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Financial re-regulation, yes. But Europe's cacophony of ideas is
counter-productive
Summer 2009
by Barry Eichengreen
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EUROPE'S WORLD - AUTUMN 2009 - #13
The thirteenth edition of Europe's World is out. We
feel It's fair to say that few if any publications in the field
of international relations and policy debate have grown
as fast or widened their scope so remarkably as
Europe's World.

EU countries’ different ideas on how to respond to the financial crisis are not
strengthening Europe's hand in rewriting global rules, warns Barry Eichengreen. And while
there are some signs of a new European consensus, the challenge of implementing an EU-
wide system remains daunting

Europe's World is also adding two new sections
entitled the Arab World and China to complement
existing sections that as well as covering international
and European issues include Security & defence,
the Developing World and Sustainable Europe.

The process of drawing lessons from the great global credit crisis

of 2008-9 is still underway, not least because the crisis is far from Commentary:
over.
by Marek Belka, Wim Fonteyne
But one incontrovertible lesson is the need for more vigorous . ADVERTISING
regulation of financial institutions and markets. Light-touch Anglo- RELATED ARTICLES:
Saxon style regulation failed its crucial test, and everyone is now .
agreed on the need for a more heavy-handed approach. by Otmar Issing
by Thomas Mirow

. . . by Urban Backstrom
Ala§, the dgtall§ still remain to pe \;vorked out. How far sho_uld we by Ernest-Antoine Seilliére
go in lhe direction of refregulallon. AtAWhat point do restrictive by Pier-Carlo Padoan
regulations become an impediment to innovation, and how much
should we really worry about stifling financial progress?
Then there is the "bloodhounds and greyhounds” problem of the regulated being always one step
ahead of the regulators. As clever operators have often shown themselves able to evade
sophisticated regulations, should regulators opt for simplicity? They could, for instance, adopt rules
limiting the lines of business in which banks can engage and the kind of assets in which they can
invest. Like the Swiss National Bank, they could apply a simple rule that the ratio of banks' assets to
their own capital could not exceed a single number, for instance eight. Alternatively they could opt
for even greater complexity, further refining and elaborating the already complicated Basel Il capital
adequacy standard for banks that are active internationally.

MATTERS OF OPINION Uncertainty also clouds the question of how to TAG CLOUD

Europeans say G8 is best qualified to deal
with the crisis, IMF the least so

EU citizens believe that the body most capable of
dealing with repercussions of the financial and
economic crisis is the G8 group of industrialised
nations, ahead of other international bodies and
nations states.

A Eurobarometer survey in January-February
2009, found that one in four of the 27,000
people questioned believe the G8 could deal
most effectively with the crisis, putting it well
ahead of the EU (17%), the U.S. (15%), or the
individual's own national government (14%). The

IMF received the least support with 10%.
Romanians, British and Irish people expressed
the greatest confidence in their national

government's ability to deal with the crises and
its repercussions. A third of Romanians (32%)
thought their government better equipped than
any of the other bodies cited.

Member states with a quarter of citizens or more
putting the EU top of the list were Greece,
Cyprus, Poland, Luxembourg, Estonia and
Hungary. People in the UK and the Nordic
countries (Sweden, Denmark and Finland) were
the least enthusiastic about the EU's crisis
management abilities, with just 6% of Britons
selecting this option.

IN your OPINION, which bodv is
CAPABLE of DEALING MOST EFFECTIVELY
WITH THE REPERCUSSIONS OF THE
FINANCIAL AND ECONOMIC CRISIS?
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bring hedge funds and other non-bank financial
entities into the regulatory net. Is it enough to
force them to provide more information to the
regulators, or should they also be required to
disclose more information to the public? But
perhaps this emphasis on greater transparency is
useless since, given the speed with which these
funds can churn their portfolios, the information
they provide can be out of date as soon as it
becomes available. Would a better approach be to
require banks that lend money to hedge funds to
hold more capital when doing so, both insulating
the core of the financial system from hedge-fund
failures and limiting the ability of those funds to
lever up their bets?

Europe has its views on these questions, but it
lacks one voice. There Is a cacophony of voices -
the European Commission and the Parliament,
the European Central Bank (ECB) and the
individual member states - all shouting out
conflicting advice and instructions. Now the fear
is that Europe will not pull its weight in the
international arenas where these issues are
decided because its various representatives will
pull in opposing directions. And that would mean
that the United States will be able to play the
Europeans off against one another.

There are some grounds for this fear. France,
Germany, ltaly, the Netherlands and the UK all
have their own representatives in the Financial
Stability Forum, the body launched 10 years ago
by the G-7 governments that now includes China
and is tasked with agreeing the broad outlines of
a new international regulatory architecture. The
EU has as many as eight Executive Directors on
the board of the IMF, which it is supposed will be
responsible for overseeing implementation of
those regulations and monitoring compliance. The
much more broadly based Group of 20, which
brings together industrial and emerging market
economies, includes a wide range of European
Union representatives, such as France, Germany,
Italy and the UK but also the current holder of the
EU's revolving presidency and the president of
the ECB.
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CAN EUROPE
EMERGE STRONGER
FROM THE CRISIS?

The crisis that started in the U.S. sub-prime
mortgage market is the most severe in eight
decades and is also truly global. When it is
over, the international economy will never be
the same again. Growth will resume after the
global recession but it will most likely be a
structurally lower growth. What about Europe?
Can Europe emerge stronger from the crisis?

What do YOU think?
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