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Financial Stability Group Meeting No. 9
15% January 2018
Department of Finance, Government Buildings, Upper Merrion St, Dublin 2,

D02 R583
Attendance:
Department of Finance Central Bank NTMA
Derek Moran Phillip Lane Conor O'Kelly
Gary Tobin Sharon Donnery Frank O'Connor
Eoin Dorgan (Sec) Ed Sibley
For Item 2:
Michael Hough Aoife Langford Suzanne Holden
For Item 6:

Michael McGrath
Sean Kinsella

1. Accounts of previous Financial Stability Group meeting and matters arising
The summary of the previous meeting was agreed subject to one change.

2. FSG Work on Systemic Crisis Management Next Steps
The FSG agreed that the Crisis Simulation exercise was very useful as it showed the different
operational approaches of each body. Following on from the Exercise, there was a brief
presentation on the next steps to be undertaken by the Crisis Preparedness Group, which
includes:
e Building awareness of the FSG and the crisis management framework within the political
system and the State’s emergency planning architecture;
e Further work on.communications coordination; and
e Developing a detailed work plan with tasks for consideration by the FSG at its May
meeting.

3. Tour de table of key current risks and specific policy issues

The Group was updated on and discussed the following fiscal, economic and legislative issues:
e The Minister’s legislative programme for the Spring is ambitious and includes:

Home Building Finance Ireland (HBFI) Bill

Insurance (Amendment) Bill re. Motor insurance compensation re. Setanta

Markets in Financial Instruments Bill

Central Bank (National Claims Information Database) Bill

Investment Limited Partnership and Irish Collective Asset-Management Vehicle

(Amendment) Bill

African Development Bank Bill

o NTMA (Amendment) Bill re. the establishment of a Rainy Day Fund;

o Taxation and Certain Other Matters (International Mutual Assistance) Bill

O O O O O

O

The Group was updated on, and discussed, the following financial sector issues:
e The financial world sees a strong recovery but the consideration given to the likelihood
and severity of interest rate increases for sovereigns and banks may be limited.
e Commercial Real Estate across the EU faces risks from a sudden withdrawal of
investment, particularly given investment is coming from a relatively small number of
sources.
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e The NTMA successfully issued new 10 year funding (under MIFID II), which was well
received by the market.

e The collapse of Carillon has an implication for Schools Bundle V in which it was involved.
The PPP contract is structured to place an obligation on the PPP partner(s) to find a
replacement. The State is not required to make any payments until the schools are
complete and ready for use.

e Under the Bank Resolution and Recovery Regime, banks will begin issuing debt from their
holding company, which will be categorised as non-financial debt requiring
communication in the reporting of official figures.

4. Brexit Developments
The Group discussed the recent developments on Brexit and the following issues:

e The FSG agreed that the proposed Brexit Contact Group be set up and that the Contact
Group prepare and agree its Terms of Reference broadly in line with the proposal in the
paper. It was also agreed that the NTMA would have a member on the group to keep
informed of its work but the issues would likely be predominantly for the Central Bank.

5. Financial Stability Group One Year On
e The FSG One Year On paper details the Group’s work in its first year, its evolution and
its draft work programme for 2018.

e The paper put forward a number of items for the consideration of the Group, including:
o Administrative issues (circulation of papers, points of contact);
o Deeper dives into pre-agreed policy subjects; and
o A potential annual report outlining the policy areas covered during the year.

e During the discussion of the paper, the following points were made:

o An open discussion on a broad range of topics should be maintained with officials
attending as required;

o The setting of policy subjects for a deeper analysis should balance the need to
prioritise issues for discussion, and also to consider the trade-off between topical
issues and those that are more significant in the longer term; and

o Analysis of certain policies may require some advance coordination across all of
the FSG bodies so as to ensure a common understanding of the issue and its
consideration from a number of aspects, i.e. financial, fiscal, economic, etc.

¢ Following the discussion, the FSG agreed:
o The deeper dive policy papers will be prepared with a summary presented to the
FSG;
o The policy papers should draw on the extensive research undertaken by
international bodies (such as the ESRB, the IMF, OECD), where relevant;
o Each FSG body will be expected to consider any relevant impact of the policy on
their body’s responsibilities; and
o A small group with a representative from each body would be responsible for the
following preparatory work:
= Agreeing with their FSG members the items for in-depth discussion in
sufficient time for the preparation of material;
= Agreement of a lead agency for the topic; and
= Coordination of their agency’s material for discussion at FSG, particularly
in terms of considering the impact of the issue on the Irish financial system
and economy.

e The above points are to be confirmed by FSG members after the meeting to allow
preparations for the March meeting.
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e D/Finance presented a short paper on the Department for Employment and Social
Protection’s (DEASP) Action Plan for pensions.
e The FSG identified the following key considerations:

o

The proposals to address pension provision over the longer term are welcome as
it is not sustainable to have a large portion of the population living on the margin.
The use of the National Pension Reserve Fund to address the financial crisis has
left the State exposed to the forthcoming pension challenge.

An increase in the savings rate in an open economy would not be as impactful as
in @ more closed economy thus limiting the short term impact of the proposals.
Irish pension funds are fragmented and the reduction of transaction costs through
a small number of large funds would be positive.

Demographics combined with falling home ownership make this an increasing
problem. Also, home ownership cannot always be considered as an alternative to
pension provision.

Auto enrolment in addition to the State pension could mean an element of
duplication.

e The FSG agreed that the Action Plan will mean considerable work for DEASP and the other
State authorities, particularly the NTMA. The three bodies agreed to work together and
use their resources to support the case for the Action Plan, including reviewing the policy
in forthcoming publications.

7. Horizon Scanning Group
e The FSG agreed that a summary note on the Horizon Scanning Group would be
prepared.

8. A.O.B.

e There were no issues raised.
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