 
domestic counterparties and away from counterparties from other euro area 
countries.24 Concerns about counterparty creditworthiness resulted in increased use 
of central counterparties, which facilitate clearing and settlement in money markets 
by acting as the direct counterparty for both lender and borrower, thereby assuming 
the risk of the borrower defaulting.25 

External liabilities increased substantially in the years preceding the crisis 
and facilitated the growth in banks’ balance sheets. However, in the wake of 
the Lehman Brothers collapse there was a swift contraction in external liabilities, 
partly owing to asymmetric information and a sudden rise in risk aversion among 

21 See https://www.ecb.europa.eu/stats/pdf/blssurvey_201507.pdf
22 For details on the changes in the collateral framework, see the article entitled “The Eurosystem 

collateral framework throughout the crisis”, Monthly Bulletin, ECB, July 2013.
23 See Wolff, G., “Eurosystem collateral policy and framework: Was it unduly changed?” Bruegel Policy 

Contribution, Issue 14, November 2014.
24 For detailed developments in euro area money markets, see “Euro money market survey”, ECB, 

September 2015.
25 For more information on interbank funding via central counterparties, see the article entitled “The 

interplay of financial intermediaries and its impact on monetary analysis”, Monthly Bulletin, ECB, 
January 2012, and the box entitled “The adjustment of monetary statistics for repurchase agreement 
transactions with central counterparties”, Monthly Bulletin, ECB, September 2012.

Chart 3
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Comment 3: Margin Requirements and Haircuts

Gârleanu and Pedersen (2011 RFS), Bai and Collin-Dufresne (2011): :

• Model of investors/arbitrageurs, could generate similar predictions
• High margin securities ⇒ need more margin capital ⇒ higher required returns

• If credit spread > CDS:
I Buy bond, funded by repo using the same bonds as collateral
I The haircut imposed reduces the amount of leverage available
I Higher haircuts so higher funding costs, less profitable basis trade.

• Bonds with higher margin (higher haircuts) have higher yields
• Empirical test for US corporate bonds
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Small Suggestions

• My prior (and at least some others) is that much of bank funding is unsecured.
This is not the case, and deserves more than a footnote.

• Use the Arellano-Bond estimator for the lagged basis regression.
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Conclusion

My impression:

• Advanced stage
• Interesting paper and timely topic
• Nice theoretical model, and motivates empirical analysis
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