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Object of the paper:

ÅOptimal haircut policy for a CB in a GE environment 
(Lagos/Wright, Berentsen/Monnet)

ÅThis has recently become a particularly important 
issue, e.g., 

ÅThe Fed has expanded the range of facilities and the types of 
collateral accepted.

ÅThe ECB has been concerned about the costs of accepting too 
wide a range of acceptable collateral. 

ÅNot merely a technical issue



The key features of the 
model:

ÅBanks donôt know whether they will be buyers or sellers 
of goods, but they receive a noisy signal.

ÅBanks make initial portfolio decision: illiquid assets v. 
money

ÅIlliquid assets have uncertain returns

ÅNo aggregate credit risk or liquidity risk.

ÅBanks can take out collateralized loans from the CB. 

ÅThe loans donôt pay interest and the CB imposes a 
uniform haircut. 

ÅBanks default when their asset value is lower than the 
loan amount.


