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Preface
The outbreak of the financial crisis that followed the collapse of Lehman
Brothers in 2008 suddenly changed the financial world. What started as
a financial crisis quickly transformed into a deep economic and social
crisis that spread across the world and affected most countries. The
crisis also contributed to the debt crisis that engulfed some Eurozone
members and gave rise to dramatic and controversial measures to keep
the Euro together.
In response to the worst meltdown since the Great Depression, on
7 October 2009 the European Parliament established the Special
Committee on the Financial, Economic and Social Crisis (CRIS),
charged with analysing and evaluating the extent and causes of the
Chairman
crisis, its impact on the EU and its Member States, and the state of the
Wolf Klinz MEP
world’s governance. Additionally, the Committee was given the task
of proposing appropriate measures for the long-term reconstruction of sound, stable financial
markets to support sustainable growth, social cohesion and employment at all levels.
Over the course of almost two highly productive years (the Committee’s mandate having been
extended on 16 June 2010), it produced two reports based on a series of hearings, workshops,
thematic papers, delegation trips, two studies and various briefing documents.
The Committee’s reports clearly state that the EU is at a critical juncture:
either it must decide to join forces in deepening integration or it could
drift apart. Merely attempting to preserve the status quo would ultimately
prove to be a retrograde step. Yet a deepening of integration and a shift
of competences must be part of a focused and critical review that also
transfers competences to the most appropriate structures at European,
national, regional or local level. Above all, the much needed increase in
integration would require a repositioning of the EU so that it can speak
with one voice through having single representatives at international
organisations and institutions, such as the G20, the IMF or the World Bank.
Rapporteur
Pervenche Berès MEP

The European reactions to the crisis have also underlined the limits of
intergovernmentalism in the European arena. The crisis in Europe has
clearly demonstrated the need for a community method approach that must
include the European Parliament at all relevant levels of decision-making.

The European Parliament, following the conclusions arrived at by its CRIS Committee, makes it
very clear that a series of initiatives, such as the creation of an European energy community and
European infrastructure projects in the areas of transport, IT/telecommunications and R&D, are
needed in order to propel the Union out of the crisis. Its proposals draw appropriate lessons from
the past and pave the way for a sustainable, eco-friendly and innovative economy by increasing
the complementary nature, coordination and efficiency of fiscal, economic and social policies.
The EU also needs to complete the single market so that it is truly worthy of the name. Creating a
genuinely single market requires constant effort, vigilance and updating. Although many obstacles
have been removed, other barriers have come to light. The logical conclusion must be to go one
step further and create a genuinely European labour market and immigration policy based on
social and labour rights to fill the gaps arising from demographic developments and shortages
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of qualified labour. Consequently, the EU also requires the necessary resources to achieve its
ambitious Europe 2020 goals in terms of sustainable long-term investment, job creation, and
social and territorial cohesion, while promoting innovative financing so as to truly unleash the
potential of the SME sector, the backbone of the EU’s economy.
During its mandate, one key element of the Committee’s fact-finding mission involved delegation
visits to countries of specific relevance and countries where key institutions are based. These
included delegation visits to China and helped maintain a strong dialogue with a number of EU
national parliaments. A delegation visit to the USA also provided MEPs with the opportunity to
meet with their American counterparts in Washington and to urge more coordinated solutions
on both sides of the Atlantic.
The CRIS Committee also organised workshops to provide outside expertise on specific themes,
and a number of public hearings, giving MEPs the opportunity to listen to and exchange
views with renowned experts. The Committee additionally commissioned an expert panel as a
sounding board for its analyses and recommendations. In March 2011 the Committee had the
honour of receiving Mr Jacques Delors, former President of the European Commission. He spoke
of solidarity as a key element of social Europe, a message which is critical to the work of the
Committee.
As Chairman and Rapporteur of the Special Committee on the Financial, Economic and Social
Crisis, we would like to extend our thanks to the Vice-Chairs, the Coordinators, the Shadows,
the Members of the Committee, the Secretariat and all European Parliament services for their
hard work and contributions to what has been a highly prolific and, we believe, valuable work
programme and to what is a forward-looking end result.
The work of the Committee is documented in this compilation and the accompanying CD is
annexed for your personal and professional use.

Wolf Klinz MEP
Chairman

Pervenche Berès MEP
Rapporteur

Strasbourg, 6 July 2011
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IMF - International Monetary Fund
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SME - small and medium enterprises
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Section 1: The Mandate and Resolutions

The CRIS Committee Mandate
Setting-up and definition of the powers, composition and term of office
of a special committee on the financial, economic and social crisis
European Parliament decision of 7 October 2009 on setting up a special committee on the
financial, economic and social crisis, and its powers, numerical composition and term of office
The European Parliament,
–

having regard to the decision of the Conference of Presidents of 17 September 2009 to
propose that a special committee on the financial, economic and social crisis be set up and
that its powers, numerical composition and term of office be defined,

–

having regard to Rule 184 of its Rules of Procedure,

1. Decides to set up a special committee on the financial, economic and social crisis, vested with
the following powers:
(a) to analyse and evaluate the extent of the financial, economic and social crisis, its impact
on the Union and its Member States, and the state of world governance, to propose
appropriate measures for the long-term reconstruction of sound, stable financial markets
able to support sustainable growth, social cohesion and employment at all levels, and to
provide an assessment of the effect of those measures and the cost of inaction;
(b) to analyse and evaluate the current implementation of Community legislation in all
the areas concerned and the coordination of the measures taken by the Member States
to support sustainable qualitative growth and long-term investment, with a view to
combating unemployment and responding to demographic and climate challenges, while
complying with the subsidiarity principle;
(c) with this end in view, to establish the necessary contacts and hold hearings with the
European Union institutions, national, European and international institutions and
forums, the national parliaments and governments of the Member States and of third
countries, and representatives of the scientific community, business and civil society,
including the social partners, in close collaboration with the standing committees;
2. Decides, given that the powers of Parliament’s standing committees responsible for the
adoption, monitoring and implementation of Community legislation relevant to this area
remain unchanged, that the special committee may make recommendations regarding the
measures and initiatives to be taken, in close collaboration with the standing committees;
3. Decides that the special committee shall have 45 members;
4.

Decides that the term of office of the special committee shall be 12 months, beginning on
8 October 2009, with the possibility of extension; decides that the special committee shall
present to Parliament a mid-term report and a final report containing recommendations
concerning the measures and initiatives to be taken.
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309073

04.06.2010

Ref:D(2010)25811
WG/vdh

Mr Jerzy Buzek
President
European Parliament
Rue Wiertz
1047 Brussels
Extension of term of office of the Special Committee on the Financial, Economic and Social
Crisis (CRIS)
Dear President,
I am writing to request that the mandate of the Special Committee on the Financial, Economic
and Social Crisis, which is due to expire on 7 October 2010, be extended until end of July 2011.
The CRIS Committee is soon to vote on a draft report and would request that the Conference
of Presidents includes it as a priority debate into the draft agenda of the September II Plenary
session, followed by a vote on the motion for a resolution. Our draft report will contain strong
political conclusions, which are urgently needed in the EU to face and overcome the current
crisis, which has indeed worsened since we have started our work.
Bringing to an end the term of office of our special committee in the middle of the current
financial, economic and social turmoil would give the impression that the European Parliament
considers the crisis as resolved, while indeed financial markets are far from being stabilised and
our citizens and enterprises are struggling with increasing economic and social threats.
The full impact of the crisis on our citizens, businesses and governments is only slowly revealing
itself and the recovery in Europe is more at risk than ever before. Unemployment is at a historic
high and is set to rise further. It is obvious that the crisis is not yet over.
In addition, the financial, economic and social crisis of the years 2007-2009 has fundamentally
challenged the current governance system of the Economic and Monetary Union. Most Member
States have been cumulating excessively high and unsustainable public deficits, which again spill
over risks into the financial markets and our economic system. Currently we are witnessing the
most serious economic and social crisis in the EU since it was established and an unprecedented
and harsh threat to the stability of the euro with severe consequences for the economic and social
stability and the cohesion in the EU. At worst, nothing less than the existence of Economic and
Monetary Union, the internal market, and the social basis of the European Union could be at stake.
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These findings and challenges are identified in the draft report. The work undertaken in the CRIS
Committee so far has allowed us to acquire a profound and holistic understanding of the crisis, to
draw conclusions and to make important recommendations. Public investments and fiscal policy
aspects have been one of our key priorities in the last couple of months and our findings on this
matter will have to be taken further - as far as the EU budget is concerned - by the suggested special
committee on the policy challenges and budgetary resources for a sustainable EU after 2013.
Moreover, additional work is needed in many fields already touched upon in the current report
and the CRIS Committee is the body best placed to formulate a holistic contribution on behalf of
the European Parliament, also vis-à-vis the work undertaken by other EU institutions.
In view of the above, the extension of the term of office of the CRIS special committee is essential,
since it would allow us to:
-

Develop recommendations for a sustainable EU growth model, which complement the CRIS
recommendations already on the table. These additional recommendations should then be
taken into account by the above mentioned special committee on the policy challenges and
budgetary resources for a sustainable EU after 2013;

-

Establish mechanisms and develop coordinated policies to exit the public debt crisis in the
Member States and prevent its repetition by addressing its underlying causes, while fostering
strong and sustainable growth and employment. Furthermore, more work is necessary to
develop a viable EU crisis management mechanism and to define a political strategy for
the future, which includes and is linked to the reform of European economic governance,
the EU 2020 strategy, the fiscal policy and budgetary implications, financial regulation and
supervision as well as the reform of global governance and representation of the EU on a
global scale;

-

Develop a close cooperation with the national parliaments, which we intend to consult on the
basis of the report adopted in September 2010.

For the above reasons the extension of the CRIS Committee term of mandate is crucial, so that
we can follow up these vital and multifaceted policy issues on behalf of the European Parliament.
By summer 2011 the CRIS Committee would like to present a draft political work programme for
the EU and a concrete legislative action plan concerning the measures and initiatives to be taken
to overcome the crisis in a ten-year perspective.
Therefore, the report which the CRIS Committee will submit to Plenary in September will
represent the interim report of phase I; the final report (combining phases I and II) will be voted
on in the CRIS Committee in April 2011 and submitted to Plenary shortly before the summer
break 2011.
On behalf of all political groups of the Special Committee on the Financial, Economic and Social
Crisis I ask you, therefore, to submit to the Conference of Presidents the request for an extension
of the committee mandate up to end of July 2011 after its expiry on 7 October 2010.
I thank you for your support in this matter.
Yours sincerely,

Wolf Klinz
18
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Announcement by the President
At its meeting of 16 June 2010, the Conference of Presidents had adopted a recommendation
to extend the mandate of the Special Committee on the Financial, Economic and Social Crisis
until 31.07.2011.
Parliament approved the proposal.
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CRIS Committee Final Resolution
Adopted in Plenary on 6 July 2011
434 votes in favour, 128 against and 33 abstentions

Executive Summary
Resolution
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Executive Summary
In its resolution of 6 July 2011, based on the final report of the CRIS Committee, the European
Parliament adopted its recommendations concerning the measures and initiatives to be pursued
in response to the crisis:
The key objective of the resolution is to provide a broad analysis of the current crisis by suggesting
a long term vision for Europe in order to tackle the numerous challenges which include the
sovereign debt crisis, the slow down of growth, democratic developments, external and internal
imbalances, as well as rising prices for raw materials, food and energy supplies.
The resolution emphasises that the European Union is at a crossroads, whereby it either must
address these challenges by making a joint effort to deepen European political and economic
integration, or must risk the EU drifting apart and falling into an era of populism and nationalism.
The resolution notes that bilateral or multilateral approaches by Member States pose a threat to
economic integration, fiscal stability and the credibility of the euro.
The EP further underlines that all Member States have systemic importance; it calls for a
comprehensive, socially inclusive and cohesive reform package addressing the weaknesses
of the financial system and aiming at fostering long term investments for sustainable growth
and employment creation. It calls, moreover, for measures to overcome the current lack of
competitiveness through appropriate structural reforms. It points out that Member States need
to return to a situation of sustainable public finances and increased growth rates, based on sound
policies for high quality public expenditure, as well as fair and efficient revenue collection.
Deepening European economic integration is necessary in order to ensure the stability of the
eurozone and the Union as a whole. This will possibly require the common issuance of sovereign
debt and implementation of a future system of Eurobonds that should at the same time stimulate
fiscal discipline. Additionally, it should improve the EU’s borrowing capacity while ensuring a
better balance between economic and social policies. The resolution suggests developing the
concept of a European Treasury to strengthen the economic pillar of the Economic and Monetary
Union (EMU). It also calls for a transparent audit of public debt to be carried out, and for stricter
regulation of Credit Rating Agencies.
The resolution regrets the limited influence of the EMU at international level which is due to,
inter alia, the lack of a single representative in international organisations such as the IMF and
the World Bank. It stresses that the EU must speak with one voice and calls for a far reaching
reform of global economic and financial governance structures. The Bretton Woods institutions
and other existing economic governance bodies, including the G20, should be integrated into
the UN system. It also calls for new international financial assistance arrangements to be
introduced, including, inter alia, a reform of the IMF. The resolution in addition recommends a
new international monetary system, which should address issues such as exchange rates, reserve
currencies and the surveillance of capital flows.
Full and consistent account has to be taken of the objectives of Europe 2020 strategy and the
need to overcome potential EU internal imbalances when defining the content of the European
semester. Furthermore, the resolution makes key recommendations to strengthen the European
energy and transport policies, calls for a common EU immigration policy and recommends
23
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that SMEs be supported through, inter alia, more equity and capital markets funding and more
assistance from structural funds.
It particularly stresses that both the EMU and the Single Market need a stronger coordination of
national tax policies. It calls for a qualified majority voting on common consolidated corporate
tax base with subsequent indicative tax ranges, a specific and simplified taxation system for SMEs,
and measures to combat tax evasion and tax avoidance. It promotes the creation of new and
better jobs as a precondition for achieving a fair, green and smart growth strategy and underlines
the importance of a new education strategy for Europe.
The resolution recognises that the EU derives its legitimacy from the democratic values which
it projects, the aims which it pursues and the powers, instruments and institutions which it
possesses, as well as from having its own resources for the EU budget with national parliaments
being fully involved.
It recommends shifting policy making and spending in cross-border areas such as energy and
transport from national level to EU level in order to improve investment returns and to cut costs
via the internalisation of economies of scale and the European added value. To this end, the EP
proposes a European “new deal” to boost innovation while ensuring social cohesion, job creation,
education and sustainable growth. It suggests that this shift in policy making would need to be
accompanied by an increase in the EU Budget to a sufficient size in the long-term. The resolution
recommends that this increase should partly be funded by new own resources, but also by shifting
a larger share of the EU Member States’ spending to EU level, in order to create added value for
citizens without increasing their overall tax burden.
The resolution further requests the Commission to put forward proposals for the regulation of
financial market structures whose size, systemic integration, complexity and interconnectedness
may jeopardize financial stability. It recommends a Treaty modification in accordance with Article
48(3) of the Treaty on European Union in order to establish a European Energy Community
superseding the Euratom Treaty.
Overall, the resolution concludes that the European response to the crisis must be based on the
principle of deepening European integration. It promotes the pursuit of the community method,
the consolidation of inter-parliamentary dialogue, the promotion of social dialogue, and the
strengthening of the welfare state by supporting social inclusion, job creation and sustainable
growth. Additionally, it recommends the further development of the social market economy and
its values, as an essential goal of the EU, so as to rally all citizens around the European project,
based on the values enshrined in the Treaties and in the European Charter of Fundamental Rights.
It concludes that the survival of the euro will require further Treaty changes that will need to be
elaborated on the basis of a Convention, otherwise an enhanced cooperation among members of
the eurozone will be necessary.
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Financial, economic and social crisis:
measures and initiatives to be taken
European Parliament resolution of 6 July 2011 on the financial, economic and social crisis:
recommendations concerning the measures and initiatives to be taken (2010/2242(INI))
The European Parliament,
–

having regard to its decision of 7 October 20091 on setting up a special committee on the
financial, economic and social crisis (‘the CRIS Committee’), and its powers, numerical
composition and term of office, adopted under Rule 184 of its Rules of Procedure,

–

having regard to its decision of 16 June 2010 to prolong the mandate of the CRIS Committee
until 31 July 2011,

–

having regard to its resolution of 20 October 2010 on the financial, economic and social crisis:
recommendations concerning measures and initiatives to be taken (mid-term report)2,

–

having regard to its resolution of 8 March 2011 on innovative financing at global and
European level3,

–

having regard to the ongoing legislative agenda of the European Union, notably with regard
to Treaty change, economic governance, the Single Market Act and energy policies,

–

having regard to its conclusions following the proposals of its Special Committee on the
Policy Challenges and Budgetary Resources for a Sustainable European Union after 2013
(SURE) concerning the new multiannual financial framework,

–

having regard to the contributions received from the following national parliamentary
bodies: the Austrian Bundesrat, the Austrian Nationalrat, the Belgian Senate and House of
Representatives, the National Assembly of Bulgaria, the Senate of the Czech Republic, the
Chamber of Deputies of the Czech Republic, the Danish Folketinget, the Finnish Eduskunta,
the French Assemblée Nationale, the German Bundestag, the German Bundesrat, the Greek
Vouli Ton Ellinon, the National Assembly of Hungary, the Italian Chamber of Deputies,
the Italian Senato della Repubblica, the Latvian Saeima, the Lithuanian Seimas, the House
of Representatives of the Netherlands, the Polish Sejm, the Polish Senate, the Assembly of
the Republic of Portugal, the Romanian Chamber of Deputies, the Romanian Senate, the
National Council of Slovakia, the National Assembly of the Republic of Slovenia, the Swedish
Riksdagen, and the UK House of Lords and House of Commons,

–

having regard to Rule 48 of its Rules of Procedure,

–

having regard to the report of the Special Committee on the Financial, Economic and Social
Crisis (A7-0228/2011),

1

OJ C 230 E, 26.8.2010, p. 11.
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Texts adopted, P7_TA(2011)0080.
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A. whereas the social costs of the crisis are high, with employment falling in the EU by 1.8%,
resulting in unemployment for 23 million economically active people (9.6% of the total), a
youth unemployment rate of 21 %, uncertain prospects of an upturn in employment levels
and 17% of EU citizens at risk of falling into poverty4,
B. whereas the popular uprisings on the southern shores of the Mediterranean Sea and in the
Middle East may be seen as a consequence of, inter alia, economic and social deficiencies,
inequalities and high unemployment affecting the younger educated generation in particular,
and whereas they serve as a reminder of the value of democracy and as evidence that
globalisation demands comprehensive responses concerning the recognition and observance
of basic rights and freedoms and the righting of inequalities between countries and between
different levels of society in each country,
C. whereas three years after the collapse of Lehman Brothers, some steps have been taken
to counter the financial crisis; whereas, however, further work is needed to establish a
sustainable financial sector able to cope with excessive speculative behaviour and to finance
the real economy, preferably through funding long-term investment needs and the creation
of jobs; whereas the economic governance reforms have not sufficiently addressed the issue
of imbalances at global and EU level,
D. whereas the financial crisis has triggered an economic and social crisis leading in some
countries to a political crisis,
E. whereas output is forecast by the European Commission to fall by about 4.8% of GDP by
2013 and, over the next decade, to be significantly lower than over the last 20 years5,
F.

whereas the crisis reveals a lack of trust, confidence and vision within the EU,

G. whereas further building on the social market economy and its values is an essential goal of
the European Union,
H. whereas the number of people living in relative prosperity has increased, but economic and
social gaps have at the same time widened,
I.

whereas the global financial crisis has had a severe impact on progress towards achieving
the Millennium Development Goals (MDGs), and, in particular, the goal of halving global
poverty by 2015,

J.

whereas the crisis has made clear the need for progress towards establishing a genuine
economic governance of the Union, consisting of a systematic set of policies designed to
ensure sustainable growth, good stable jobs, budgetary discipline, the correction of excessive
macro-economic imbalances, competitiveness and productivity in the EU’s economy, and

4

Eurostat, Statistics in focus, 9/2010, Population and social conditions http://epp.eurostat.ec.europa.eu/
cache/ITY_OFFPUB/KS-SF-10-009/EN/KS-SF-10-009-EN.PDF and European Commission, Employment
in Europe 2010 (http://ec.europa.eu/employment_social/eie/executive_summarys_en.html#top).
European Commission, Impact of the current Economic and Financial crisis on potential output,
Occasional Papers 49, June 2009, Table V, Page 33 (http://ec.europa.eu/economy_finance/publications/
publication15479_en.pdf).
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stricter regulation and supervision of financial markets, as well as a suitable mechanism for
resolving the financial crisis,
K. whereas the European Parliament, in its resolution of 8 June 2011 on ‘Investing in the future:
a new Multiannual Financial Framework (MFF) for a competitive, sustainable and inclusive
Europe’, clearly stated that regardless of realisable savings, the EU budget, at its current overall
level of 1 % of GNI, is not capable of closing the financing gap deriving from additional
financing needs arising from the Treaty and from existing policy priorities and commitments;
whereas the European Parliament is therefore convinced that an increase of at least 5 % in
resources is needed for the next MFF as compared to the 2013 level,
L. whereas in the same resolution, the European Parliament notes that the own resources
ceiling has been unchanged since 1993; believes that the own resources ceiling might require
some progressive adjustment as Member States confer more competences on, and fix more
objectives for the Union; considers that while the current ceiling of own resources set
unanimously by the Council provides sufficient budgetary leeway to meet the most pressing
Union challenges but that it would still be insufficient for the EU Budget to become a real
tool for European economic governance or to contribute in a major way to investing in the
Europe 2020 strategy at EU level,
M. whereas in order for sustainable growth to be guaranteed in the Union and for the objectives
of the Europe 2020 strategy to be achieved, it is necessary to redeploy unused payment
appropriations to joint programmes targeting growth, competitiveness and employment,
and to leverage EIB loans and set up a project bond market that attracts public and private
investors and can be used to fund joint projects of interest to the Union as a whole (bonds for
specific projects),
I.

European sovereign debt and the euro crisis, including the mutual issuance of public debt and
Eurobonds

1. Recalls the triangle of inter-linked vulnerabilities, whereby the unbalanced fiscal policy of
some Member States has amplified the pre-crisis public deficits and the financial crisis has
contributed significantly to a further ballooning of those deficits, followed by tensions in
sovereign debt markets in some Member States;
2. Stresses that, following the downgrading of the sovereign debt of Greece, Ireland and Portugal
by credit rating agencies, there has been a spill-over effect across the eurozone countries and
a shift in portfolios reflecting speculative and risk-averse behaviour by investors and that,
as a consequence of this, market funding at sustainable rates has become inaccessible to
Greece, Ireland and Portugal, resulting in the provision of financial assistance under EU-IMF
programmes;
3. Considers that the International Labour Organization (ILO) should be involved in the EUIMF financial assistance programmes;
4. Recalls that credit rating agencies played a significant role in the build-up to the financial
crisis through the assignment of faulty ratings to structured finance instruments which had
to be downgraded; agrees with the principles set out by the Financial Stability Board in
October 2010 giving general guidance on how to reduce reliance on external credit ratings,
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and calls on the Commission to take into due consideration the public consultation that
ended in January 2011;
5. Calls for a transparent audit of public debt to be carried out in order to determine its origin
and to ascertain the identity of the main holders of debt securities and the amounts involved;
6. Notes that bilateral or multilateral approaches by Member States pose a threat to economic
integration, financial stability and the credibility of the euro, and welcomes the principle of
the European semester of economic policy coordination, the aim of which is to overcome
excessive internal imbalances within the EU;
7. Underlines the fact that the sovereign debt crisis has revealed the risks posed by intraEuropean imbalances; stresses the need for the EU to react as one, to develop a much closer
coordination of fiscal policies and, where appropriate, a common one with a sufficient EU
budget funded partly through own resources, and to put in place adequate provisions for
crisis management and economic convergence;
8.	Highlights the need to rationalise Member States’ expenditures through the EU budget,
notably in areas where the EU has more added value than national budgets;
9. Underlines that Member States’ growth perspectives should be seen as a crucial element for
the definition of the relative level of interest rates attached to that sovereign debt, in particular
with respect to the assistance provided by the European Financial Stability Facility (EFSF)
and, from 2013, by the European Stability Mechanism (ESM);
10. Recognises the efforts which the highly indebted Member States are making to bring about
budget consolidation and structural reforms;
11. Stresses that parent banks originating in Member States also bear their share of responsibility
for the irresponsible lending practices engaged in by their subsidiary banks in other EU
Member States, which contributed inter alia to the real-estate bubbles in Spain, Ireland and
Latvia, and the resulting budgetary difficulties which are currently being experienced by those
Member States; notes, therefore, that the provision of financial assistance to those indebted
Member States, were it to become necessary, would serve not only their particular interests
but also the interests of those Member States in which the parent banks failed to develop
responsible lending practices in their subsidiary banks in the first place;
12. Underlines that all Member States have systemic importance; calls for a comprehensive,
socially inclusive and cohesive reform package addressing the weaknesses of the financial
system; calls for the development of the concept of a European Treasury to strengthen
the economic pillar of EMU; calls, moreover, for measures to overcome the current lack
of competitiveness through appropriate structural reforms, addressing the objectives of the
Europe 2020 strategy and the fundamental causes underlying the public debt crisis wherever
necessary; points out that the Member States need to return to sustainable public finances
and growth rates, based on sound policies for quality public expenditure and fair and efficient
revenue collection;
13. Calls on the Commission to carry out an investigation into a future system of Eurobonds,
with a view to determining the conditions under which such a system would be beneficial to
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all participating Member States and to the eurozone as a whole; points out that Eurobonds
would offer a viable alternative to the US dollar bond market, and that they could foster
integration of the European sovereign debt market, lower borrowing costs, increase liquidity,
budgetary discipline and compliance with the Stability and Growth Pact (SGP), promote
coordinated structural reforms, and make capital markets more stable, which will foster the
idea of the euro as a global ‘safe haven’; recalls that the common issuance of Eurobonds
requires a further move towards a common economic and fiscal policy;
14. Stresses, therefore, that when Eurobonds are to be issued, their issuance should be limited
to a debt ratio of 60% of GDP under joint and several liability as senior sovereign debt,
and should be linked to incentives to reduce sovereign debt to that level; suggests that the
overarching aim of Eurobonds should be to reduce sovereign debt and to avoid moral hazard
and prevent speculation against the euro; notes that access to such Eurobonds would require
agreement on, and implementation of, measurable programmes of debt reduction;
15. Notes that there is political agreement on revising Article 125 of the Treaty on the Functioning
of the European Union (TFEU) in order to transform the temporary EFSF system into a
permanent ESM by 2013; calls for the ESM to be converted into a European Debt Agency at a
later stage and for Parliament to be given a consistent role in this modification of the Treaty;
16. Regrets the lack of social responsibility demonstrated by financial sector professionals by not
forfeiting part of their bonuses for at least one year and instead donating them to a social
project, such as the alleviation of youth unemployment in the Union;
II. Global imbalances and governance
17. Recalls that both some developed and emerging economies, such as the US and China,
contribute to global imbalances; welcomes active participation and further integration of
China into the global economic governance system;
18. Notes that over half of the global economy is located outside the EU, the USA and Japan, this
being a recent and unprecedented reversal of the situation previously prevailing;
19. Stresses that rebalancing global demand requires an asymmetric approach: countries with
large external surpluses (e.g. China) need to diversify the drivers of growth and boost internal
demand, whereas countries with large deficits (e.g. the USA) need to increase domestic
savings and complete structural reforms;
20. Stresses that the financial markets must serve sustainable development of the real economy;
21. Supports the G20 in its efforts to regulate commodity derivatives markets; calls on the
Commission to address price volatility in agricultural markets, to fully implement all
framework measures agreed on at G20 level and to combat excessive and harmful speculation,
notably through the upcoming financial market legislation to be introduced in the EU, and the
revision of the Market Abuse Directive6 and the Markets in Financial Instruments Directive7;
6

7

Directive 2003/6/EC of the European Parliament and of the Council of 28 January 2003 on insider dealing
and market manipulation (market abuse) (OJ L 96, 12.4.2003, p. 16).
Directive 2004/39/EC of the European Parliament and of the Council of 21 April 2004 on markets in
financial instruments (OJ L 145, 30.4.2004, p. 1).
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22. Recalls the importance of raw materials for the European Union, as well as food security and
price stability worldwide, especially for developing countries, and the inflationary pressures
which food scarcity and price instability cause globally; accordingly, calls on the European
Union to step up efforts to reduce dependency on raw materials by speedily improving
efficiency standards, as well as to enhance the production and use of renewable materials;
notes that, in order to contribute to food security and price stability, sustainable modes of
production need to be generalised while supply side-management mechanisms need to be
re-introduced; to that end, calls for further transparency and reciprocity in trade; warns,
moreover, against protectionist tendencies in the field of strategic raw materials;
23. Calls for better regulation of credit default swaps;
24. Takes note of the tendency for very large amounts of private investment to go into emerging
economies, with inward flows of close to USD 1 trillion expected in 20118; calls on the IMF to
develop a framework to prevent the formation of speculative bubbles by supervising global
capital flows and to take appropriate measures in order to prevent harmful developments;
recognises that capital controls are no substitute for appropriate economic policies and
should be employed only as a last resort; stresses the need for countries to take steps in
parallel to counter the formation of such bubbles;
25. Notes the possible risks, in terms of non-optimal conditions for long-term financing of the
real economy, of the ongoing concentration of financial market actors, including financial
institutions and exchanges; calls in this respect on the European Systemic Risk Board to
closely monitor the development of any systemic risks resulting from concentration in the
financial markets;
26. Underlines the fact that, whilst the EU has a balanced current account and does not contribute
to global imbalances, it would be strongly affected by a disorderly correction of imbalances
through a depreciation of the US dollar; notes that the EU must coordinate its polices on trade
and currency imbalances closely with the USA with a view to avoiding a rapid depreciation of
the dollar; urges the USA, as well as major world actors, to ensure that currency management
becomes a multilateral endeavour involving all major world currencies; welcomes the fact
that indicators for global imbalances have been announced, and calls for such indicators to
be taken fully into account in the formulation of macro-economic policies;
27. Stresses that the EU needs to address a number of challenges in order to improve its role
as a global player, namely a lack of competitiveness and convergence, insufficient financial
stability, weak internal rates of employment and growth, internal imbalances increasing with
the deepening of the internal market and EMU, and a lack of political weight at international
level due, inter alia, to the lack of coherence of its representation in international organisations,
which could be improved by implementing measures to ensure the unified representation of
the euro internationally, as stated in the Treaty;
28. Recalls that the EU must speak with one voice, have a single representative on the IMF
board in the mid-term, notably for the eurozone, and, where appropriate, fully represent
Member States and globally advocate democracy, human rights, the rule of law, decent work
and living conditions, good governance, sustainable development, free and fair trade, and
8
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climate goals in keeping with its internal agenda, as well as fighting against corruption, tax
fraud, tax evasion and tax havens;
29. Considers that Europe should aim at achieving a balanced, free and fair global trade agreement
in order to reduce contrasts between emerging economies and developed ones; calls for the
dismantling of trade barriers; regards the absence of a global trade agreement as a major
handicap, since emerging economies are blocked by developed ones on agricultural exports
projects and emerging ones block services from the advanced economies;
30. Stresses the need to open up public procurement markets, on a transparent and reciprocal
basis;
31. Stresses the importance of the spirit of reciprocity, and the mutual benefits to be gained, in
the EU’s relations with its main strategic partners; considers in this regard that the EU should
ask itself whether it might not be expedient to equip itself with tools with which to examine
the state aid-related economic practices of third countries and to assess any behaviour which
might have the aim of transferring key technologies outside EU territory;
32. Notes that, at present, the International Accounting Standards Board (IASB) requires
combined balancing of accounts only at regional level; calls for the adoption of accounting
rules which require all businesses and foundations to keep accounts per country, and for the
promotion of international tax cooperation by means of agreements between authorities on
exchanging information;
33. Recalls its insistence on a far-reaching reform of global economic and financial governance,
in order to promote transparency and accountability and to ensure coherence between
the policies of the international economic and financial institutions; calls for the Bretton
Woods institutions and other existing economic governance bodies, including the G20, to
be integrated, as a first step towards a global economic governance structure, into the UN
system, where they should engage with the World Trade Organisation (WTO), with the ILO
and with a world climate organisation that needs to be created;
34. Calls for the prompt adoption by the G20 countries of global and coordinated policy
measures to contribute to strong, stable and balanced global sustainable growth; calls for the
involvement of those countries’ respective parliaments with a view to increasing legitimacy
and accountability; calls, moreover, for a reform of, and more financial resources for, the IMF
in order to enhance its transparency and accountability and render it more democratic, while
strengthening its role in the economic and financial surveillance of its members, with a view
to setting up a credible safety net to combat global imbalances;
35. Calls for new financial assistance arrangements to be introduced, as follows:
–

a reformed IMF could act as a global lender of last resort and could counteract the need
of individual countries to accumulate currency reserves if its ability to deliver shortterm liquidity and stronger financial safety nets were strengthened;

–

MDGs: the current crisis has highlighted the need to create incentives for financial
markets to promote long-term investment and sustainable development; the financial
role for the multilateral and bilateral development banks and organisations should be
updated and upgraded in response to the increased financing demands from developing
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countries; revenues from the financial transaction tax could be used in part to finance
achievement of the MDGs and will be needed to meet climate change commitments;
the importance of other financing for development instruments should be continuously
explored, especially debt restructuring, cancellation of the debts of the poorest countries
and promotion of remittance flows; the commitments in relation to foreseeable official
development assistance should be reiterated and additional innovative sources of
financing, aimed at closing the financing gap caused by shrinking economies in the
developing world, should be explored; the Member States should reaffirm their pledge
to assign 0.7% of their GNI to development aid aimed at financing achievement of the
MDGs;
–

III.

the EU must identify political priorities and agree on funding for closer EuroMediterranean cooperation following the upheavals and accompanying developments
in the South Mediterranean partner countries; it is necessary in this context for
European project bonds to be extended to Euro-Mediterranean projects in the fields
of sustainable transport and energy, the digital agenda and education, thereby creating
added value for both sides of the Mediterranean;
The case for a new monetary system

36. Recalls that no country or block of countries would benefit from a ‘currency war’, which could
reverse any efforts made by EU citizens in response to the need to reduce sovereign debt and
to carry out structural reforms; notes that the euro has prevented the onset of a currency
crisis of the kind historically often associated with financial crises; recalls that the multilateral
trade system (WTO) rules do not cover capital flows and are not matched by a multilateral
monetary system;
37. Recalls the Korea G20 goal of building a more stable and resilient international monetary
system (IMS); recognises the global concern about the functioning of the IMS and calls
for a major leap forward to be taken as a matter of urgency; requests, therefore, that the
IMS be reformed in such a way as to ensure systematic and comprehensive macroeconomic
cooperation with sustainable and balanced global growth;
38. Stresses that the IMS should address inter alia:
–

exchange rates: the first step would be to pursue policies that allow exchange rates to
adjust gradually and sufficiently to changing macroeconomic fundamentals;

–

reserve currency: reforms to the international reserve system would be needed to
avoid a situation in which reserves lead to global imbalances; the current dollar-based
international reserve system could be gradually replaced by a multilateral system
centred on Special Drawing Rights (SDRs) representing a broad basket of currencies
from across the globe, notably the Chinese renminbi and the Brazilian real;

–

capital flows: a multilateral system of rules would need to be adopted to favour longterm movements of capital, to facilitate non-speculative capital outflows, to avoid
disruptive effects in fragmented securities markets and to ensure transparent, open and
smooth functioning of treasury bond markets, while avoiding their misuse as vehicles
for the promotion of mercantilist or beggar-thy-neighbour policies;
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39. Furthermore, calls for thought to be given – in the long term – to the possibility of creating a
global reserve currency initially based on the development and transformation of SDRs and
of the IMF;
IV.

Increasing the competitiveness and sustainability of the EU and implementing the Europe
2020 strategy by fostering innovation and long-term investment for jobs and growth

Competitiveness, convergence and the Europe 2020 strategy
40. Calls for full and consistent account to be taken of the Europe 2020 strategy objectives and
the need to overcome all EU internal imbalances when defining the content of the European
semester;
41. Emphasises the importance of mutually supportive Union policies in fulfilling the Europe
2020 strategy of smart, sustainable and inclusive growth and jobs, backed up by the diverse
tools of, inter alia, future-oriented education, environment, climate and energy strategies,
resource efficiency, renewed agricultural policy, cohesion policy, innovation and R&D
strategies, a renewed EU budget and greater alignment between national budgets in support
of these common goals;
42. Stresses that the sustainability element of the Europe 2020 strategy needs to be mainstreamed
across all relevant policy fields in order for the EU to regain world leadership; underlines
that, if Europe is to remain competitive in the global economy, it must take the lead in the
eco-friendly transformation towards a resource-efficient, sustainable society; emphasises
that large-scale investment in eco-friendly infrastructures, renewable energies and energy
efficiency is an excellent way of stimulating the recovery and promoting long-term growth
and job creation;
43. Recalls that the full potential of the single market has not yet been realised, and that renewed
political determination and resolute action are required with a view to unlocking its full
potential for sustainable and socially inclusive growth and jobs; underlines the need to further
develop the European service sector and to enhance trade in services;
44. Emphasises that the success of the Europe 2020 strategy depends on the commitment of the
EU as a whole, and on ownership by Member States, national parliaments, local and regional
authorities and social partners; recalls the importance of a strong and properly functioning
social dialogue and collective agreements within the framework of the Europe 2020 strategy,
as well as the promotion of a genuine European social dialogue on macroeconomic policies
and measures; notes that these measures should be pursued in order to achieve broad
consensus on the way forward;
45. Notes the growing powers and responsibilities of regional and local authorities; recalls that
two thirds of public investment in Europe remains at sub-national level; notes that the choice
of the level at which public investment is made and executed has a very significant impact
on its efficiency; stresses, therefore, the importance of ensuring that public investment takes
place at the most efficient level of governance;
46. Urges the national parliaments and governments of the Member States, when engaging in
national decision-making, to act in a responsible manner vis-à-vis the EU and to include the
EU dimension in their national discussions;
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47. Stresses that fiscal consolidation must be accompanied by medium- and long-term targets
such as those identified by the Europe 2020 strategy, especially with regard to job creation,
social inclusion, investment in infrastructure, resource efficiency, ecological transformation of
the economy and a knowledge-based economy, so as to increase competitiveness and social,
economic and territorial cohesion; notes that the various national and EU policies should
provide coherent support for the strategy and that budget discipline can, if imposed without
a well-defined strategy, undermine growth prospects, reduce competitiveness and seriously
harm the economy in the long run; recalls that, as the open method of coordination has failed,
the Europe 2020 strategy should include binding targets drawn up by the Commission for
Member States with maximum and minimum values to be applied to certain macroeconomic
aspects of their economies;
48. Calls for a strict financial audit of all Member States, to be initiated by the Commission in
close cooperation with Eurostat, in order to determine their actual financial status, thereby
enabling fact-based decisions to be taken with regard to the Europe 2020 strategy and
regional and cohesion projects; calls for scrutiny of all funding programmes in the European
Union and of national and regional subsidies; recommends intensification of the projects and
programmes, the success of which is vital, and in turn the eradication of ineffectual subsidies
and economic development schemes;
49. Points out that women, in particular, are at greater risk of experiencing poverty; notes that
child poverty has increased in a number of Member States during the crisis; underlines that
this is unacceptable and that the negative trends must be reversed; consequently, calls on, in
particular, the existing non-governmental organisations to be developed into a solid network
for the eradication of child poverty by means of child-centred approaches, child-specific
targets and a strong focus on their rights;
50. Notes that solid welfare systems are important economic stabilisers in bad times; stresses,
therefore, that while there is a need to consolidate public finances, there is also a convincing
case for safeguarding public-sector services and maintaining existing levels of social
protection accordingly; calls for the adoption of measures to reduce income inequalities, in
particular, by tackling youth unemployment;
51. Underlines that the economic downturn should not slow down progress on reconciliation
policies concerning the work-life balance, particularly those facilitating women’s access to the
labour market;
52. Notes the challenges arising from the crisis, with a major downturn in economic activity,
a decline in the growth rate, brought about by a strong rise in structural and long-term
unemployment, and a fall in rates of public and private investment, as well as increased
competition from emerging economies;
53. Recognises that, to overcome the current imbalances inside the EU, a ‘one-size-fits-all’
approach will not be enough and that, in order to be effective, economic policy coordination
will need to take proper account of the starting-points of the different EU national economies
and their specific characteristics; stresses the need for economic coordination and progress in
restoring sound finances;
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54. Calls for greater compatibility and complementarity between national budgets and the EU
budget; takes the view that the next multiannual financial framework must focus on the
key priority areas of the Europe 2020 strategy and should ensure adequate financing of the
flagship initiatives in the fields in which the EU has shared competence with Member States,
which can provide strong European added value;
55. Emphasises that both agricultural and cohesion policies must play a key role in support of the
Europe 2020 strategy; is convinced that the reform of the common agricultural policy (CAP)
has to be pursued in the context of addressing global challenges; believes that the success of
the Europe 2020 strategy is premised on ensuring the coherence of EU policies, including
such diverse aspects as aligning the national and EU budgets, including the CAP, and the
Cohesion Funds, e.g. by guaranteeing a fair allocation of resources between Member States
and regions, based on clear aims designed to enhance convergence and foster competitiveness,
while putting emphasis on those Member Sates and regions in greatest need and policies such
as education, innovation and R&D spending;
56. Recalls, moreover, that the Europe 2020 strategy will only be credible if it is backed up by
adequate financial resources, and therefore supports:
–

the adoption of consistent conclusions in the context of the next multiannual financial
framework and an EU budget focusing on policies that contribute to the achievement
of the Europe 2020 strategy objectives;

–

the attribution of EU funds on the basis of their economic, social and environmental
relevance and effectiveness; funds not taken up by Members States could be reallocated
to sustainable public investment at EU level for joint projects or programmes promoting
growth, competitiveness and employment, such as investment in infrastructure,
education and training, innovation, research and development;

–

the provision of technical assistance geared to improving take-up of the funds and
effective delivery of investment projects;

–

a more prominent role for the European Investment Bank (EIB) in enhancing the
catalytic role and leverage function of structural funds;

–

the further development and optimum use of innovative financing instruments,
involving notably the EIB and the European Investment Fund (EIF), as well as the
European Bank for Reconstruction and Development (EBRD) (e.g. blending grants
and loans, venture capital instruments, new forms of risk-sharing and guarantees);

–

moves to drive private savings towards long-term investment through appropriate
incentives and mechanisms;

–

development of innovative long-term investment financing involving both public and
private funds;

–

the introduction of project bonds in order to tap private capital to meet the needs of
Europe’s infrastructural challenges;

–

action to ensure the availability of significantly larger amounts of venture capital linked
to long-term investment;

–

action to ensure easier access to funding and less red tape, especially for small and
medium-sized enterprises (SMEs), while upholding strict transparency standards;
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Energy and transport policies and the internal market
57. Regards the establishment of a European Energy Community as a key political project
for the fulfilment of the Europe 2020 goals of furthering the transition to renewable
energies while maximising energy efficiency, increasing the EU’s energy independence and
establishing a genuine interconnected energy market; emphasises the importance of the
external dimension of its energy policy;
58. Believes that relationships between countries producing oil and natural gas and consumer
countries, above all the countries of Europe, should be reinforced, also taking into account
the recent developments in the political landscape in the Mediterranean; considers that
a common policy for sustainable energy and procurement of raw materials needs to be
implemented as a matter of urgency, so as to avoid adverse effects that could delay the
recovery and the future development of the European economy;
59. Emphasises the key role that mainstreaming the principles of resource efficiency into all
EU policies plays in ensuring the EU’s competitiveness, including the development of
innovative new products and services and new ways to reduce inputs, minimise waste,
improve management of resource stocks, change consumption patterns, improve logistics
and ensure that production processes, management and business methods are optimised in
such a way as to ensure that the life-cycle approach of designing products and services in a
‘cradle to grave’ manner is applied;
60. Recalls that access to energy and raw materials, and the efficient use thereof, are vital in order
to ensure the overall competitiveness of the EU; stresses that in order to stay competitive
in the long term, the EU must be a world leader in the promotion of energy savings and
efficiency, research into and investment in new eco-friendly technologies, the diversification
and rationalisation of energy supply and the development and increased use of renewable
sources of energy; recalls that reducing dependency on imports of energy and raw materials
contributes to ensuring the competitiveness of the EU, while also helping to achieve the EU
inflation target;
61. Stresses that close attention must be given to sustainable transport policy, in particular
extension of the European transport networks, while improved access to those networks for
less-favoured regions with the help of the Structural and Cohesion Fund would contribute
substantially to consolidating the single market; underlines the importance of having an
efficient and interconnected transport system that facilitates the free movement of people,
goods and services and promotes growth; underlines the importance of Trans-European
transport networks (TEN-T) in providing substantial European added value, as they help
to remove bottlenecks, eliminate physical obstacles such as differences between rail gauges,
and ensure cross-border infrastructure;
62. Considers the Single Market Act to be a key political initiative that underpins the foundations
of the Europe 2020 goals and the flagship initiatives aimed at fully exploiting the internal
market’s growth potential and completing the single market, in the spirit of the Monti
report; underlines that the crisis has clearly shown the importance of strengthening the
EU’s industrial base and innovation potential by facilitating market access and mobility and
combating social and territorial fragmentation throughout the EU;
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Mobility and migration
63. Emphasises that both the major uprisings in our neighbouring regions and demographic
developments within the EU call for a common migration policy; stresses that greater access
to labour markets and mobility must be encouraged by granting equal employment and
social conditions and rights for all, including the recognition of professional qualifications
and diplomas across the EU, together with the transferability of social security rights and the
portability of pension rights in order to strengthen the European single market;
64. Considers that the Schengen Agreement remains an exceptional achievement for EU
citizens and that it should be safeguarded; demands that cooperation in that regard be
further strengthened; expresses its great concern over hypothetical changes to the Schengen
rules; insists on the need for Parliament to be duly involved in the legislative process and
stresses the importance of preventing Member States from taking any unilateral decisions
in that field; recalls that the adoption of the Schengen Agreement represented a step towards
greater EU integration and that the principle of freedom of movement for persons must be
safeguarded;
65. Calls for a common EU immigration policy and welcomes the Commission’s proposals to
open up more legal ways of coming to the EU to work; stresses the need for a reform of
the current Blue Card system (by expanding it to cover a far greater number of jobs and
professions); notes that employers in the EU are increasingly dependent on people from
countries outside Europe coming to the EU to take up jobs in sectors such as agriculture,
horticulture, tourism, caring for the elderly and nursing, as fewer and fewer EU citizens
are available to work in those sectors; believes that the Commission’s proposal on seasonal
workers needs to provide those workers, who are often vulnerable and exposed, with better
conditions and a secure legal status in order to protect them from exploitation;
SMEs, innovation and R&D
66. Recommends that the Commission encourage and facilitate more equity funding for SMEs,
through either venture capital or share listing, more assistance from the structural funds,
and less reliance on debt, especially in high-tech start-up companies, which are in great need
of capital for R&D; stresses the need to strengthen the Competitiveness and Innovation
Framework Programme (CIP) guarantee instrument and to simplify access to funding
for SMEs; points out that it is particularly necessary to encourage and support women
entrepreneurs;
67. Recognises the role of the social economy (third sector) in Europe and its significance in
fostering innovation; emphasises the need to have strategic green and resource-efficient
public procurement policies in Europe in order to support an equal and competitive
innovation sector;
68. Urges giving the EIB and the EIF a leading role at the European level in freeing up funds for
SMEs by using more streamlined and clearer procedures, thereby working with the financial
institutions of the Member States and avoiding the establishment of schemes parallel to
already existing structures at national level, so that SMEs can easily find their accustomed
point of entry; recommends that the EIB/EIF should act as a filter, focusing on the
priority sectors within the Europe 2020 strategy strengthening the economy, employment,
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environmental sustainability and resource efficiency, acting as a mentor to selected groups
of SMEs, and taking part in discussions with banks and their risk management teams with
a view helping SMEs to obtain long-term loans; calls for full use to be made of the EIB’s
capacity to provide funding;
69. Calls on the Member States to speed up their implementation of the measures set out in
the Small Business Act (2008) and in the review thereof, published by the Commission
on 23 February 2011, in order to reduce administrative burdens, facilitate SMEs’ access to
financing and support the internationalisation of SMEs;
70. Stresses that the next generation of EU funding programmes must systematically support
innovative and job-creating SMEs, both within the internal market and globally; highlights
the need to facilitate the swift creation of undertakings using new technologies, improve
their funding, reduce administrative burdens and promote their internationalisation; takes
the view that it would be highly desirable to recognise the key role played by the system
of industrial cooperative and retail banks, which ensure the optimisation of the strategy to
assist and provide real support to the SME sector;
Taxation
71. Stresses that both EMU and the internal market require a stronger coordination of
national tax policies; emphasises that the quality of taxation should be improved so as to
provide the right incentives for employment, innovation and long-term investment; asks
the Commission to analyse, in the context of the European semester, the resilience of the
Member States’ tax systems so that their tax reforms are resistant to economic fluctuations
and do not unnecessarily rely on tax bases that are very cyclical or known to be prone to
bubbles;
72. Supports the Commission in its efforts to tackle harmful tax competition, tax avoidance or
fraud and tax havens, both in the EU and at international level, to improve tax collection
systems and to introduce a common consolidated corporate tax base with subsequent
indicative tax ranges as well as a specific and simplified taxation system for SMEs; welcomes
the VAT strategy that is to be presented by the Commission with a view to establishing a
fraud-proof system;
73. Notes that combating tax fraud and tax evasion and improving tax collection, also in relation
to third countries, needs to be an essential aspect of the current efforts of Member States
aimed at budgetary consolidation;
74. Believes such a move to be critical in the current context, in which Member States need
to consolidate their budgets; notes that tax competition is acceptable as long as it does not
jeopardise the capacity of Member States to collect the revenue they may fairly expect, and
recalls that solutions should be devised to minimise harmful tax competition;
75. Believes that the allocation of EU funds should take into account the taxation strategy of
Member States and their willingness to cooperate in combating tax evasion and promoting
closer tax coordination;
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76. Recognises the absence of a common definition of tax havens; calls for at least a single
European agreed definition, pending agreement on a definition at global level;
77. Calls on the Member States, given the imperative need to fight corruption and with a view
to bringing about a genuine financial recovery, to ensure that their criminal law provides
that, in the context of work carried out, the use of corruption, bribes and other mechanisms
aimed at securing illicit advantages will cause the paying agency to cancel payment or,
where such payment has already been made, to request the restitution of an amount equal
to double the sum paid;
Employment
78. Stresses that new jobs and better jobs are a precondition for achieving a fair, green and
smart growth strategy, and accordingly calls for:
–

new jobs to be created in sectors based on innovation, research and development,
such as the energy and environmental sectors, in a manner which ensures a genderbalanced approach;

–

measures to improve the effectiveness of existing EU support for direct job creation
available to Member States under the European Social Fund;

–

actions making it easier to participate in the labour market for women (in particular by
means of a consistent increase in affordable childcare services), older workers (without
affecting their retirement and social rights) and regular immigrants, and to reduce
unemployment, especially among young people;

–

measures to upgrade the quality of education and vocational training, and the effective
promotion of lifelong learning and entrepreneurship, with a view to strengthening the
employability of workers and developing a competitive human capital;

–

the development of employment opportunities and social inclusion programmes for
the most vulnerable groups, such as the Roma and people with disabilities;

–

sustainable, high-quality jobs providing a decent income in agriculture and rural areas;

–

action to tackle undeclared work;

79. Points out that most of the unemployment in those Member States where fiscal austerity
measures are currently being implemented is caused by the decline in overall economic
activity, with an alarming increase in the long-term unemployment rate; notes that longterm unemployment needs to be urgently addressed as it can severely harm long-term
growth in the countries concerned and may consequently reduce the competitiveness of the
entire Union;
80. Notes that, as a result of the current crisis, the EU labour market could remain fragmented
in the long term with, on the one hand, a concentration of high-quality labour in Member
States with balanced current accounts and, on the other hand, high unemployment rates and
shortages of competitive labour in those Member States which have been hit the hardest by
the crisis and which are also the most heavily indebted;
81. Believes that there is still a need to address the issue of corporate governance as regards
management incentives for long-term investment and job creation; suggests that an annual
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report assessing corporate social and environmental responsibility for all listed companies
with over 250 employees and a turnover of more than EUR 50 million should be produced;
Education strategy
82. Stresses the importance of childhood, vocational, university and adult education for
innovation and growth, and underlines the importance of proper implementation of
flexicurity; underlines the need to adapt education and training systems in order to better
equip people with the knowledge and skills needed to secure higher employment levels,
productivity, growth and competitiveness;
83. Proposes the establishment of an EU internship programme analogous to the Erasmus
programme, with the full involvement of the private sector; takes the view that such
a programme should involve clusters of universities, universities of applied sciences,
professional training institutions, industry, financial markets, SMEs and large companies,
and that it should give citizens, including vulnerable groups, access to training, particularly
in transferable skills in the knowledge-based economy, so as to foster lifelong learning;
84. Strongly supports the introduction of measures to increase the quality of higher education
in Europe, inter alia by further reducing barriers to student mobility, improving the links
between academia and business and fostering a more entrepreneurial mindset in society;
proposes the introduction of a European innovation scholarship designed to contribute
to the fostering of knowledge and skills employed in innovating sectors, while allowing
the establishment of EU networks and cooperation; believes that such a scholarship
would address youth in vocational educational programmes, established and specifically
implemented in each of the Member States;
85. Stresses the need to create conditions, at European and national level, for the private and public
sectors to increase R&D investment; notes that university funding takes place predominantly
through national budgets, already under pressure of consolidation; consequently, encourages
Member States to ensure that their respective systems of university funding are designed in
such a way as to enhance Europe’s capacity for technological development, innovation and
job creation;
86. Considers that, in order to encourage Member States to invest more in the educational
field, special consideration should be given to public spending on education, research and
vocational training in the context of assessing Member States’ medium-term budgetary
objectives;
87. Supports the call by the European University Association (EUA) for public investment in
higher education to be increased to 3% of GDP; believes that this target requires a qualitative
evaluation of such expenditure in the context of assessing the SGP;
88. Calls for the improvement of education for jobs not requiring university studies by the
development of apprenticeship;
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V.

Re-thinking the EU: beyond European economic governance

89. Emphasises that the European Union is at a crossroads: either the Member States decide to
join forces in deepening integration or, owing to stagnation at the decision-making level and
divergences at the economic level, the EU could drift apart;
90. Warns of the risks of retreating into a fragmented Union vulnerable to protectionism and
populism;
91. Calls for a deeper democratic political Union in which the EU institutions are given a
stronger role in both the design and the implementation of common policies; emphasises
the importance of strengthening the democratic legitimacy and control of the Union;
92. Stresses the importance of respecting the principles underlying the European project,
namely, equality of Member States, solidarity, cohesion and cooperation; draws attention
to the need to stick to those principles by effectively addressing internal imbalances and
moving towards substantial convergence through coordination between eurozone and noneurozone Member States;
93. Underlines the need for a stronger European Commission, made more accountable to
Parliament and playing a major role as the main voice of the citizens, especially when it
comes to providing a forum for public cross-border debates, taking into account the spillover effect of national decisions in fields such as economic and social governance;
94. Stresses that economic governance, with converging economic, fiscal and social policies,
must be organised using the Community method and steered by the Union institutions,
with national parliaments being fully involved;
95. Considers the new legislation on the European Systemic Risk Board (ESRB) and the three
European Supervisory Authorities to be an initial step in the right direction, but believes
that further progress is required in order, in particular, to ensure direct EU-level supervision
of systemic institutions such as highly leveraged entities and enforcement of a single set of
rules; stresses the need to provide the new authorities with human and financial resources
commensurate with their adequate growing responsibilities;
96. Believes that, alongside surveillance aimed at ensuring financial stability, there is a need
for mechanisms for the surveillance and prevention of potential bubbles, and for optimum
allocation of capital in the light of the macroeconomic challenges and objectives, and also a
need for investment in the real economy; considers, in addition, that taxation policy needs
to be used as a tool for this purpose;
97. Requests the Commission to put forward additional proposals for the regulation of financial
market structures whose size, systemic integration, complexity or interconnectedness
may jeopardise financial stability and the capacity of regulators to resist their demands,
incorporating measures enabling supervisors to have an overview of their activities,
including the shadow banking system and their level of leverage; calls on the Commission
to consider regulatory options such as capping or disincentivising size as well as business
models;
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98. Stresses that tackling the public debt crisis and increasing the EU’s competitiveness,
convergence and solidarity require a shift of competences and spending towards the Union,
whereby the burden on national budgets would be considerably eased, and stresses the need
to create significant synergies between national budgets and the EU budget, allowing for
optimal use and allocation of existing fiscal resources on all levels, while respecting the
principle of subsidiarity to support strong regions and states;
99. Concludes that, in order to achieve political union and economic integration commensurate
with monetary union, in line with the priorities agreed by the European Council, the EU
needs a budget of sufficient size to accommodate the euro in a sustainable way, providing
the currency with a relevant budget space on the level of political organisation at which it is
issued;
100. Recalls that reports preceding the realisation of monetary union – notably the McDougall
report, which analysed the conditions necessary for the implementation of the Werner plan
– affirmed that the volume of such a budget would have to be between 2,5 and 10 percent of
Union GNI, depending on whether and which re-allocation functions would be assumed by
the Union budget, that the budget would need to be financed on the basis of own resources,
and that it should be used to finance policies and measures in the fields of foreign, security
and defence policy, the energy and transport sectors, development cooperation and R&D,
and that national budgets would be reduced correspondingly in order to achieve tax
neutrality for citizens and businesses;
101. Emphasises the need to strike a better balance between economic and social policies,
including the reinforcement and institutionalisation of the macroeconomic social dialogue;
102. Recalls that the European Union derives its legitimacy from the democratic values which
it projects, the aims which it pursues and the powers, instruments and institutions which
it possesses; takes the view that deepening European economic integration is necessary
in order to ensure the stability of the eurozone and of the Union as a whole, and that this
will require further developments regarding the external representation of the eurozone,
qualified majority voting on a corporate tax base, measures to combat tax evasion and tax
avoidance, possible mutual issuance of sovereign debt and Eurobonds to stimulate fiscal
discipline, the EU’s borrowing capacity, a better balance between economic and social
policies, own resources for the EU budget and the roles of national parliaments and the
European Parliament;
103. Believes that political decisions on economic governance should not endanger the
commitments agreed at EU level reflecting the goals and interests of all Member States,
and that such decisions should be anchored in the Treaty and be pursued with the full
institutional involvement and scrutiny of the European Commission and of Parliament;
104. Calls for a comprehensive strategy in response to the challenges facing the Union, with
reinforced economic governance forming the cornerstone of that response; also calls
for the maintenance of resolve in pursuing fiscal consolidation, sustainable growth, the
enhancement of structural reforms and the overhauling of the banking sector; takes note
of the Euro Plus Pact proposed by the Council as one element of the economic governance
package negotiated between Parliament and the Council;
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105. Calls for the Euratom Treaty to be superseded by a European Energy Community;
106. Considers that, alongside the treaty changes required for the stability mechanism, these
interconnected issues should be dealt with in a Convention to be convened in accordance
with Article 48(3) of the Treaty on European Union;
107. Believes that, if they are not, it will be necessary to move to enhanced cooperation under
Article 329 of the TFEU, in order to enable the eurozone to function in a democratic and
efficient manner;
108. Recalls that a European response to the crisis must be based on deepening European
integration, pursuit of the community method, the consolidation of interparliamentary
dialogue, the promotion of social dialogue, the strengthening of the welfare state by
supporting social inclusion, job creation and sustainable growth, and the further building
of the social market economy and its values, as an essential goal of the European Union,
so as to rally all citizens around the European project based on the values enshrined in the
Treaties and in the European Charter of Fundamental Rights;
o
o

o

109. Instructs its President to forward this resolution to the Council, the Commission, the President
of the European Council, the President of the Eurogroup, the European Central Bank, the
European Investment Bank, the European Bank for Reconstruction and Development, the
European Economic and Social Committee, the Committee of the Regions, the governments
and parliaments of the Member States and the social partners.
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CRIS Committee Mid-term Resolution
Adopted in Plenary on 20 October 2010
501 votes in favour, 67 against and 50 abstentions

Executive Summary
Resolution
Explanatory Statement
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EXECUTIVE SUMMARY
The Special Committee on the Financial, Economic and Social Crisis concludes on the
following causes, effects, responses and remedies to the crisis:
Global imbalances, lax financial regulation, a loose monetary policy in the USA, the complexity
and opacity of financial products together with wrong risk-incentives and short-term featured
remuneration systems, conflict of interests of Credit Rating Agencies, unregulated derivatives,
social inequalities and environment-hostile behaviours were among the main causes of the
financial crisis.
The current financial turmoil caused world-wide contraction in economic activity and triggered
a global economic and social crisis with widespread increases in unemployment, poverty and
social exclusion. The rescue measures adopted in the EU had a positive result and the creation
of a European stabilisation mechanism was welcome. However, the level of co-ordination
between the different national recovery plans was too modest and the Commission should
report on their effectiveness. This crisis demonstrates the need for an increased European
dimension in the future.
This is why, the European Parliament believes that what Europe needs is a more united, efficient
and less bureaucratic Union and that the Commission, whose task it is to define and defend the
general European interest, must, as a priority and in line with its right of initiative, commit to
action on behalf of the Union in those fields where it has shared competences or competence to
coordinate Member States’ actions.
The Commission should assume full responsibility to ensure the steering and financing of
projects in the following fields:
-

renewable energy sources and storage of green power;

-

energy efficiency, particularly in the transport and building sector;

-

a European energy network and smart grid development;

-

a public rail high-speed service throughout the Union;

-

critical infrastructure and fast internet access throughout the Union;

-

development of EU leadership in the field of e-health.

The European Parliament also believes that, while there may be agreement on matters of
governance and on EU activity in terms of shared competence and supplementary action, the
Union requires resources, especially financial resources, to pursue such a strategy.
The crisis has revealed the limits of self-regulation. Therefore the European Parliament calls for
a regulatory and supervisory system which leaves no financial market, no financial instrument
and no financial institution off the record book; To achieve this aim, the following urgent
actions need to be taken:
-

introducing more counter cyclical regulation;

-

reducing systemic risk posed by large and/or interconnected institutions (“too-big-tofail”) and derivative markets;

-

enacting strong governance policies on remuneration to remove conflicts of interest
and introduce a longer term perspective into the financial system;
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-

strengthening pan-European and global regulation and supervisory structures;

-

investigating the use of off-balance sheet transactions and the proliferation of SPVs and
SPEs;

-

introducing a tax on financial transaction;

-

introducing new standards on statistical data on the financial sector;

-

improving shareholder voting rights.

The European Parliament regrets the poor enforcement of the Stability and Growth Pact and
calls for improved incentives and sanction mechanisms to ensure compliance under the clear
competence of the European Commission. It also believes that a monetary union requires a
strong coordination of economic, fiscal and social policies. Consequently, the EU should be
better equipped with countercyclical economic policy management instruments.
Multilateral surveillance needs to be deepened, directing adjustment at situations of both deficit
and surplus states, taking account of each country’s specific circumstances; furthermore, more
transparency is needed with respect to public finance data.
The European Parliament calls for a Mr/s Euro, Vice-president of the Commission and chairing
the Eurogroup to become the face and enforcement power of economic coordination.
Moreover, Member States need to coordinate their budgetary policy and open their books to
each other. This requires an improved comparability of spending under national budgets that
should be pushed by the Council and Commission.
The internal market is one of the main drivers of European growth; therefore, the EU 2020
strategy should serve as a concrete program for strategic long term investment and employment
in order to face the economic crisis and strengthen the internal market.
To further develop the internal market, a coordinated approach is needed at both national
and EU level to capitalise from best practices in the fight against tax fraud and evasion. In
this context the European Parliament supports the idea of setting up a Tax Policy Group as an
important step to encourage a dialogue between governments on tax policy and advocates a
tax structure geared to ease the burden on labour and to encourage and create incentives for
employment, innovation and long term investment.
Cohesion instruments are a crucial tool for assistance to the regions, which need it the most, to
overcome the consequences of the crisis by supporting investment in infrastructure, businesses
and jobs; Therefore it is vital that any long-term EU investment strategy, notably when
supported by cohesion policy, be linked to results in terms of competitiveness, growth, creation
and preservation of decent jobs and environmental protection.
The European Parliament believes that the EU 2020 strategy is vital for the EU to become a
competitive, social and sustainable Union and is convinced that the governance structure of
EU 2020 should be strengthened, based on EU instruments rather than on intergovernmental
initiatives.
In addition to providing funding for SME’s, the EU needs to take a proactive and coordinated
approach for funding research and innovation and therefore the EU budget should serve as a
catalyst in the domains of research and development, innovation and creation of new businesses
and jobs.
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Sustainable job creation and high-quality employment should be a key priority; therefore the
European Parliament urges the Union to link its actions on employment with measures to
combat poverty and social exclusion and believes that further efforts to support job creation
need to be focused particularly on employing young people and improving working conditions
together with creating an effectively functioning internal market for workers so that the crisis
does not further increase inequalities.
The essential role SMEs play in the economy as key generators of employment and drivers of
research, innovation and growth needs to be emphasized; this calls for a facilitation of SME’s
access to credit, for the creation of an EU-Guarantee Fund for SME’s and for an evaluation of
the existing funding schemes. Furthermore, the European Parliament requests the Commission
to reduce significantly public procurement bureaucracy for SME’s, to cut red tape and to
propose creating a one-stop-shop for all administrative issues of SME’s.
A high number of developing countries have been highly exposed to the effects of the crisis;
thus the European Parliament calls for a re-affirmation of the Member States’ commitments
towards development aid and the exploration of additional innovative sources of financing.
The European Parliament recognises the weaknesses and problems caused by the lack of legally
binding powers and the disconnectedness of the global financial and economic institutions. It
therefore highlights the urgent need to develop legitimate, effective and efficient institutions
for global economic governance, which build on, complete and improve the current set of
institutions, such as the UN, the IMF, the Basel Committee, the IASB and IOSCO; finally, the
European Parliament concludes that the European Union needs to speak with one voice at these
institutions in order to maximise its influence and impact.
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Financial, economic and social crisis: Recommendations concerning the
measures and initiatives to be taken (mid-term report)
European Parliament resolution of 20 October 2010 on the financial, economic and social
crisis: recommendations concerning measures and initiatives to be taken (mid-term report)
(2009/2182(INI))
The European Parliament,
–

having regard to its decision of 7 October 2009 on setting up a special committee on the
financial, economic and social crisis, and its powers, numerical composition and term of
office, adopted under Rule 184 of its Rules of Procedure,

–

having regard to Rule 48 of its Rules of Procedure,

–

having regard to the report of the Special Committee on the Financial, Economic and
Social Crisis (A7‑0267/2010),

Causes
1.

Notes that the causes of the current crisis are manifold and its effects both immediate and
long-term, and that several warning signs were overlooked and the scale of the crisis, as
well as its impact and spillover effects, underestimated;

2.

Notes that the crisis that originated in the United States with the subprime bubble had
roots that go back a long way;

3.

Notes that global imbalances, regulatory governance (regulation and supervision), and
monetary policy - together with specific factors inherent in the financial system, such
as the complexity and opacity of financial products, short-term featured remuneration
systems and inadequate business models - are the main factors contributing to the current
financial crisis;

4.

Considers that the proliferation in the financial sector of conflicts of interest, vested
interests and cases of operators who are ‘too close to talk’ has in some cases aggravated the
crisis;

5.

Notes that the USA’s expansionist monetary policy encouraged an excess of liquidity in
search of high returns and the development of domestic demand based on consumer
credit, and thus household debt, as well as high government expenses financed through
cheap access to capital;

6.

Notes that there has been speculative behaviour in the financial markets, with some
investors taking very large risks, which was aggravated by the oligopoly in rating agencies;
notes that any market economy works best when accompanied by democratically agreed,
transparent, multilevel regulation accompanied by healthy ethics and morality that
encourage sound financial and economic systems and do not damage the real economy;
51

Special Committee ON the Financial, Economic and Social Crisis

7.

Notes that the proliferation of complex off-balance-sheet products (SPVs, CDOs, CDS,
etc.) and securitization arrangements resulting from an unregulated parallel banking
system has increased, rather than decreased, systemic risks; notes that establishments that
concentrate on savers and financing for SMEs have proved their value;

8.

Believes that the absence of a more sustainable pattern of production, distribution and
consumption in the face of climate change, the loss of biodiversity and the depletion of
natural resources feeds into the root causes of the crisis;

9.

Considers that the economic and financial governance structures in place at the onset
of the crisis, whether at global level, in the USA or within the European Union, lacked
coherence and consistency in separating macro- from micro-prudential supervision,
focussed excessively on bottom-up micro-prudential supervision of financial institutions
and country-level monitoring of macroeconomic indicators, whilst neglecting the systemwide view of the financial and macroeconomic developments that would necessitate
monitoring of the interconnectedness among financial institutions and among countries;

10.

Notes that globalisation has developed without the emergence or parallel evolution of
global governance structures to accompany market integration, especially as regards global
balances or imbalances and financial markets, and sees the G20 process as a step in the
right direction, but points out that an effective representation of the EU-position at the
G20 is necessary;

11.

Notes that the European Union recognised the free movement of capital as provided for in
the EU Treaties in July 1990, which contributed to economic development; notes, however,
that the free movement of capital was not accompanied by a harmonisation of taxes on
savings, adequate cross-border regulation or supervision on a European level;

12.

Condemns the fact that the principles of the SGP were not always respected in the past and
notes that substantial imbalances between the euro-zone economies have occurred;

13.

Notes the absence of proper regulation and robust supervision, and the complete lack of
instruments for contingency management in the event of a banking crisis showed how
much further the European Union needs to go to have in place mechanisms fit to manage
the policy challenges associated with having an internal market and an integrated financial
system; notes in particular the absence of a cross-border bankruptcy mechanism;

Effects
14.

Notes that the public deficit in the European Union rose from 2.3% of GDP in 2008 to 7.5%
in 2010, and from 2% to 6.3% in the euro zone according to Eurostat, with the public debtto-GDP ratio rising from 61.6% of GDP in 2008 to 79.6% in 2010 in the European Union
and from 69.4% to 84.7% in the euro zone, brushing aside in two years all the efforts at
budgetary consolidation made over almost two decades by some Member States; deplores
this setback as it will make responding to unemployment and demographic challenges
much more difficult;

15.

Considers that Europe’s public finances were already in a poor state before the crisis: since
the 1970s the level of Member States’ public debt has gradually crept upwards under the
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impact of the various economic downturns the EU has experienced; notes that the cost of
recovery plans, falling tax revenues and high welfare expenditure have caused both public
debt and the ratio of public debt to GDP to rise in all Member States, although not to a
uniform degree across the Union;
16.

Considers that the full effects of the crisis have not yet been unleashed and that a relapse, as
in a double-dip recession, cannot be ruled out, particularly as regards the unemployment
level;

17.

Notes that the crisis has had an impact on employment throughout the EU, although the
jobless rate rose by an average of only 1,9% across the EU-27, and that the negative impact
on employment will continue as a result of the customary delay with which economic
trends are mirrored in the job market; underlines that the Commission forecasts point
to an EU-wide rate of unemployment of almost 11% in 2010, which will have serious
implications for the EU’s labour force.

18.

Notes that the social effects of the crisis are very different depending on the Member State:
whereas the unemployment rate is 10 % on average, in some countries it reaches 20%,
escalating to over 40% of young people, which underlines the extent of the structural
improvements needed in some countries;

19.

Considers that while a policy of debt reduction is important, a rapid consolidation of public
finances should not be detrimental to the systems of social protection and public services
when these have rightly been welcomed for the role they play as automatic stabilisers in
mitigating the crisis; notes that fostering efficiency in social protection and public services
can simultaneously improve economic efficiency and the quality of services; recognizes
that the failure to strike the right balance could lead to sluggish growth over a long period,
accompanied by persistent unemployment, and thus the inexorable erosion of Europe’s
global competitiveness;

20.

Notes that high levels of unemployment carry not just social costs but also high economic
costs in that the unemployed cannot contribute much to domestic demand and pay fewer
taxes and social security contributions; notes that this increases the burden on those
working, in the form of higher taxes, and on future generations through a higher debt
burden;

21.

Notes that on the basis of the figures for 2007, which are the last available and thus date
back to before the crisis, there were 30 million working poor and, according to recent
figures, 79 million people live below the poverty line in the European Union, and that this
number has probably risen since then;

22.

Notes that, beyond unemployment, the crisis has had a multifaceted social impact, notably
including some erosion of working conditions, increasing difficulties for some people to
access basics needs and services, increasing homelessness, over indebtedness and financial
exclusion;

23.

Notes that, as with any crisis, the current one is having negative effects on growth and
employment, first affecting the most vulnerable, including young people, children and
women, as well as ethnic minorities and migrants;
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24.

Shares concerns about the pro-cyclical aspects of the regulatory, prudential accounting
and taxation rules which amplify the fluctuations that are inherent in the functioning of
the market economy;

Response
25.

Notes that the bail-out of the banking sector by governments represents only part of the
costs inflicted on society by the financial crisis, while the costs of the recession and the
increase in public debt will be substantial, some USD 60 trillion being lost worldwide;

26.

Notes that the crisis has led to a dramatic increase in state aid following the adoption of the
temporary framework for state aid, and regrets the damaging effect this may have had on
upholding a level playing field in Europe. Calls on the Commission to take a strong lead in
fighting protectionism and distortion of competition;

27.

Approves the non-conventional measures put in place by the ECB and national central
banks over the last two years to bail out banks in the Member States that that were at risk
of bankruptcy because of unprecedented levels of toxic assets; welcomes especially the
fact that guarantees on deposits were provided for clients of these banks, but stresses the
need to gradually phase out these unconventional measures in order to prevent unfair
competition in the banking sector;

28.

Points out that in October 2008 the European Union adopted the European Economic
Recovery Plan, amounting to 1.6% of its GDP, compared to 5% in China and 6.55 % in the
United States;

29.

Welcomes the adoption by the Ecofin Council on 10 May 2010 of the EUR 750 billion
stabilisation plan, which established a financial stability mechanism to address the risks
of default by sovereign borrowers, partly using Article 122 of the TFEU as the legal basis
of this plan; notes the inherent democratic deficit and accountability void of the Council’s
rescue package decisions, which did not include consultation with the European Parliament;
demands that the European Parliament be involved as co‑legislator in forthcoming crisis
rescue proposals and decisions;

National recovery plans
30.

Regrets the modest level of coordination among the different national recovery plans, as the
multiplying effect and leveraging potential of EU-level coordination would most probably
have exceeded the effect that can be reached through largely national-level planning, which
carries the risk of being mutually contradictory; calls for an increase in the European
dimension of future recovery plans and large-scale investments;

31.

Calls on the Commission to give a very precise report on the effectiveness of the national
bank rescue packages and national and European recovery plans decided over the autumn
and winter of 2008-2009 with respect to the Union’s long- and short-term objectives,
including a thorough analysis of the consequences of the revised state aid mechanisms
adopted in response to the crisis and with regard to competition and the upholding of a
level playing field in the EU, financial reform and job creation;
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32.

Notes that some Member States, particularly those that received the EC balance of payments
assistance, do not currently have opportunities to create real national recovery plans with
elements allowing growth and employment to be stimulated, since all the options until the
year 2012 are limited to public expenditure cuts, tax increases and reduction of GGD;

The future - a Europe of added value
33.

Deems it unacceptable for the Union to be the only integrated area in which the question
of energy, especially the energy mix , is not regarded as a strategic issue both internally
and in the context of relations with partner countries; considers that initiatives on energy
need to be taken in the EU on a basis of close coordination between the Commission, the
Member States and the relevant sectors of the industry in order to safeguard the supply of
energy sources, such as oil and gas, to its Member States through a diversified network of
energy pipelines, notably by negotiating supply contracts and organising storage capacity,
as well as by funding and coordinating research and development on new energy sources
as part of all relevant programmes such as the 7th Research Programme 2007-2013 and its
subsequent updates;

34.

Proposes that the Commission assume full responsibility for ensuring the steering and
financing of projects in the following fields:

35.

-

new investment in research and the development and deployment of renewable
energy sources, in energy efficiency, especially in the European building stock, as
well as in resource-use efficiency more generally,

-

strengthening the European energy network by interconnecting national networks
and distributing power from major centres of renewable energy production to
consumers, as well as introducing new forms of energy storage and the European
High Voltage Direct Current (HVDC) “super-grid”;

-

promoting EU space-based infrastructures in the area of radio navigation and earth
observation in order to foster the provision of new EU services and the development
of innovative applications, as well as to facilitate implementation of EU legislation
and policies;

-

developing a high-speed public rail service connecting the Union from east to west
and north to south, together with plans to facilitate investment in its infrastructure
and critical infrastructure in public ownership;

-

providing fast internet access throughout the Union, ensuring the rapid execution
of the EU’s digital agenda and providing all citizens with reliable, free access;

-

developing EU leadership in the field of e-health,

-

completing the development of, and creating common standards for, electric
mobility;

Believes that, while there may be agreement on matters of governance and on EU activity
in terms of shared competence and supplementary action, the Union requires resources,
especially financial resources, to pursue such a strategy;
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Financial regulation and supervision
36.

Points out that the ultimate purpose of the financial system is to provide appropriate
instruments for saving and for putting savings to use in the form of investment to provide
support to the real economy and to promote economic efficiency, assuming part of the risk
of enterprises and private households, to optimise long-term financing of pensions, and to
create jobs, as done for example by regional and local retail banks; notes that this function
is especially important in a situation where new means of growth are needed, entailing
substantial investment in clean technologies;

37.

Emphasises that financial development must also be put to use in the cause of fairness by
extending access to credit and insurance – subject to adequate safeguards – to sections
of the population currently cut off from it; insists that regulatory reform in the financial
sector must not be carried out for the sole purpose of ensuring financial stability, but must
also reflect the aims of sustainable development;

38.

Notes that this crisis marks the limits of a system of self-regulation and over-reliance on
the capacity of market participants in the financial sector and of rating agencies always to
correctly assess and properly manage risks and avoid moral hazard;

39.

Welcomes the present proposals of the Basel Committee on Banking Supervision (BCBS)
and the role played by the institution as such, but bearing in mind that a “one-size-fits-all”
approach is detrimental to financial institutions in the EU, takes the view that regulation
should be timed and proposed on the basis of thorough assessments of its impact on the
extent to which financial institutions serve the real economy and society; shares concerns
expressed about the right level of capital requirements and the length of transition periods;

40.

Notes that transparency in both corporate and Member State financial statements is required
in order to restore confidence; calls upon the Commission, therefore, to investigate the use
of off-balance sheet transactions, unfunded liabilities and the proliferation of SPV and
SPEs and to consider limiting their use or requiring mandatory declarations in published
accounts;

41.

Notes that a major deficiency in the oversight system has become evident as a result of this
crisis; calls for opportunities for regulatory arbitrage to be minimised globally through
firm agreement at G20 level and within the European Union, and, where possible, to be
abolished through the application of a common rule book for financial services;

42.

Believes that loopholes in regulation which allowed subsidiaries of foreign financial
services to operate significant unregulated business in the EU need to be closed;

43.

Notes that there is at present insufficient international regulation of crisis management in
the financial sector; calls on the Commission to come forward with concrete proposals for
an EU framework for cross-border crisis management in the financial sector, taking into
account initiatives taken by international bodies, such as the G20 and the IMF, in order to
ensure a global level playing field;
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44.

Notes that standards, notably when using fair value, are pro-cyclical in their impact on
decision making, notably by financial institutions that have been over-reliant on them;
notes that this fault can also be observed in some regulatory, prudential and taxation rules;

45.

Is aware of the specific problems associated with the important part of of the banking and
insurance sectors held by foreign establishments in many of the New Member States;

46.

Notes that it is necessary to strike a balance between the need to take steps that help
preserve financial stability and the need to maintain banks’ ability to provide credit to the
economy; it is important that the banking system should be able to fulfil its fundamental
tasks in normal times as well as in times of crisis;

47.

Notes that the size of financial institutions and their respective balance sheets have
introduced the concept of ‘too big to fail’; calls on the Commission, therefore, to require
banks to produce a “living will” detailing their orderly liquidation in the event of a crisis;

48.

Welcomes the European Central Bank’s (ECB) strong role in the framework of the European
Systemic Risk Board (ESRB), enabling it to make a major contribution to financial stability
in the European Union;

49.

Stresses the need to introduce new standards for statistical data on the financial sector,
strengthening the risk-monitoring and surveillance capacity of the European Commission;

50.

Wishes to encourage financial innovation provided that it leads to the development of
transparent tools for financing useful technological innovation, long-term investment,
pension funds, jobs and the green economy; is looking forward to further EU action in
the area of innovative financing with the aim of mobilising long-term savings in favour of
sustainable, strategic long-term investments and expanding access to financial services;

51.

Reaffirms the paramount importance of a system of supervision and regulation which
leaves no financial transaction and no financial instrument off the record book; insists
that hedge funds must be submitted to the same rules as any and every investment
fund; stresses that supervision and regulation must target speculative movements on the
financial markets in order to curb and rein in speculation against countries, currencies and
economies;

52.

Considers that lax corporate governance of financial institutions has contributed to the
crisis and needs addressing in order to ensure that risk committees are operational and
effective, board members are sufficiently knowledgeable about the institution’s products
and management and non-executive directors assume responsibility for aligning investor
and employee interests with respect to compensation policies;

53.

Notes a lack of values and ethics in the behaviour of some actors in financial markets and
institutions; underlines that financial markets and institutions have to take into account, as
part of their corporate social responsibility, the interests of all of the parties involved, such
as their clients, shareholders and employees;

54.

Takes the view that a sufficiently broad set of criteria for systemic risk needs to be used
as the basis for categorising financial institutions, especially within the EU; considers that
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use of these criteria entails asking how many Member States’ institutions operate in and
how big they are, and, most importantly, ascertaining the capacity of a given institution to
disrupt the internal market – a point underscored when the crisis demonstrated that large
size was only one of several factors that posed systemic risk;
55.

Deems it vital that the EU should take into account, in defining new rules, the need to
maintain and expand the structural diversity of its financial sector, and believes that the
European economy needs a sound network of regional and local banks, such as savings
banks and cooperative banks, while recognising that different banks have different areas of
expertise and core competencies; notes that plurality has proved its worth in the financial
crisis and has added to stability, and that uniformity can lead to systemic fragility;

56.

Calls for a return of the role of the traditional bank manager who, knowing the character,
track record and business plan of loan applicants, is in a position to take a calculated risk
based on personal knowledge in accordance with EU legislation such as the MIFID and
consumer credit directives which provide for consumer information and protection;

57.

Stresses that, in order to revitalise and unblock the flow of credit to companies and
individuals, it is essential to find long-term solutions to the difficulties posed by the
enormous amount of private debt for both households and businesses;

58.

Calls for increased transparency in the relations between Member States and their relations
with leading financial institutions;

59.

Welcomes the Commission’s proposal of 2 June 2010 and considers that the business model
of the Credit Rating Agencies may result in a conflict of interests, given that the agencies
are used to measure the financial strength of the companies that pay them, and that their
model does not enable them to evaluate the macroeconomic aspects of decisions; realizes
that the credit rating agencies contributed to the crisis because their incentives were set up
in a harmful way largely resulting from a lack of competition; proposes that research be
carried out into the reliability of a system whereby investors and savers pay for access to
the information they need;

60.

Asks the Commission to launch a feasibility and impact study on the setting up of a public
and independent European Credit Rating Agency, and considers that courts of auditors, as
independent bodies, ought to contribute actively to the rating of sovereign debt; believes
that this development would introduce a welcome plurality of standards; considers that
increased competition in the ratings market could improve the quality of ratings;

61.

Calls on the Commission to explore proposals on shareholder voting rights in terms of
providing for greater transparency in respect of shareholders’ identities and strategies and
by encouraging long-term investment;

EU governance
62.

Considers that at times of economic and social crisis Europeans expect accountability,
responsibility and solidarity to be the guiding principles behind European decision making;
58

Section 1: The Mandate and Resolutions

63.

Notes that for decades before the crisis, many European countries were experiencing low
economic growth and high unemployment owing to a lack of capacity in some Member
States to reform their economies towards a knowledge-driven economy and to restore their
competitiveness on the international markets, as well as to low domestic demand; notes
that Europe needs more transparent and efficient financial markets and higher economic
growth that is conducive to high-quality employment and social inclusion;

64.

Notes that the European Union is finding it more difficult than other regions in the world
to get out of the crisis, largely on account of inappropriate, insufficient and belated political
responses to the crisis and the structural weakness of its governance capacity, and notes the
risk that the crisis will seriously and permanently weaken its economic, and thus political,
position on the world stage, which perhaps will only be regained in the long term and if
the EU is able to consider the sustainability of the concept of the “European way of life”
without undermining its core values;

65.

Considers that the Union will need to achieve greater coherence in policy making to rise
to the challenge facing it; therefore deems it essential that the policies implemented be
consistent; considers that action by the EU institutions will be decisive here;

66.

Notes also the deficient economic governance structures in the European Union, whereby
this fragmentation impairs the Union’s capacity to impose its weight in discussions on the
major macroeconomic imbalances, particularly with the United States and China;

67.

Believes that the crisis has revealed a trend in the economic policies of the last years which
left many countries both within and outside the euro area with an alarming rate of public
debt;

68.

Points out that the long-term sustainability of public finances is essential to stability and
growth; welcomes the Commission proposals to strengthen the management of the euro
zone in the medium and long term, which are designed to prevent any repetition of the
current currency crisis, and shares its view that the Stability and Growth Pact requires
more effective incentive and penalty mechanisms;

69.

Underlines that, in order to restore sound growth rates and achieve the objective
sustainable economic development and social cohesion, priority should be given
dealing with persistent and significant macroeconomic imbalances and disparities
competitiveness; welcomes the recognition of this necessity by the Commission in
communication on economic policy coordination;

70.

Notes that the crisis highlighted structural weaknesses in certain EU Member States and
notes that the problems of some Member States in financing their debt on the markets
can be attributed to inadequate governance and, as reported by the IMF, to international
financial markets sounding false alarms;

71.

Considers that the financial crisis in Greece and other countries within the euro area are a
serious matter for the euro area as a whole and that it reflects the euro zone’s weaknesses
in coping with the spillover effects of the global financial sector;
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72.

Considers that any development model based on the universally declared desire not to
return to the status quo needs to make the link between sustainability and solidarity;
proposes that the Union’s future strategy be sustainable in terms of financial markets,
the economy, government expenditure, economic and social impetus, climate and the
environment;

73.

Favours the introduction of a tax on financial transactions, the revenue from which would
improve the functioning of the market by reducing speculation and help to finance global
public goods and reduce public deficits; considers that such a tax ought to be as broadly
based as possible or, failing that, that the financial transaction tax should be introduced as
a first step at EU level; calls on the Commission swiftly to produce a feasibility study taking
into account the global level playing field and to come forward with concrete legislative
proposals;

74.

Considers that in order to avoid the risk of structural after-shocks, focusing the exit
strategy on long-term sustainable growth should be the leading criterion for policy choices;
from this perspective, the content of fiscal packages is essential; policy choices should be
made in accordance with medium- to long-term objectives, and public investment must be
properly targeted and focus on innovation, research, education and energy efficiency, and
new technologies should be considered a priority;

75.

Points out that the Union’s greatest successes have come from the achievement of practical
projects and the implementation of substantive policies, such as the internal market, the
common commercial policy (CCP), the euro, the launching of structural reforms and the
Erasmus programme, which the Commission is working to drive forward;

76.

Considers that solidarity between generations means that neither the young nor senior
citizens should be overburdened with debt contracted in the past;

77.

Notes that the crash has shed new light on the demographic challenge and the challenge
of funding pensions; considers that the funding of pensions cannot be entirely left up
to the public sector, but that reliance should be placed on tripartite systems including
public, occupational and private pension schemes duly guaranteed by specific regulation
and supervision in order to protect investors; considers, furthermore, that pensions
will need to undergo European-wide reform to contribute towards financing solidarity
between generations; considers that the increase in life expectancy raises cross-cutting
issues regarding the organisation of society that have not been anticipated;

78.

Believes that what Europe needs is a more united and efficient and less bureaucratic Union
and not just more coordination; believes that the Commission, whose task it is to define
and defend the general European interest, must, as a priority and in line with its right
of initiative, commit to action on behalf of the Union in those fields where it has shared
competences or competence to coordinate Member States’ actions, while implementing and
enforcing common policies and setting boundaries for action by market or state players
that would hamper the internal market; considers it vital for the Commission to utilise
regulations instead of directives as the legal basis in order to facilitate uniform adoption
across the EU and to prevent distortions;
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79.

Asks the Commission to organise, where necessary, sector-based round tables so that all the
stakeholders in a given market can work together with a view to encouraging the re‑launch
of a genuine European industrial policy as well as fostering innovation and job creation;
recalls that in this endeavour we must bear in mind our commitments on climate change
and the potential of certain green technologies; considers that the EU budget needs to be
better used, so that it becomes a real catalyst for all national efforts in the areas of research
and development, innovation and creation of new businesses and jobs; calls further on the
Commission to put forward concrete proposals on how to enhance cooperation between
business and research and promote clusters, and to support such a strategy with adequate
funds; stresses that one fundamental driving force for development in any market is free
and fair competition, where it is easy for newcomers to enter the market and where there
are no privileges distorting it;

80.

Invites the Commission to make full use of the letter and spirit of the Framework Agreement
with regard to the special partnership with the European Parliament with a view to setting
the priorities of the European agenda in the interest of all citizens; calls for an intensified
dialogue with the national parliaments, in particular in the areas of budgetary and financial
matters; warns against any attempts to create separate institutions on an intergovernmental
basis, which would exclude some countries from decision making and would prevent equal
weight being given to the views of all Member States;

81.

Believes that effective economic governance implies endowing the Commission with
proper, stronger management responsibility, thereby enabling it to use both existing tools
and the new tools provided for by the Lisbon Treaty, such as Articles 121, 122, 136, 172,
173 and 194, which confer on the Commission the task of coordinating reform plans and
measures and establishing a common strategy;

82.

Believes that strengthening economic governance must go hand in hand with reinforcing
the democratic legitimacy of European governance, which must be achieved through
the closer and more timely involvement of the European Parliament and of national
parliaments throughout the process;

83.

Proposes that responsibility for economic and monetary affairs at the Commission
should be given to one of its vice-presidents; proposes that that person be tasked with
ensuring that EU economic activity is consistent, with overseeing how the Commission
exercises its economic, monetary and financial-market-related responsibilities and with
coordinating other aspects of the Union’s economic activity; also suggests that he or she
should participate in the work of the European Council, chair the Ecofin Council and the
Eurogroup and represent the EU on relevant international bodies;

84.

Considers that the budgetary difficulties currently faced by Member States and the need
for considerable investment call, if the strategic objectives of the Union are to be achieved
by 2020, for new financial models involving both public and private funds;

85.

Urges the Member States and the Commission to accelerate the creation of conditions for
the public and private sectors to cooperate closely including in the form of public‑private
partnerships, in order to meet the challenge of long-term investment at national and
European level, leading to sustainable, inclusive and competitive growth;
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Economic and Monetary Union policies
86.

Confirms its commitment to the euro; recognises the strategic function and value of a
common currency; stresses the transparency and economic benefits the euro has brought
to the euro zone; takes the view that, first and foremost, the euro must be a bastion of
stability for the European economy;

87.

Notes that the primary objective of the ECB’s monetary policy is to maintain price stability;
points out that the objective of price stability can be achieved effectively only if the root
causes of inflation are properly addressed; recalls that Article 127 of the TFEU also assigns
to the ECB the task of supporting the general economic policies of the Union; deems it
essential that Member States in the euro area and those with a special status strictly fulfil
their obligations and leave no doubt about the common aims of price stability, independence
of the ECB, budget discipline and fostering growth, employment and competitiveness;

88.

Commends the ECB on its efforts to control inflation, but calls for the ECB to play a greater
role in controlling asset inflation;

89.

Notes that a monetary union needs strong coordination of economic policies to be resilient
to economic downturn; regrets that in the Economic and Monetary Union the emphasis
has largely been on the “monetary”;

90.

Agrees with the IMF that crisis management is not an alternative to the corrective policy
actions and fundamental reforms needed to reinforce the foundation of the European
Monetary Union;

91.

Underscores the need for the euro zone to increase its resilience by finalising an institutional
set-up based on both incentives and sanctions for necessary actions;

92.

Stresses that the SGP is the only existing regulatory instrument that can provide a
fundamental regulatory framework for macro-economic policies and public finances in
the EU;

93.

Notes that the changeover to the euro, as the report on the first ten years of the euro has
shown, has also revealed a widening of divergences in competitiveness between the euro
zone economies, thus exacerbating the consequences for the economically weak countries
and leading to substantial trade imbalances within the euro zone; notes, however, that the
benefits of the euro for the Union as a whole, for example in terms of relative economic
stability, price stability and a low inflation rate, have been substantial;

94.

Stresses the need for many countries to put their fiscal house in order and reduce
significantly their deficit and debt levels; agrees with the Council on the need to ensure
fiscal sustainability and enhanced economic growth and employment in all Member States,
and therefore agrees that plans for fiscal consolidation and structural reforms need to be
defined and implemented accordingly;

95.

Notes that this could lead to financial consolidation strategies which will greatly constrain
the governments’ capacity to act; at the same time, warns that these austerity packages
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should not lead to measures which could dampen economic recovery, employment creation
and social cohesion;
96.

Considers that the Stability and Growth Pact is an important tool for putting pressure
on the sustainability of public finances, which has contributed to economic responsibility
within the euro zone; recognises that it has been hampered by poor enforcement and has
not given sufficient leverage for optimising the economic policies of each of the Member
States and the euro zone as a whole; considers that this economic policy instrument was not
designed to act as a sustainable corrective process to compensate for current imbalances
and manage periods of crisis or of very low growth; takes the view that beyond the
application of existing rules, Member States should implement internal policies to foster
growth, innovation, competitiveness and a qualitative objective whereby the public deficit
must not exceed certain benchmarks;

97.

Considers that the Stability and Growth Pact does not take into account other imbalances
such as the ones in private debt and in current account, which also have an impact on
monetary union;

98.

Notes that, even after it became clear that the accuracy of statistical data reported by
some Member States was questionable in some cases, during the previous parliamentary
term when the directive on Eurostat was being revised, the Council was opposed to
giving Eurostat the power to conduct the on-the-spot checks advocated by the European
Parliament;

99.

Considers that the authors of the Maastricht Treaty expected a convergence of
competitiveness between Member States in the euro zone and had not anticipated the
high degree of divergences, which ultimately led to an increase in the spreads, as fears
concerning the solvency of some Member States drove up their risk premium;

100.

Notes that the last months have seen a number of temporary exceptions to the application
of European state aid norms, thanks to which the Member States had the opportunity to
contain the impact of the crisis; notes that the growth phase, towards which we are heading,
requires solid foundations and it is in this context that we need to return gradually to the
normal state aid regime, thus ensuring a level playing field in Europe;

101.

Urges that the provisions of the Stability and Growth Pact be strengthened, especially its
preventive arm, where the means of peer pressure is the strongest instrument presently
available to make Member States comply with Council recommendations; calls for the
economic surveillance carried out by the Commission to be given more teeth; considers
that the possibility of creating incentives for fiscal consolidation has to be explored;

102.

Proposes the setting up of an effective incentive and penalty mechanism to be applied to
the implementation of the Stability and Growth Pact, which would contribute to preventing
any worsening of the current crisis and ensure the prevention of a new crisis in the future;

103.

Believes that multilateral surveillance and requests for adjustment must be directed
at situations of both deficit and surplus, taking account of each country’s specific
circumstances, in terms of demography for example, and that they must have regard to
levels of private debt, trends in wages compared to labour productivity, employment –
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especially youth employment – and current-account balances; considers that these factors,
if they cannot be employed in the same way as the current stability pact criteria, should
be used as warning signals; believes more transparency is needed with respect to public
finance data, and welcomes the Commission proposal on the quality of statistical data;
104.

Urges the Commission to put in place an enforced European sanctioning mechanism
which is under its clear competence within the euro zone in order to force Member States
to respect the rules of the Stability and Growth Pact;

105.

Takes the view that the Stability and Growth Pact proved not to be efficient enough in
coordinating fiscal policies, that its reliance on individual countries’ policies raised
problems with enforcement and fairness of information, that it failed to make the link
with employment levels and job creation in such a way as to generate a properly balanced
economic policy mix, and that it also failed to address the issues of real convergence,
competitiveness and creation of euro zone synergies; takes the view, therefore, that there
is a need for further coordination among Member States, and the euro zone economies in
particular, in order to strengthen the economic balance in the euro zone;

106.

Considers that the broad economic policy guidelines both for stability and growth
established jointly with Parliament should be used as a framework for discussion and
evaluation of the Member States’ budgets – before their presentation to the respective
national parliaments;

107.

Believes that, in addition to having a single currency, the euro zone countries should go a
step further by making arrangements for a mutual issue and management of a proportion
of Member States’ sovereign debt providing a basis for more complex multilateral
surveillance with assistance from the EMF and EFSF, in order to ensure that the euro zone
market as a whole is more attractive and for joint debt management;

108.

Considers that the implementation of the structural reforms, especially the adaptation and
restructuring of the social distribution systems in the new Member States, needs strong
support and solidarity from the Union; regardless of any global financial, economic and
social crisis situation, the euro zone and the ERM II have to be further enlarged by new
Member States which have fulfilled the Maastricht criteria; such decisions, inter alia, would
prove the stability and sustainability of the euro zone itself.

109.

Considers that levelling out the existing major differences in competitiveness within
the euro zone by keeping wage increases in line with productivity gains and inflation
expectations is key to avoiding the emergence of rifts within the euro zone;

110.

Calls for substantial improvement in the social dialogue on macro-economic issues, which
must entail more than merely informing the social partners about guidelines proposed or
adopted;

111.

Calls on the Commission and the Council to define broad common guidelines for the
EU to implement a sustainable market economy; believes that such guidelines should be
defined annually on the basis of an assessment which includes wage/productivity evolution
at national and European level through proper social dialogue;
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Fiscal policy
112.

Calls for a common budgetary strategy in order to restore and safeguard the EU as a longterm economic growth area;

113.

Considers that public expenditure used efficiently with a view to the future (on education,
training, infrastructure, research, environment etc.) can stabilise the economy by nourishing
healthy, sustained growth over time; takes the view that high-quality, responsible public
spending combined with fostering the entrepreneurial and innovative potential of the
private sector can drive economic and social progress;

114.

Stresses the importance of establishing a stronger link between the Stability and Growth
Pact, macroeconomic instruments and the Europe 2020 National Reform Programmes by
presenting them in a coherent way, thereby also making for enhanced comparability of
national budgets in terms of spending in different categories; believes that Member States
should view their respective economic policies not only as a matter of national interest,
but also as a matter of common interest, and should formulate their policies accordingly;
reminds the Member States of the enhanced role of the Broad Economic Policy Guidelines;

115.

Insists that, if the Europe 2020 strategy is to be credible, greater compatibility and
complementarity are needed between the national budgets of the 27 EU Member States
and the EU budget; emphasises the greater role the EU budget should play in terms of
pooling resources;  

116.

Considers that public investment that is targeted smartly can have a major leverage effect
on long-term investment; proposes extending the mandate of the EIB to include the
ability to issue Eurobonds to invest in major structural projects in accordance with the EU
strategic priorities;

117.

Points out that a common currency can only operate if Member States coordinate their
budgetary policies and open their books to each other; recognises that this process requires
close cooperation with national parliaments;

118.

Calls on the Commission and the Council, with Eurostat’s support, to improve
the comparability of spending under national budgets in order to identify policy
complementarity or convergence;

119.

Believes that the Union and Member States must work towards the introduction of fiscal
principles that will cease to encourage indebtedness in the public and private sectors and
short-term remuneration in the private sector and which could possibly include bonus/
malus mechanisms based on criteria relating to decent work and the environment;

120.

Notes that recovery from the financial, economic and social crisis and an exit from the
sovereign debt crisis will require a long-term process which must be well designed and
ensure balanced and sustainable development; acknowledges that compromises may have
to be made between growth, fairness and financial stability and that such compromises
must be the subject of political decision making; asks the Commission to present financial
development proposals that take these aims into account, particularly with regard to the
EU 2020 strategy, and to explain the types of compromise on which political choices may
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have to be made; hopes that this will provide a basis on which the Union can facilitate
debate and permit policy comparisons, following consultation with all parties that have
a stake in financial-market reform (banks, investors, savers and the social partners); calls
on the Commission, furthermore, to involve the European Parliament more closely in this
process, particularly when devising and then implementing the EU 2020 strategy;
121.

Urges the Union to better equip itself with countercyclical economic policy management
instruments;

122.

Considers that the Lisbon Treaty provides all the instruments needed at this stage to put in
place real economic governance of the Union and better surveillance of the state of public
finances in the Member States;

Internal market
123.	Highlights calls in the Mario Monti and Louis Grech reports, adopted by the European
Parliament on 20 May 2010, for a more holistic approach to the internal market, in terms of
both strategy and perception, with a view to making it more effective and restoring public
confidence; underlines the importance of the “Single Market Act” initiative of legislative
and non-legislative proposals to strengthen and update the internal market, complete the
Digital internal market and address and break down remaining barriers;
124.

Considers it essential that the Single Market Act include an ambitious agenda for social and
consumer protection in the form of the insertion of a social clause in all legislation related
to the internal market, legislation on services of general economic interest, a legislative
agenda to strengthen workers’ rights, an ambitious legislative package for consumer
protection that makes a difference to the daily lives of citizens and better tax coordination
by means of harmonisation of the corporate tax base and VAT rates;

125.

Notes that the internal market requires the support of all as a cornerstone of the European
project and the foundation of sustainable wealth creation in the EU;

126.

Points out that the internal market is one of the main drivers of European growth; underlines
that the EU 2020 strategy should serve as a concrete program for growth and employment
with a view to facing the economic crisis and strengthening the internal market;

127.

Takes the view that initiatives by single states cannot be effective without coordinated
action at EU level, making it fundamental that the European Union speaks with a strong
single voice and implements common actions. Solidarity, on which the European social
economy model is based, and the coordination of national responses have been crucial to
avoiding protectionist measures of short duration by single Member States; expresses its
concern that the re-emergence of economic protectionism at national level would most
probably result in fragmentation of the internal market and a reduction in competitiveness,
and therefore needs to be avoided; is concerned that the current economic and financial
crisis could be used to justify reviving protectionist measures in various Member States,
whereas the downturn calls for common safeguard mechanisms instead;

128.

Takes the view that progress in the internal market should not be based on the lowest
common denominator. Encourages the Commission, therefore, to take the lead and
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come forward with bold proposals; encourages the Member States to use the method of
enhanced cooperation in areas where the process of reaching an agreement among 27 is
not achievable; other countries would be free to join these spearhead initiatives at a later
stage;
129.

Warns against the notion that the European economy can somehow develop and grow
without free and fair trade with as many other countries in the world as possible, including
our leading trade partner today, the US, and emerging economies like China, India and
Brazil; considers that the European Union should also rely on its own strengths by making
better use of its internal market, especially since the bulk of its growth is also linked to
domestic demand;

130.

Stresses the need to unleash the potential of the internal market for business in the era of
globalisation, in order to boost job creation and innovation in new technologies in Europe;

131.

Believes that in order to establish an effective internal market, the Commission must
produce a clear set of political priorities through the adoption of a ‘Single Market Act’,
which should cover both legislative and non-legislative initiatives, with the aim of creating
a highly competitive social market economy;

132.

Recognises that within the European Union the construction of the internal market
without some tax harmonisation, notably regarding corporate taxes and a definition of
the components of social protection, have led to some extent to excessive competition
between Member States seeking to attract taxpayers from other Member States; notes,
nevertheless, that one of the great advantages of the internal market has been the removal
of barriers to mobility and the harmonization of institutional regulations, fostering cultural
understanding, integration, economic growth and European solidarity;

133.

Recommends that the Commission conduct an independent exercise to identify the top 20
single-market-related sources of dissatisfaction and frustration which citizens encounter
every day, in particular in relation to e-commerce, cross-border medical care, and mutual
recognition of professional qualifications;

134.

Calls on the Member States finally to accept correlation tables concerning the implementation
of legislation in order to make legislation deficits more transparent;

135.

Stresses that a well-functioning procurement market is essential to the internal market;
remains concerned, however, that there are still significant problems for public authorities
in achieving their policy objectives within a complex set of rules, as well as in ensuring
SME access to the public procurement markets;

136.

Encourages the Commission to come forward with a proposal introducing a “sunrise
clause”, which would ensure that EU internal market laws automatically enter into force at
a given time if Member States do not transpose them in time;

137.

Believes that putting in place sound, effective rules for an economic area, following a
crisis on the scale of the one we have experienced, constitutes a significant contribution
to competitiveness; considers that the EU authorities have a particular responsibility for
ensuring that the reform agenda is adhered to, inter alia by national political authorities;
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138.

Takes the view that Europe should once again turn into a favourable location for investments
and production, and become a world benchmark for innovation and growth; believes that
financial institutions, be they public or private, must do their utmost to ensure that the
financial markets work for the benefit of the real economy and of small and medium-sized
enterprises;

139.

Asks the Commission to carry out an annual assessment of public and private investment
needs and how they are being, or should be, met;

Taxation
140.

Recognises that in order to further develop the Union’s internal market, a coordinated
approach is needed at both national and EU level to capitalise on best practices in the
fight against tax fraud and evasion, while defining appropriate incentives for tax payers
to duly pay their taxes and for the tax authorities in the Member States to adopt effective
preventive measures against all types of tax malpractice;

141.

Considers that reducing tax fraud levels would help to reduce public deficits without
increasing taxes, while maintaining social spending; is concerned about the distortion
created in the internal market as a result of the different levels of tax fraud in the Member
States; asks the Commission to draw up an impact assessment to evaluate the different
problems caused by tax evasion and the black economy in all the Member States;

142.

Stresses the fact that achieving sustainable public finances requires not just responsible
spending, but also adequate and fair taxation, more effective collection of taxes by national
tax authorities and a more intensive fight against tax evasion; calls on the Commission to
propose a set of measures to help the Member States restore the balance of their public
accounts and to finance public investment by tapping innovative financial sources;

143.

Notes, echoing the work carried out by Mario Monti, that increases in public revenue
linked to good economic performance have generally led to tax cuts; notes that taxation on
labour should be reduced in order to increase European competitiveness; supports Mario
Monti’s proposals for the establishment of a Tax Policy Group, which would bring together
representatives from the Member States, as an important way of encouraging dialogue
between European countries; invites the policy group to discuss primarily the framework
for a tax system that would address environmental goals and support resource efficiency;
welcomes the proposal for a directive on a common consolidated corporate tax base in the
2011 Commission work programme;

144.

Recognises that a major driving force for institutional improvement and economic growth
in the Member States is their sovereignty in choosing how they wish to levy taxes; regards
it as essential to reduce taxes on labour, both for the sake of the least fortunate and in order
to allow the middle classes to live decently from the fruits of their labours;

145.

Advocates a tax structure geared to easing the burden on labour and encouraging, and
creating incentives for, employment, innovation and long-term investment;
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Regional, economic and social cohesion
146.

Considers that cohesion policy should be regarded as one of the pillars of the Union’s
economic policy, contributing to long-term EU investment strategy;

147.

Notes that cohesion policy has become an essential element in the European Economic
Recovery Package, being a public policy which can be used to respond to the crisis and
address short-term demand stimulation while at the same time investing in long-term
growth and competitiveness;

148.

Considers that the strength of cohesion policy in linking recovery to long-term growth
comes from its three basic characteristics: it sets strategic guidelines that are conditions for
resources to be transferred, which are binding on both Member States and regions; it leaves
space for Member States and regions to tailor interventions to local specificities; and it has
the capacity to monitor and support in pursuit of goals;

149.

Underscores that the uneven impact of the crisis across Europe’s territory reflects different
competitive starting points and varying degrees of recourse to anti-crisis measures, and
that it means different long-term outlooks; points out that the effects of the crisis may
result in weakened territorial cohesion if it is not countered with policies targeting specific
problems in a differentiated manner. Notes that in some of the countries most affected by
the crisis, cohesion policy accounted for a major part of total public investment;

150.

Considers that the post-crisis strategy will be more effective if regions and cities are
involved in its implementation; multilevel governance offers broader policy space, allowing
more effective promotion of economic recovery in the EU, as regional and local levels of
European governance have the capacity to translate European general strategic goals into
their own territorial specificities and are capable of harnessing the policy tools they have
at their disposal and the enthusiasm of all partners – business, academia and civil society;

151.

Points out that today there are many policy tools at the local and regional levels of
governance. Both innovation, which can bring productivity gains, and greening, which
can create new demands and markets, require a regional and local focus and a place-based
integrated approach to investment and growth policies; a region, a city, a town or a rural
area can be a place where all partners can be brought together and all the elements needed
to arrive at a solution found;

152.

Expresses, therefore, its concerns at the lack of progress in devolving power to communities,
given that local and rural communities provide opportunities in terms of the economy,
employment and community building, and that providing support for these communities
allows exclusion to be reduced by reinforcing the fabric of the community and thus
increasing its capacity for absorption;

153.

Points out that, as regions will continue to gain in importance in driving the economic
agenda of the EU, local lending needs to be strengthened, and that this can be stimulated
through strong regional banks; notes that regulation of the financial services industry
should take into account the need to stimulate entrepreneurship and financing for SMEs,
and that financial support for SMEs in cohesion policy should move towards venture
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capital finance, which would allow greater involvement of the banking sector and a more
efficient use of structural funds;
154.

Calls for further reform of the current cohesion policy structure to enable funds to be
provided more rapidly and efficiently to Member States, regions and cities; points out that
more flexibility is required and that the Commission must take this into account when
designing future cohesion policy;

155.

Considers it vital that any long-term EU investment strategy supported by the cohesion
policy be linked to results in terms of competitiveness, innovation, job creation, green
growth, and improvements in economic, social and territorial cohesion at European level,
especially between old and new Member States;

EU 2020
156.

Calls for the EU 2020 strategy to pursue a broad political concept of the future of the EU
as a competitive, social, sustainable Union which places people and the protection of the
environment at the centre of policy making;

157.

Considers that, if these goals are to be achieved, it is time to coordinate our macroeconomic
policies closely, aiming as a priority to increase the Union’s growth potential and focusing
on a model of inclusive and sustainable development, without which none of our problems
can be solved; considers that this should be the focus of the new EU 2020 strategy;

158.

Recognises that, in order to prevent the responses to the euro crisis from resulting in a
lengthy period of economic stagnation, the Union should at the same time implement a
strategy to accelerate sustainable economic growth alongside reforms aimed at restoring
and improving competitiveness;

159.

Notes the five headline targets agreed by the European Council on employment rate,
research and development, greenhouse gas emissions, education levels and social inclusion;
stresses that these headline targets should be formulated in the framework of a consistent
and coherent sustainable development strategy combining the economic, social and
environmental policy agendas;

160.

Considers that education should be placed at the very heart of the Union’s economic
strategy, with the goal of raising the overall quality of all levels of education and training
in the EU, combining excellence and equity and reforming the educational model; believes
that education should constitute a public good in the eyes of the Union, with investment
in all aspects of the education system, in quality of education and in broadening access
to higher education; proposes the introduction of a permanent, inclusive European-level
system of lifelong learning, under which the Erasmus and Leonardo programmes for
education and training mobility would become more generally accessible; points out the
need to urgently raise the level of investment in the field of R&D, particularly in view of
the 7FP mid-term evaluation and the next EU financial perspectives;

161.

Notes that tackling youth unemployment and fostering an effective matching of skills and
market needs should be focal points; believes that public-private partnerships in education
need to be developed and cross-border mobility for students and researchers in exchanges
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and internships should be used to enhance the international attractiveness of Europe’s
higher-education institutions while retaining the target of spending 3% of GDP on R&D
will boosts innovation through research and higher education;
162.

Considers that the EU 2020 Strategy as proposed by the Commission should concentrate
on making the internal market less bureaucratic, by reducing administrative burdens on
business by 25% by 2012, and more efficiency-driven, by using the internet as the backbone
of an EU-wide e-market that will generate new services and jobs;

163.

Believes that the governance structure of the Europe 2020 strategy should be strengthened
to ensure that it will achieve its objective; considers that a broader use of binding measures
is necessary to make the new strategy a success, instead of continued use of the open
method of coordination in the field of economic policy; urges the Council and Commission
to come forward with an economic strategy for economic recovery based primarily on EU
instruments and not mainly on intergovernmental initiatives;

164.

Recognises that good governance or an economic government will not, in itself, be enough
to provide the EU with the growth strategy it needs in order to tackle the crisis and square
up to global competition; is convinced, however, that 10 years of EMU have demonstrated
– in the unique context of the euro – the absolute need for such a strategy;

165.

Insists that the EU 2020 strategy should include a target for reducing poverty in the EU
by half, and points out that a majority of Europeans currently living in poverty, or at risk
of poverty, are women, in particular older women, migrant women, single mothers and
carers; takes the view, moreover, that a life-course perspective should be introduced, as
poverty of its parents has a direct impact on a child’s life, development and future;

166.

Calls for an ambitious long-term strategy against poverty with the aim of reducing
inequalities and social exclusion, with far-reaching targets for poverty reduction and
in‑work poverty; proposes an EU framework policy on minimum income schemes, taking
account of subsidiarity, different practices, collective bargaining and national law in the
Member States, and on the basis of European criteria scaled to reflect the standard of
living in each Member State; calls also for a child allowance with the above aim of reducing
poverty, inequalities and social exclusion;

167.

Considers that the Member States should hold debates in their respective national
parliaments prior to adoption of their stability and growth (EU 2020) programmes;

Innovation
168.

Notes that the Commission’s Innovation Scoreboard shows that Europe is still lagging
considerably behind Japan and the United States in terms of research and innovation;

169.

Considers that, in addition to funding for small and medium enterprises, the European
Union needs to take a proactive and coordinated approach to funding research and
innovation and to be at the forefront of new employment sectors and attracting private
investment;
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170.

Notes that the transition to an energy-efficient economy as a way of increasing the EU’s
energy security should be one of the priorities of the Commission and the Member States;
considers that the EU should encourage innovation in energy generation from renewable
resources, putting the emphasis on low-carbon local sources;

171.

Considers that energy network interconnections are crucial to the functioning of the
internal market in the energy sector, as well as to more extensive generation of energy
from renewable resources; emphasises the importance of smart-grid development;

172.

Points out that SMEs should be the backbone in the development of renewable and energyefficient technologies; notes that the creation of financial instruments to encourage energy
efficiency and innovation in renewable energy use is crucial;

173.

Considers that investment in the renewal of housing stock and public transport needs to
be prioritised in order to reduce energy costs and energy poverty and to initiate a virtuous
circle;

174.

Advocates a fair and equitable gradual transition to a green economy; believes that the
job losses resulting from the transition need to be anticipated with measures to step up
training and improve workers’ skills in the new technologies; notes that fuel poverty is a
significant and growing concern;

175.

Calls on the Commission to develop and propose a mechanism whereby SMEs and other
innovators would be offered risk-softening funding in public-private partnership with
private equity funds, where money from the European Investment Bank, together with
public money from the Member States, with the support of risk-guarantee mechanisms by
the European Investment Fund distributed through the private equity fund, would enable
the projects to leverage private investment up to 80%;

176.

Supports the establishment of financial institutions to provide financing for innovation
projects throughout the Union, which are essential for future sustainable growth;

177.

Urges the Commission to work to eliminate administrative hurdles, and to improve
the conditions for innovation, for example by creating the single EU patent. Notes that
well‑intended programmes aimed at boosting competitiveness and shaping a sustainable
economy are not working properly, as SMEs, universities and multinationals are discouraged
from participating in European programmes;

178.

Notes that fiscal and monetary policies are no substitute for structural reform, which
must address the underlying weaknesses of the European economy – sharply growing
debts and deficits, an ageing population, the probability of a surge in inflation or a process
of deflation, the highly probable new surge in inflation, risks to industries generated by
climate-change policies, especially owing to uncertainty about new targets and standards,
low productivity and lack of competitiveness; calls for higher efficiency in using public
money, at both European and national levels; considers that the differences in the timing
and intensity of the crisis, as well as the different ex‑ante fiscal and monetary positions of
the individual Member States, should be taken into account when adopting coordinated
policies and targets; believes that these efforts should lead to faster real convergence among
national economies;
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179.

Considers that the European winning strategy has to be based on sound fiscal policies
fostering innovation, education and workforce employability – the only way to boost
productivity, employment and growth in a sustainable way;

180.

Points out that addressing climate change and resource scarcity and halting biodiversity
loss are the framework conditions for future European economic growth; notes that this
growth must, therefore, be based on decoupling economic growth from resource use, on
green innovations and on ecologically sustainable economic progress;

181.

Welcomes the strategy adopted in 2007 by the European Council aimed at increasing
the EU’s energy independence and setting out specific commitments to combat climate
change; considers that the crisis has further emphasised the relevance of this strategy;
considers, however, that for this strategy to be successful, it requires more ambitious action
by the Union on top of measures to regulate the internal market;

Employment
182.

Considers that one of the great challenges facing the European Union is that of maintaining
its competitiveness, increasing growth and combating high unemployment;

183.

Reiterates that high-quality employment should be a key priority in a 2020 strategy and
that a stronger focus on properly functioning labour markets and on social conditions
is vital to improving employment performance; calls, therefore, for a new agenda to
promote decent work, guarantee workers’ rights throughout Europe and improve working
conditions;

184.

Believes that the new strategy must put more emphasis on decent work, including the fight
against undeclared work, and on ensuring that people who are currently excluded from the
labour market can gain access to it;

185.

Believes that the new strategy should encourage labour markets which improve incentives
and conditions for people at work while, at the same time, increasing the incentives for
employers to recruit and retain staff;

186.

Points out the importance of looking at Europe’s diminishing competitiveness on a global
scale; bearing the projected long-term labour shortages in mind, it is important to look
beyond the crisis and to explore European schemes to allow for knowledge migration and
the prevention of a European ´brain drain’;

187.

Considers that firm and resolute action on employment is all the more necessary as there
is a risk that economic recovery in the Union may not be accompanied by sustainable job
creation;

188.

Urges the Union to link its actions on employment to measures to combat poverty and
social exclusion, together with an effectively functioning internal market for workers
within the EU, so that the crisis does not further increase inequalities;
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189.

Calls on the Member States and the Commission to achieve a 75% employment rate for
men and women by 2020 by reducing labour-market segmentation and stepping up efforts
to facilitate the balance between work, caring responsibilities and family life;

190.

Considers that efforts to support job creation need to be focused on employing the young,
which in turn calls for furthering the provision of gender-sensitive programmes to equip
young people with the skills needed in the real economy;

191.

Stresses the need to create inclusive and competitive labour markets which provide greater
flexibility for employers while at the same time guaranteeing unemployment benefits
combined with active support for re-employability in the event of job loss;

192.

Believes that, while education should remain the responsibility of the Member States, EU
investments and EU-wide recognition of qualifications are needed in all aspects of the
education system, in the quality of education and in broadening access to higher education;
proposes the introduction of a permanent and inclusive European-level system of lifelong
learning guidelines, under which the Union’s Erasmus and Leonardo programmes for
education and training mobility would become more generally accessible;

193.

Makes the point that employment is one of the key factors in the economy because it
contributes to spending power; considers that the EU should pursue the aim of full, highquality employment and that the sustainable functioning of the internal market depends
on a labour market that offers decent work and furthers the cause of innovation;

194.

Urges the Member States to address, through labour-market-related policy measures, both
the cyclical and the long-term dimensions of unemployment;

195.

Takes the view that Europe needs solid growth to sustain its social system, which contributes
to the competitiveness of the European social market economy;

196.

Notes that it is important to facilitate mobility, which also makes it easier for companies to
find the skills they require and the internal market to function better, including in a crisis;
notes that labour mobility needs to go hand in hand with the improvement of working
conditions;

Creating new jobs by promoting SMEs
197.

Notes that SMEs and entrepreneurs play a significant role in all economies and are the key
generators of employment and income, and drivers of innovation and growth; believes that
SMEs are crucial to future development, growth and welfare in the EU, and that the EU’s
competitiveness vis-à-vis the world can be strengthened by prioritising SMEs;

198.

Believes that it is time to look to the future and learn from the lessons of the past, thereby
achieving over time the structural changes that will make our SMEs more competitive
and ready to face the additional pressures that will come from the globalised environment
and our competitors’ capacity to enter into ever more innovative markets, and in so doing
potentially guaranteeing jobs for many of the more vulnerable members of the work force
and their families;
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199.

Recognises that the current definition of an SME in the EU has to be re-examined and that
the criterion regarding the number of employees needs to be lowered in order to allow for
more targeted policies aimed at SMEs;

200.

Realises that the ambition to drive industry and SMEs towards innovation will not be
achieved solely by improving access to capital in general, but that there should also be an
aim to diversify the sources of financing;

201.

Takes the view that, in the context of recovery, particular attention should be paid to the
role of SMEs in terms of productivity and the creation of new assets, and that mechanisms
should therefore be implemented to avoid the exit of SMEs from the market, increasing
unemployment and prolonging economic frailty; considers that efficient distribution of
the European Social Fund should also be guaranteed;

202.

Considers that SMEs should be regarded as a motor for smaller investments financed by
the cohesion funds; believes that the allocation of funds to universities and the promotion
of partnerships with SMEs are key in this regard;

203.

Realises that the EU internal market helps to create a fertile business environment
throughout the Union, whilst also benefiting consumers; is aware, nonetheless, that SMEs
face numerous challenges in operating in the internal market and often operate below
their efficient scale, and that, especially at the micro level, SMEs need to be supported in
order to be able to operate throughout the internal market, that their access to information
about opportunities needs to be brought up to the level where trans‑European platforms
can be established, and that only then can SMEs explore business opportunities, find
complementarities and, ultimately, find the means to gain access to markets within the
Union;

204.

Considers that keeping citizens active and productive after retirement is, among other
things, in the economic interest of Europe and that the loss of their expertise can be
mitigated by encouraging senior citizens to remain active through looser structures and
networks based on their civic engagement and by linking them with economic actors and
academia; believes that SMEs could profit most from a network of informal structures such
as this, which could be consulted, as most SMEs find it hard to afford these services from
the consultancies active in the economy; points out that knowledge accumulated by senior
citizens must be circulated for the benefit of all by the establishment of a network at EU
level;

205.

Calls on the Union to promote its web of SMEs – which are at the forefront of job creation
– by facilitating their access to credit, notably through support for guarantee schemes and
the creation of new standard products to combine loans and equity for smaller companies;
calls on the Union to create an EU Guarantee Fund for SMEs; also calls for an evaluation of
existing funding schemes, especially the CIP programme, and for dedicated efforts to make
EU-backed loans accessible to businesses in all Member States and to develop services to
SMEs and social dialogue structures;

206.

Calls on the Union to aim for a more balanced composition of financing for SMEs; notes
that the share of capital markets in financing SMEs has to be increased; takes the view that
the share of financing of SMEs via capital markets, venture capital, ‘angel investors’ and
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public-private partnerships must be increased and stimulated. Calls on the Commission
and the Member States to reduce significantly public procurement bureaucracy for SMEs
and to cut red tape, a move which is essential to the wellbeing of SMEs;
207.

Encourages the creation of specialised stock markets which cater exclusively to SMEs and
have low barriers of entry, with a view to facilitating the equity process; considers that
SMEs should focus more on equity, and against this background proposes the removal of
negative tax incentives for both sides of the market, the investors and the market;

208.

Calls for the EU Member States to consider efforts to coordinate taxation relative to
SMEs; believes that completing the internal market to provide cross-border financing and
business opportunities for SMEs is essential to fostering the EU’s recovery;

209.

Stresses that an organic link between industry and innovation, and consequently with
education, is highly desirable; innovators, including SMEs, need to be at the forefront of
investments at European and national level. Points out that, by definition, innovating startup SMEs carry a high-risk bankruptcy profile, so that an entire rethink of their financing
and corollary activities is needed. Stresses that, since these innovating start‑ups are in the
most difficult position when it comes to obtaining financing through the banking system,
credit guarantee schemes need to be drawn up specifically for this segment;

210.

Proposes that the Commission should establish a “One SME – One Job” project by creating
a new financial instrument at EU level to encourage the activities of SMEs in the Union;
considers that a more balanced composition of financing of SMEs should be achieved;

211.

Calls for the reform of the Small Business Act document, including binding provisions to
be applied by all Member States, and for the establishment of a new Social Small Business
Act, which would be a necessary reinforcement of the European social market economy in
the post-crisis era;

212.

Recommends the creation of a one-stop shop; one-stop shops are needed in connection with
every administrative issue for SMEs. Takes the view that a reduction in the administrative
burden borne by SMEs is of great importance, as is the introduction of a social component
in SME-relevant European legislation. Believes that Europe needs to become the most
SME-friendly region of the world;

Development
213.

Notes that, although some of the emerging and developing countries seem to have escaped
the worst effects of the crisis, 40% of developing countries have nevertheless been highly
exposed to the effects of the financial crisis, and an estimated 90 million people will be
plunged into poverty as a result;

214.

Calls for a re-affirmation of the pledging of 0.7% of Member States’ GNI to development aid
and for an exploration of additional innovative sources of financing to close the financing
gap caused by shrinking economies in the developing world;

215.

Asks European companies, especially multinationals, to ensure that their sub‑contracting
companies within the production chain are socially responsible;
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Global governance
216.

Recognises the weaknesses and problems caused by the lack of legally binding powers,
and the disconnectedness, of the global financial and economic institutions; welcomes in
consequence the initiatives to enhance, by means of reform, the effectiveness, global reach
and accountability of the IMF and other UN institutions, so that they can be mandated to
serve as a platform for overarching economic and financial sector coordination initiatives
and, where appropriate, given powers to lay down legally binding rules in the form of
international conventions;

217.

Takes the view that the EU’s global challenges include matching its economic strength
with relevance on the world stage by speaking with one voice; believes that one of the key
projects of the EU’s foreign policy must be to strive to reform the UN and the UN‑related
institutions into global institutions with real political leverage over issues of international
concern such as climate change, financial supervision and regulation, poverty reduction,
and the Millennium Development Goals;

218.

Calls on the European Council to convene a G20 summit devoted solely to the reform
required in governance at world level;

219.

Strongly condemns the role played by tax havens in encouraging and profiteering from tax
avoidance, tax evasion and capital flight; urges the Member States, therefore, to make the
fight against tax havens, tax evasion and illicit capital flight a priority; calls on the EU to
step up its action and to take immediate concrete measures – such as sanctions – against
tax havens, tax evasion and illicit capital flight; calls on the Council to come up with a plan,
in the context of the United Nations and other international bodies in which the European
Union and its Member States have a seat, for closing tax havens;

220.

Recommends that, at the same time as improving the governance and operation of the Basel
Committee on Banking Supervision, efforts need to be made to strengthen international
governance arrangements for other market segments; proposes that the BCBS rules should
come into force in the form of international treaties;

221.

Notes the progress on fiscal governance made by the OECD and in the G20, but advocates
urgent and strong action to strengthen the legal and economic consequences of OECD
blacklisting of non-cooperative jurisdictions; asks for rapid, practical steps to be taken on
automatic, multilateral exchange of information as standard procedure worldwide, with a
view to improving fiscal transparency and combating fraud and tax evasion;

222.

Proposes that, following the entry into force of the Treaty of Lisbon, the EU should become
a direct signatory of the ILO conventions and that it should sign all the conventions
adopted by the ILO to date;

Conclusion
223.

Concludes that we need more Europe; considers that there is an urgent need for political
and intellectual leadership in order to put the European project back on track; takes the
views that the Commission needs to make full use of its initiative rights in the fields of
shared competences, notably in energy policies, to empower the EU for challenges ahead;
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believes that the eco-social-friendly internal market project which underpins the Union
needs to be completed; urges that mechanisms for economic governance within the Union
be strengthened, especially from the point of view of better accountability, contingency
management, and economic and employment policy coordination; Asserts that the
financial and supervisory reform agenda must move forward rapidly, addressing not just
the shortcomings observed in the crisis but also the need to design a financial system that
supports the real economy, is conducive to financial stability and engenders economic
growth, long-term investment, job creation, social cohesion and the fight against poverty;
Considers it necessary to redesign the taxation systems in a fair manner, in a way that
discourages the build-up of excessive leverage and promotes social justice, entrepreneurial
spirit and innovation; Calls for a revitalisation of the sustainable social market economy
and the values it enshrines;
224.

Is committed, within the framework of the Special Committee on the Financial, Economic
and Social Crisis, to fulfilling the aims laid down in its mandate in close cooperation with
the EU national parliaments, with a view to adopting joint recommendations;
°
°°

225.

Instructs its President to forward this resolution to the Council, the Commission, the
President of the European Council, the President of the Eurogroup, the European Central
Bank, the Economic and Social Committee, the Committee of the Regions, the Governments
and Parliaments of the Member States and the social partners.
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EXPLANATORY STATEMENT
Mandate and objectives
By decision of 7 October 2009, the European Parliament set up a Special Committee on the
Financial, Economic and Social Crisis which has as its objectives:
-

to analyse and evaluate the extent of the financial, economic and social crisis, its impact on
the Union and its Member States, and the state of world governance, to propose appropriate
measures for the long-term reconstruction of sound, stable financial markets able to support
sustainable growth, social cohesion and employment at all levels, and to provide an assessment
of the effect of those measures and the cost of inaction;

-

to analyse and evaluate the current implementation of Community legislation in all the
areas concerned and the coordination of the measures taken by the Member States to
support sustainable qualitative growth and long-term investment, with a view to combating
unemployment and responding to demographic and climate challenges, while complying
with the subsidiarity principle;

With this end in view, the Committee was to establish the necessary contacts and hold hearings
with the European Union institutions, national, European and international institutions and
forums, the national parliaments and governments of the Member States and of third countries,
and representatives of the scientific community, business and civil society, including the social
partners, in close collaboration with the standing committees.
The special committee may make recommendations regarding the measures and initiatives to be
taken, in close collaboration with the standing committees.
Method and work programme
Promptly after the constituent meeting of CRIS Committee (15 October 2009), CRIS Coordinators
have started elaborating the work programme, which the Committee needs so as to pursue its
mandate.
In order to allow the CRIS Committee to successfully achieve the objectives set by this mandate,
the work programme needed to be structured on the basis of the following elements: fact finding,
analysis and conclusions.
Fact finding
A thorough fact finding element is key to understand the causes of the crisis and the
interconnectedness between different policy fields and areas of society.
Keeping this in mind, the CRIS Committee work programme relies on the following main fact
finding methods:
Public Hearings
Public hearings provide the opportunity for Committee Members to acquire the opinions of
renowned experts and to exchange views with them. To that end, the CRIS Committee held 7
public hearings on different topics and policy areas included in its mandate:
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•

The Financial Crisis: causes, consequences and challenges

•

The Spread of the Crisis - on the real economy and on public finances

•

The Social Impact of the Crisis: unemployment and the social state and demographic
challenges and the pension system

•

Financial regulation and supervision: main failures of the current system and possible
future models

•

European Economic Governance and EU Tools for Economic and Social Recovery:
Stability and Growth Pact, reform and sustainability of public finances and budgetary
policy

•

Global Governance: global imbalances, climate change challenges, impact of the crisis
on developing countries and trade

•

Economic Exit Strategies: financial and monetary aspects and job creation, internal
market, innovation and sustainable green growth.

A number of experts provided evidence to the CRIS committee, including representatives of EU,
national and international institutions, governments of the Member States, academia, business
community, social partners and civil society.
• Studies and Briefing papers
The CRIS Committee has commissioned two major studies: an impact assessment on the costs of
non-action and insufficient coordination and on crisis management. In addition the Committee
has ordered a series of briefing papers to external experts; these provided essential information
on the topics of the individual public hearings to prepare substantially the exchange of views at
each of the hearings.
• Workshops
Compared to public hearings workshops provide external expertise on more targeted subject
matters and enable a more detailed discussion. To this end, the following workshops were
scheduled:
•

The Nordic Financial Crisis - Lessons from the Nordic Countries in the Early 1990s for
the Present Crisis

•

The impact of the crisis on SMS

•

The impact of the crisis on new Member States and the role of cohesion instruments

•

EU-China: a revisited partnership in the aftermath of the global financial, economic and
social crisis (to be held in Shanghai on 29 May)

•

Transatlantic Relations (to be held on the 31 May).

• Delegation visits
Delegation visits allow fact finding missions to countries of a particular relevance or where
key institutions are based; they provide an excellent opportunity to meet counterparts and key
players, who would have been otherwise unable to give evidence to the Committee meetings. For
that purpose CRIS has planned the following delegation visits:
•

Basel and Geneva, Switzerland: to meet key players in the global institutional framework
in WTO, the BIS, the Basel Committee and the Financial Stability Board
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•

Riga, Latvia: to exchange views with the main institutions of a Member State, particularly
hard hit by the crisis that has benefit from the balance of payment facility with the
intervention of the IMF

•

Beijing and Shanghai, China: to explore, in particular, the issue of global balances as
one of the issues at the origins of the crisis and to discuss the future global governance
framework

•

Washington and New York, USA: to gather knowledge from the source of the financial
crisis and to discuss the future developments in their regulation and supervision reform
and the global governance of the financial system

• Expert panel
As a type of sounding board for its analysis and recommendations, the CRIS Committee
has established an expert panel. It consists of well known experts in different policy areas
covered by the CRIS mandate and provides advice to the Rapporteur and to Committee
members on particular topics.
Analysis
Using the information and knowledge gathered during the fact finding exercises, the CRIS
committee elaborated and discussed several thematic papers on different topics covered by
its mandate. Most political groups have been allocated the responsibility to elaborate upon
certain topics and to present it to Committee members. The following thematic papers have
been drafted and discussed by the Committee:
The spread of the crisis on real economy and public finances in the EU - Alain LAMASSOURE
(EPP)

•

Recommendations:
•

The EU should focus its policies towards a central goal of doubling growth potential
through greater coordination and restructuring of the budget.

•

Each Member State must consider how best to adapt its model for economic development
and should consider its role as an industrial power.

•

The EU must address the challenge of an aging population, in particular by employment
and worker training.

•

Each Member State must bring its public finances back under control; a reallocation
of resources will be needed to strengthen investment in sectors with strong growth
potential and to reduce the deficits brought about by the crisis.

•

European solidarity must take precedence over international solidarity; the Union must
endow itself with appropriate mechanisms, instruments and political agreements, in
accordance with the Lisbon Treaty.

•

The external economic policy for the EU in the world after the crisis should be question.
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•

The social impact of the crisis on employment demographic challenge and pension system Nikolaos CHOUNTIS (GUE)
Recommendations:

•

•

The EU needs to focus on solidarity, job protection and social justice.

•

Improving competitiveness by undermining labour rights must be discouraged; the
focus should be on improving product quality, on education, innovation, new sources
of energy, science and technology.

•

The EU budget must be increased substantially and the priorities of the EIB need be
refocused on employment and social cohesion, the development of education, research
and innovation, economic growth with environmental protection, and the adoption of
new, clean and renewable sources of energy.

•

The EU social security scheme needs be reorganised aiming at notably eliminating
uninsured employment; integrating working migrants; supporting the long-term
unemployed and groups at risk from social exclusion; detaching the management of
assets in the scheme from the possibility for financial speculation by subjecting it to
strict management rules and control by the State and the social partners; and the
coordination of an independent source of funding raised by financial transaction tax
and available at a European level assisting those who may not have managed to obtain
a full pension due to losing their jobs.

•
Financial regulation and supervision - future model - Anne E. JENSEN (ALDE)
Recommendations:
•

There is a need for an overhaul of EU financial market regulation and supervision to
address regulatory gaps, guard against future crises, restore confidence and create a
viable and sustainable financial system which protects growth and jobs.

•

Prudential regulation should be: calibrated to the different financial institutions; provide
incentives for prudent behaviour; impose constraints to reduce excessive risk taking;
and encourage “real entrepreneurship”.

•

Policy making should focus on the “boom-bust” cycle since better regulation during
boom periods could limit the amplitude of the bust.

•

Regulatory emphasis needs to ensure that financial institutions do not become too risky
and make it easier to resolve them when things fail.

•

Accounting standards should be revised to enable them to provide verifiable information
to market participants.

•

The MiFID model has to be complemented by product regulation.

•

EU needs to play active role at the global stage in pursuing a major reform of the global
financial system. Where, however, progress at international level is not sufficiently far
reaching, EU should lead by example.
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•

The role of cohesion instruments and solidarity in the process of recovery and restructuring the
European economy - Danuta HÜBNER (EPP)
Recommendations:

•

•

The EU needs to enhance coordination and make better use of synergies between
different levels of public governance and different policies.

•

Territorial specificities and the asymmetric impact of the crisis should be taken into
account when designing crisis exit policies.

•

Exit investment patterns should be aligned with long term growth priorities.

•

Local lending should be strengthened through strong regional banks and backing of
the EIF.

•

Cohesion policy should be the main delivery mechanism of the EU2020 Strategy.

European economic governance and EU tools for economic and social recovery - Magdalena
ALVAREZ (S&D)
Recommendations
•

Better governance of the European financial system is necessary. At national level
mechanisms must be defined to ensure that measures to strengthen and recapitalise
national financial systems comply with EU guidelines. At an EU level there should be:
an acceleration and expansion of the reforms initiated in the European financial system;
a stability fund; a European deposit guarantee fund; a European rating agency; a list of
financial instruments according to their associated risk; creation of clearing houses in
unregulated or unofficial markets; and anti-cyclical ratios.

•

European fiscal policy needs to be coordinated, sustainable and anti-cyclical. To this
end:

•

-

Member states should focus on combating tax fraud; hence the adoption of the
directives on savings and administrative cooperation EU needs to introduce a
series of pan-European taxes such as financial transaction tax, bonus taxes and tax
on carbon use.

-

Member states must make profound changes to their spending policies: promote
active employment policies; give strong support to SMEs; help to restructure the
industrial sector; clearly commit to investment in the ‘knowledge triangle’; and
prioritise green technologies.

-

National policies must be coordinated within the Stability and Growth Pact (SGP),
as the only tool for budgetary harmonisation and the main tool for economic
governance in EMU. The planned reforms of Eurostat in relation to the control of
public finances must be speeded up.

-

At an EU level the role of the EIB could be reinforced.

EU needs a new model of growth: it should focus on restructuring the financial sector
making it more stable and transparent and serves the real economy.
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•

The European economy and industry facing the climate change challenge - Bas EICKHOUT
(Greens)
Recommendations:

•

•

•

Environmental effects should be internalised by: tightening the EU ETS cap, full
auctioning, border levelling and an auction reserve price; introducing a carbon tax
for the non-ETS sectors,; introducing a tax on financial transactions; introducing a
market-based instrument for biodiversity; and by phasing out environmentally harmful
subsidies.

•

Legislation on energy savings, soil, recycling and renewables should be improved;
speeding up the adoption of a soil directive; improving recycling targets and definitions;
introducing an emission performance standard for power plants; and developing an
interconnection plan for a European smart grid.

•

These developments can be financed by: introducing subsidies for the development
of innovative and sustainable technologies and enabling businesses and individuals
to access financing for energy saving measures; prioritising climate change in
the forthcoming budget reform; linking the EU Structural Funds with social and
environmental conditions; offering preferential rates to finance projects with a high
social and environmental value through the EIB; and the Commission should issue
green bonds with Member States guarantees in order to finance green investments.
o Climate should also be mainstreamed in other EU policies.

Global Governance, international monetary policy and tackling global imbalances incl. the issue
on tax havens) - Kay SWINBURNE (ECR)
Recommendations:
•

Considerations should include: the implementation of a pro-cyclical monetary policy
with respect to interest rates; whether a higher target inflation rate globally would be
warranted; the state of the oil market, imbalances in oil producing countries and OPEC;
and closer co-ordination of taxation policies globally through G20 to minimise tax
arbitrage opportunities;

•

Further consideration should be given to: the role of subjective judgement by regulators
and directors at times of market stress; less reliance on mathematical modelling; a
ban on buying back and cancelling previously issued equity to limit organic growth
in financial firms; “living will” to detail their orderly liquidation; and minimising tax
incentives which favour debt financing over equity financing;

•

For Member States there should be a requirement by Member States to publish financial
statements that are accurate and transparent.

Economic exit strategies: financial and monetary aspects, SMEs, innovation and new opportunities
for sustainable growth - Regina BASTOS (EPP)
Recommendations:
•

SMEs as a driving force for EU recovery and future growth and welfare:
-

Strengthening the social market economy avoiding competition restrictions;
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•

•

-

full use of internal market capacities and new business opportunities throughout
EU for SMEs;

-

a new Social Small Business Act;

-

a one-shop-stop for every administrative issue for SMEs;

-

establishing a European seniors consultancy network;

-

coordinating taxation policy concerning SMEs; providing tax incentives and
subsidies for them

-

providing external dimension to SMEs policy to enable them to compete
internationally

Innovation:
-

creating a stronger link between industry and innovation;

-

new partnerships between business, science and university research;

-

backing knowledge-based innovations.

Sustainable growth:
-

boosting employability by “One SME- One Job” Project;

-

using SMEs as a tool for restoring the community economic and social tissue;

-

devolving power to the communities: local implementation of global decisions;

-

seeking out a proactive approach towards exclusion, which often responds to
poverty;

-

using the full potential of the emerging information society in order to engage
locals in sustainable society planning.

Recommendations by the rapporteur
With regard to the first aspect of the special committee’s mandate, the rapporteur takes the view
that the financial crisis which has unfolded since the summer of 2007 was in some way expected.
Its starting point was the US subprime market, but it could have started elsewhere. What is striking
is the extent of its spread, as the subprime market in 2007 only accounted for 13% of outstanding
mortgage loans in the USA, its impact on other markets and primarily the European market, the
social damage it is causing and the uncertainty about how it will end.
As with any financial crisis, there are multiple causes. It first of all reflects a real economic situation
related to the means of growth in the United States in the new age of capitalism with the advent of
globalisation and global imbalances and the massive need for adjustment that ensues. Widening
social inequalities both globally and within individual countries, coupled with the diminishing
share of value added accounted for by wages and salaries since the beginning of the 1980s, the
dwindling purchasing power of households and the development of consumption based on
excessive household debt, all played a decisive role in the development of these imbalances and
of certain “financial innovations”.
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This crisis is finally the outcome of the abuses spawned by an excessive reliance on risk-taking to
boost profits in an inadequately regulated or supervised globalised financial system. It helps shed
light on an economic system and system of governance that had reached certain limits.
Moving on to the second aspect, the rapporteur considers that the main lesson to be learnt relates
to a dysfunction in decision-making processes. It is clear that there was no desire to take action
on this crisis until it was essential to do so (“As long as the music is playing, you’ve got to get
up and dance1”) and the full scale of the cost of non-cooperation was felt by a globalised world
and by the European Union. When panic took hold of the markets, the initial reaction by the
Member States was uncoordinated and was immediately punished. It was only once the Member
States sent out signals of their desire to tackle this global crisis together that the situation was
reversed, as the markets kept an eye on the Member States. When one looks back at how the crisis
was managed, questions clearly need to be asked about the role of global governance beyond the
proliferation of international fora and the role of political authority with respect to the position
of the ECB in ensuring the effective management of Economic and Monetary Union. It took a
crisis to bring about the organisation of a Eurogroup at head of state and government level, a
body that we have long been calling for. Looking forward, this should result in the Union being
equipped with economic governance mechanisms that are suitable both for normal times and
times of emergency.
At the Commission, leaving aside the role of individuals, what has been striking has been the
difficulty experienced in coping with this sort of crisis and the unfitness of an organisational
approach involving, on the one hand, the pursuit of macroeconomic policy via established
procedures and, on the other, legislation for the financial markets and liaison with the coordination
function of national supervisory bodies. There is no provision here for addressing the impact of
the one on the other or for the essential interconnection of macroprudential and microprudential
analyses.
Given these dysfunctions, the rapporteur believes that our economic model must in future be
made much more crisis-resistant through a profound re-balancing of its key components. The
Union must rely on its own strength in order to be effective. In areas of shared competence with
the Member States it must play its part to the full and it must draw on its internal strength in
order to pull its weight in shaping globalisation. The Union can no longer gamble on the growth
of other world regions; it must assert not only its interests but also its values at world level.
The second point to be made with regard to responses to the crisis so far concerns the swiftness
and scale of the support given to the financial sector. There is a widely held view that, since the
outset of the crisis, we have seen profits privatised and losses taken into public ownership. In a
situation characterised by reduced purchasing power, the spectacle of governments releasing huge
sums over the space of a few days to rescue the banking sector could result in a widespread sense
of bafflement. The onset of economic recession in Europe forced the Member States to pump vast
amounts into underpinning economic recovery. Their support remains crucial and any premature
withdrawal of public input would weaken the recovery. The serious nature of the situation also
requires the EU to prove itself inter alia in the sphere of social affairs because, whatever the
reality of its competences, ordinary people in the Union make a connection between the social
circumstances they experience and the way the EU functions. If it fails to prove itself, we shall
1

Quote from the CEO of Citigroup, Charles O. Prince, in an interview with the Financial Times in July
2007.
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see a resurgence of nationalism in various quarters, as well as protectionism, and a worsening
of the anti-EU mood. Job-creation via the knock-on effects of the forthcoming ‘green’ industrial
revolution, while certainly useful, will not in itself be enough. So one of the big challenges in the
current phase of the crisis is to keep the political pressure sufficiently sustained to ensure that
what has gone wrong with the market today is put right and to re-establish a system that serves
to finance the real economy. In the task of rebuilding the financial markets there has to be a shift
of direction, with a restructuring around the economy’s needs, around long-term investment, the
challenge of climate change and population ageing. So far, we have not grasped what is required
to bring about that shift because the crucial negotiations are conducted solely between financialmarket players and public authorities.
Conclusions, challenges and further work
With the Union experiencing the most serious social and economic crisis in its history – a crisis
undermining what have to date been its core components, from the internal market to competition
policy and the stability pact – projections for the decade ahead are not possible unless they take as
their starting point the current situation, i.e. the issues recognised and the challenges identified in
this report. Definition of the EU 2020 strategy ought to have been part of the overall effort, part
of the process of crisis management and of strategic planning beyond the crisis.
This strategic exercise by the Union also ought to have been conducted in close cooperation
with the national parliaments, the social partners and civil society, and to have involved the
European Parliament to a much greater extent. The Special Committee on the Crisis has identified
cooperation – an area of shortcoming at both the Council and the Commission – as the third
aspect of its remit and the intended focus of its work under extended terms of reference. The
Committee’s work to date may have yielded conclusions and provided a basis for specific
recommendations on certain points, but more intensive efforts need to be invested in exchanges
on that basis with national parliaments and in transforming the recommendations into legislative
proposals and from there into a work programme.
Were the Special Committee to be wound up, it would create the impression that the crisis has
been overcome, whereas in fact the situation on the financial markets has not stabilised and the
full economic and social repercussions of the crash are still unclear, although they will be deep
and lasting. In all the areas in which initiatives are under way or are to be taken (on EU 2020
and new political guidelines, on economic governance, the financial perspective, regulation and
supervision, reform of governance at world level and the Union’s representation) it must first be
recognised that the current model is in crisis. That is why we are asking that the terms of reference
of the existing Special Committee be extended. Such an extension would provide a means of
monitoring this multifaceted agenda in a thorough way, studying the issues in greater depth
and producing more meaningful policy recommendations based on a work programme to be
established, with a follow-up report to be produced in the second half of 2011.
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Voting in Plenary

Chairman Wolf Klinz (ALDE)

Rapporteur Pervenche Berès (S&D)

Coordinator Othmar Karas (EPP)

The Committee vote on the Final Report was held on 30 May 2011; the report was approved with a large majority
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Section 2: The Committee’s Work Programme

2009 - 2014

Special Committee on the Financial, Economic and Social Crisis

Work Programme for the Initial CRIS Mandate
October 2009 - September 2010
YEAR 2009
15 October 2009
(Thursday) - 10:00 - 10:30

Constituent Meeting

4 November 2009
(Wednesday) - 10:00 - 12:00

Exchange of Views
In addition to committee members, Mr Francesco Contesso of
the European Commission was in attendance

10 November 2009
(Tuesday) - 15:00 - 18:30

1st Public Hearing
The causes of the financial crisis and the consequences and
challenges for the European Union
Keynote speaker: Mr José Manuel González Páramo
Panel 1: Analysis of the causes of the financial crisis
Speakers: Mr Paul Jorion, Mr André Sapir, Ms Verena Ross and
Mr Fernando Fernández Méndez de Andés
Panel 2: The EU in the light of the financial crisis: consequences
and challenges
Speakers: Mr Carlo Vivaldi, Mr John Monks and Mr Jörgen
Holmquist

30 November 2009
(Monday) - 16:00 - 18:30

Workshop
The Nordic financial crisis- lessons for the present crisis
Speakers: Mr Lars Nyberg, Mr Lars Jonung and Mr Jaakko
Kiander

1 December 2009
(Tuesday) - 10:00 - 12:30

Joint ECON-CRIS seminar
Monetary exit strategies and systemic risk
Session I: Monetary Exit Strategies
Speakers: Mr Jean Pisani-Ferry, Mr Guillermo de la Dehesa, Mr
Daniel Gros, Mr Ansgar Belke and Mr Stefan Collignon
Session II: Systemic Risk
Speakers: Ms Anne Sibert, Mr Stefan Gerlach and Mr Karl
Whelan
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3-4 December 2009
(Thursday and Friday)

Delegation visit to Basel and Geneva
Switzerland
(please see the following list of guest speakers and discussion
partners for details)

YEAR 2010
14 January 2010
(Thursday) - 15:00 - 18:30

2nd Public Hearing
Spread of the crisis
Keynote speaker: Mr Michel Aglietta
Panel 1: Impact of the crisis on the real economy
Speakers: Mr Philippe de Buck, Mr Stefan Schneider and Mr
Antonello Pezzini
Panel 2: Impact of the crisis on public finances
Speakers: Mr Marco Buti, Mr Klaas Knot and Mr Casper de Vries

18 January 2010
(Monday) - 11:00 - 14:00

Visit to the ECB in Frankfurt
(please see the following list of guest speakers and discussion
partners for details)

28 January 2010
(Thursday) - 9:00 - 12:30

3rd Public Hearing
Social impact of the crisis
Keynote speaker: Mr Mario Monti
Panel 1: Unemployment and the social state
Speakers: Sir Tony Atkinson, Ms Alice Ouedraogo and Mr
Jeremy Smith
Panel 2: Demographic challenges and the pension system
Speakers: Mr Edward Whitehouse, Mr Vit Samek and Ms Violeta
Ciurel

1 February 2010
(Monday) - 16:00 - 18:30

Workshop
Impact of the crisis on SMEs
Discussant: Mr Yiorgos Ioannidis
Session I: How have SMEs been affectedin the crisis?
Speakers: Mr António Saraiva, Pontus Braunerhjelm and Ms
Maria Nowak
Session II: What can be done?
Speakers: Ms Reinhilde Veugelers and Mr Gerhard Huemer
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11 February 2010
(Thursday) - 9:00 - 11:00 - STR

Consideration of thematic papers
Thematic paper on the spread of the crisis on real economy and the
EU’s public finances
Thematic paper on the social impact of the crisis: employment,
demographic challenges and pension systems

25 February 2010
(Thursday) - 15:00 - 18:30

4th Public Hearing
Financial regulation and supervision
Keynote speaker: Mr Christian Noyer
Panel 1: To what extent did financial regulation and supervision
fail in preventing the crisis?
Speakers: Mr Jochen Sanio, Ms Bettina Corves-Wunderer and
Mr Thomas Wieser
Panel 2: Which future model for Europe?
Speakers: Mr Avinash Persaud, Ms Ieke van den Burg and Mr
Erkki Raasuke

1 March 2010
(Monday) - 15:30 - 18:30

Workshop
Impact of the crisis on new Member States and the role of cohesion
instruments, including impact on Euro-area vs. Non-Euro-area
Session I: Macroeconomic Impact - Monetary and Financial
Policies
Speakers: Mr Filip Keereman, Ms Kateřina Šmídková, Mr Zsolt
Darvas and Mr Stanislaw Gomulka
Session II: Structural Impact - The Role of Cohesion Policy in the
Exit Strategy
Speakers: Mr Péter Heil and Mr Fabian Zuleeg

11 March 2010
(Thursday) - 09:00 - 11:00 - STR

Consideration of a thematic paper
Thematic paper on financial regulation and supervision - the
future model

18 March 2010
(Thursday) - 09:00 - 12:30

5th Public Hearing
European economic governance and EU tools for economic and
social recovery
Keynote speaker: Prime Minister George A. Papandreou
Panel 1: Stability and growth pact and reform and sustainability
of public finances (role of solidarity mechanism between Member
States)
Speakers: Mr Loukas Tsoukalis, Mr Jean Pisani-Ferry and Ms
Daniela Schwarzer
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Panel 2: Budgetary policy - tool for economic recovery and strategic
choices
Speakers: Mr Pedro Perez, Ms Ann Pettifor, Mr Luca Paolazzi
and Mr Mark Hallerberg
25 March 2010
(Thursday) -15:00 - 18:30

6th Public Hearing
Global governance
Keynote speaker: Mr Tommaso Padoa-Schioppa
Panel 1: Global governance, global imbalances and climate change
challenge
Speakers. Mr Bert van Selm, Mr Sony Kapoor and Mr Stephan
Schulmeister
Panel 2: Impact of the crisis on developing countries
Speakers: Mr Amar Bhattacharya, Mr Arunabha Ghosh and Ms
Núria Molina

29 - 31 March 2010

Delegation visit to Riga, Latvia
(please see the following list of guest speakers and discussion
partners for details)

15 April 2010
(Thursday) - 9:00 - 12:30

Consideration of thematic papers
Thematic paper on the contribution of cohesion policy to the
economic recovery: linking crisis exit policy with long term growth
and structural change
Thematic paper on European economic governance and EU tools
for economic and social recovery

15 April 2010
(Thursday) -15:00 - 18:30

7th Public Hearing
Economic exit strategies
Keynote speaker: Ms Stephany Griffith-Jones
Panel 1: Exit strategy - financial and monetary aspects
Speakers: Mr William Nicholas Hutton and Ms Lucrezia Reichlin
Panel 2: Exit strategy - job creation, internal market, innovation
and sustainable green growth
Speakers: Ms Maria Joao Rodrigues and Ms Nicola FuchsSchündeln

29 April 2010
(Thursday) - 09:00 - 12:30

Consideration of thematic papers
Thematic paper on global governance, international monetary
policy and tackling global imbalances (incl. the issue on tax havens)
Thematic paper on the European economy and industry facing the
climate change challenge
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29 April 2010
(Thursday) - 15:00 - 18:30

Presentation of studies
Impact assessment on the costs of non-action and insufficient
coordination
Study on financial supervision and crisis management in the EU

6 May 2010
(Thursday) - 15:00 - 17:00

Consideration of a thematic paper
Thematic paper on economic exit strategies: financial and
monetary aspects, SME’s, innovation and new opportunities for
sustainable growth

18 May 2010
(Tuesday) - 9:00 - 11:00 - STR

Presentation of draft report to Committee

25 - 29 May 2010

Delegation visit to Beijing and Shanghai, China
Partly together with the Delegation for Relations with China
(please see the following list of guest speakers and discussion
partners for details)

31 May 2010
(Monday) - 15:30 - 18:30

Workshop
EU-US relations in the aftermath of the financial, economic and
social crisis
Session I: Financial and economic crisis - transatlantic views and
shared challenges
Speakers: Mr Peter Jungen and Mr Joseph R. Mason
Session II: Stock-taking and prospects in insititutional transatlantic
cooperation
Speakers: Mr Frances G. Burwell and Mr Benoît Cœuré

3 June 2010
(Thursday) - 09.00 - 12:30

Consideration of draft report

3 June 2010
(Thursday) - 15:00 - 18:30

Discussion of the draft report with
Committee Members and CRIS Expert Panel

8-11 June 2010

Delegation visit to Washington and New York, USA
(please see the following list of guest speakers and discussion
partners for details)
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22 June 2010
(Tuesday) - 12:00

Deadline for tabling amendments
to the draft report

13 July 2010
(Tuesday) - 09:00 - 12:30

Consideration of amendments

23 September 2010 - STR
(Thursday) 9:30-12:00

Consideration of amendments and compromise amendments

29 September 2010
(Wednesday) 9:00-12:30

Vote on the draft mid-term report in Committee

October II 2010

Priority debate and vote on draft mid-term report in Plenary
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Work Programme for the Extended CRIS Mandate
October 2010 - July 2011
YEAR 2010
27 October 2010
(Wednesday)10:00-12:30

Exchange of views with Mr Jan de Wit, Chairman of the
Committee Inquiry into the Financial System, House of
Representatives, Netherlands Parliament
Accompanying Mr Jan de Wit were: Mr Herman Beun, Mr Job
Daemen, Ms Natalie Koot and Mr Gerald van Leiden

End October 2010

Start written consultation of National Parliaments

11 November 2010
(Thursday) 15:00-17:00

Exchange of views on the second phase of CRIS mandate

14 December 2010
(Tuesday) 16:00-17:00 - STR

Open Coordinators meeting with Commissioner Olli Rehn,
Economic and Monetary Affairs

YEAR 2011
05 January 2011
(Wednesday) 10:30 - 12:00

Exchange of views of CRIS Chairman with the Committee on
European Union Affairs, The Senate, Parliament of the Czech
Republic, Prague
(please see the following list of guest speakers and discussion
partners for details)

11 - 13 January 2011
(Tuesday - Thursday)

Delegation visit to the Assembleia da República, Portuguese
Parliament, Lisbon, and to the Congreso de los Diputados and
Senado, Spanish Parliaments, Madrid
(please see the following list of guest speakers and discussion
partners for details)

19 January 2011
(Wednesday) 14:00-15:00 - STR

Open Coordinators meeting with Commissioner Michel Barnier,
Internal Market and Services

20 January 2011
(Thursday) 09:30 - 11:30 - STR

Exchange of views on: “European sovereign debt and Euro crisis
including mutual issuance of public debt and Euro-Bonds”
with Mr Sean Berrigan, Director of DG ECFIN, European
Commission

26 January 2011
(Wednesday) 15:00 - 17:00

Exchange of views with Mr Henri Emmanuelli, Chairman of the
Inquiry Committee on the speculation mechanisms which affect
the functioning of the economy and Mr Jean-François Mancel,
Rapporteur, Assemblée Nationale, French Parliament

27 January 2011
(Thursday - all day)

Delegation visit to the Houses of Commons and House of Lords
(UK Parliaments), London, UK
(please see the following list of guest speakers and discussion
partners for details)
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31 January 2011
(Monday) 15:00 - 18:30

Exchange of views on: “Global imbalances and global
governance” (15:00-16:45)
Exchange of views on: “The case for a new monetary system”
(16:45-18:30)
with Mr Peter Bekx, Director of DG ECFIN, European
Commission

02 February 2011
(Wednesday) 16:45 - 18:00

Open Coordinators meeting with Commissioner Algirdas Šemeta,
Taxation and Customs Union, Audit and Anti-Fraud

08 February 2011
(Tuesday) 13:00 - 14:30

Exchange of views between CRIS Chairman and the Committee
on European Union Affairs, Deutscher Bundestag, German
Parliament, Berlin

10 February 2011
(Thursday) 15:00-17:00

Exchange of views on: “Increasing the competitiveness and
sustainability of the EU; implementing the EU 2020 strategy by
fostering innovation, long-term investment for jobs and growth”
with Ms Elena Flores Gual, Director of DG ECFIN, European
Commission

14 February 2011
(Monday) 11:00 - 14:00

Visit to the ECB in Frankfurt

16 February 2011
(Wednesday) 15:00 - 16:30 - STR

Open Coordinators meeting with Vice-President of the
Commission, Mr Antonio Tajani, Industry and Entrepreneurship

28 February 2011
(Monday) 15:00-18:30

Exchange of views on: “Re-thinking the EU: Beyond European
economic governance” (15:00-16:45)
Exchange of views on: “Financing the real economy and a Europe
of added value, Project Bonds and Financial Transaction Tax”
(16:45-18:30)
wit Mr Marco Buti Director of DG ECFIN, European
Commission

03 March 2011
(Thursday) 9:00-12:30

Rapporteur presents draft outline of final report

08 March 2011
(Tuesday) 11:00 - 12:00 - STR

Open Coordinators meeting with Commission Günther Oettinger,
Energy

08 March 2011
(Tuesday) 16:00 - 17:30 - STR

Open Coordinators meeting with Commission Johannes Hahn,
Regional Policy

14 March 2011
(Monday) 15:00-18:30

Joint inter-parliamentary meeting with representatives of
National Parliaments
“Investing in the real economy: A tool kit for growth, innovation
and cohesion”
Keynote Speakers: Mr Thomas Mirow and Mr Philippe Maystadt
Followed by a joint CRIS/ECON dinner with key note speech by
Mr Jacques Delors, former President of the European Commission

21 - 22 March 2011
(Monday and Tuesday)

Delegation visit to the Parliament of the Hellenes, Athens, Greece
(please see the following list of guest speakers and discussion
partners for details)
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28 March 2011
(Monday) 15:00-18:30

Consideration of draft final report

11 April 2011
(Monday) 16:00-18:30

Hearing with Mr Phil Angelides, Chairman of the US Financial
Crisis Inquiry Commission (FCIC) - presentation of FCIC report

12 April 2011
(Tuesday) 15:00-18:30

Continuation of consideration of draft final report

13 April 2011 - at noon
(Wednesday)

Deadline for tabling amendments to the draft final report

05 May 2011
(Thursday) 15:00-18:30

Consideration of amendments

25 May 2011
(Wednesday) 13:00-15:00

Continuation of consideration of amendments

30 May 2011
(Monday) 16:30-18:30

Vote in Committee on the draft final report

6 July 2011
(Wednesday) 09:00-12:30

Priority debate and vote in Plenary on the draft final report

31 July 2011

End of term of mandate of CRIS Committee

*******
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List of Guest Speakers and Dialogue Partners
(please see work programme for further details)

Expert

Forename

Institution

Title

Date of
Attendance

Abou, Mr

Serge

EU Ambassador

EU Ambassador

24/5/2010

Aglietta, Mr

Michel

University of Paris
and Centre d’Etudes
Prospectives et
d’Informations
Internationales
(CEPII), Paris

Professor of Economic
Sciences at the
University of Paris,
Nanterre, and Advisor
to the CEPII, France

14/1/2010

Aihua, Mr

Qin

Institute of European
Studies, China

Assisstant Professor
of Economics at the
Institute of European
Studies

27/5/2010

Allen, Mr

Jim

Chartered Financial
Head of Capital
Analyst Institute , USA Markets Policy for
CFA

10/6/2010

Amado, Mr

Nuno

Banco Santander Totta CEO of Banco
Santander Totta

11/1/2011

Andresen, Mr

Svein

Financial Stability
Board

Secretary General of
the Financial Stability
Board

3/12/2009

Anestis, Mr

St.

General Confederation Representative of the
GSEE and INE-GSEE
of Greek Workers
(GSEE) and its Labour
Institute (INE-GSEE)

22/3/2011

Angang, Prof

Hu

School of Public Policy Professor at SPPM
and Management
(SPPM), China

27/5/2010

Angelides, Mr

Phil

Financial Crisis
Inquiry Commission
(FCIC), USA

Chairman of the
Financial Crisis
Inquiry Commission

8/6/2010

Angulo, Mr

Arthur G.

Federal Reserve Bank
of New York

Senior Vice President
of the Relationship
Management Function

11/6/2010

Arbizu, Mr

Eduardo

Bank BBVA

Head of Legal Services
at BBVA

12/1/2011
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Ardaillon-Poirier, Elisabeth
Ms

European Central
Bank (ECB)

Director of
Communications at
ECB

Arias, Mr

Javier

Bank BBVA

Head Representative to 12/1/2011
the EU for BBVA

Ariztegui Yáñez,
Mr

Javier

Bank of Spain

Deputy Governor of
the Bank of Spain

Asimakopoulos,
Mr

D.

Hellenic Confederation Representative of the
GSEVEE
of Professionals,
Craftsmen and
Merchants (GSEVEE)

21/3/2011

Atkinson, Sir

Tony

Universities of Oxford, Professor at the
Cambridge and
Universities of Oxford,
Harvard
Cambridge and
Harvard, Economics
of income distribution
and poverty, UK

28/1/2010

Augulis, Mr

Uldis

Latvian Parliament
(Saeima)

Minister of Welfare for
Latvia

31/3/2010

Austen, Mr

Mark

Association of
Financial Markets in
Europe (AFME)

CEO of AFME

26/1/2011

Ayuso Huertas,
Mr

Juan

Bank of Spain

Director of the
Department of
Monetary and
Financial Studies

13/1/2011

Baker, Mrs

Susan

U.S. Department of
Treasury

Deputy Director of the
Office of International
Banking and Securities
Markets

9/6/2010

Baldzēns, Mr

Egīls

Free Trade Union
Confederation of
Latvia

Vice-President of the
Free Trade Union
Confederation of
Latvia

30/3/2010

Barānovs, Mr

Oļegs

Latvian Parliament
(Saeima)

Director of Economic
Policy Department

29/3/2010

Barber, Mr

Brendan

Trade Union Council
(TUC), UK

Secretary General of
TUC

27/3/2011

Barros, Mr

José António Portugese
Entrepreneurs
Association (AEP)

President of the AEP

11/1/2011

102

14/2/2010

13/1/2011

Section 2: The Committee’s Work Programme

Bauze, Mr

Kārlis

Bank of Latvia

Head of the Monetary
Policy Department,
Bank of Latvia

29/3/2010

Baxter, Mr

Thomas C.

Federal Reserve Bank
of New York

Executive Vice
President & General
Counsel of the Legal
Group

11/6/2010

Beales, Mr

Peter

Association of
Financial Markets in
Europe (AFME)

MD of Policy, AFME

26/1/2011

Bean, Mr

Charles

Bank of England

Deputy Governor of
Monetary Policy for
the Bank of England

27/1/2011

Bedford, Mr

Jason

KPMG, China

Manager of Financial
Services, KPMG

26/5/2010

Begg, Dame

Anne

UK House of
Commons

Chairwoman of the
Work and Pensions
Committee

27/1/2011

Behrens, Mr

William

Atlantic Council of the Government Relations
United States
Manager for General
Electric

9/6/2010

Bekx, Mr

Peter

DG ECFIN, European Director of DG
Commission
ECFIN, European
Commission

31/1/2011

Belke, Prof.

Ansgar

University of
Duisburg-Essen

Professor of
Macroeconomics
at the University of
Duisburg-Essen

1/12/2009

Bernard, Mr

Steve

Geneva Financial
Centre Foundation
(GFCF)

Director of the GFCF

4/12/2009

Berrigan, Mr

Sean

DG ECFIN, European Director of DG
Commission
ECFIN, European
Commission

20/1/2011

Bērziņš, Mr

Guntis

Latvian Parliament
(Saeima)

Chair of the Budget
Committee

29/3/2010

G24 Intergovernmental
Group of Twenty
Four African, Latin
American and Asian
Developing Countries

Director of the G24
25/3/2010
Intergovernmental
Group of Twenty
Four African, Latin
American and Asian
developing countries,
Washington, D.C., USA

Bhattacharya, Mr Amar
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Bin, Prof.

Hu

Institute of Finance
and Banking, China

Director of Research at 27/5/2010
the Institute of Finance
and Banking

Bindseil, Mr

Ulrich

European Central
Bank (ECB)

Deputy Director
of General Market
Operations

18/1/2010

Bingham, Mr

Andrew

UK House of
Commons

Member of The
Work and Pensions
Committee

27/1/2011

Bini Smaghi, Mr

Lorenzo

European Central
Bank (ECB)

Member of the
Executive Board of
ECB

18/1/2010

Blair, Mr

Andrew

Atlantic Council of the President and Chief
United States
Executive of the
Washington Global
Partners

9/6/2010

Blankfein, Mr

Lloyd

The Goldman Sachs
Group

10/6/2010

Bledowski

Krzystof, Mr Atlantic Council of the Economist and
United States
Council Director of
the Manufacturers’
Alliance

9/6/2010

Bonmati, Mr

Manuel

Bank of Spain

International Policies
at UGT

13/1/2011

Born, Ms

Brooksley

Financial Crisis
Inquiry Commission
(FCIC), USA

Vice-Chairwoman and
former Chairwoman
of CFIC

8/6/2010

Braamhaar, Ms

Anne-Karien Association of
Financial Markets in
Europe (AFME)

Manager, Advocacy of
AFME

26/1/2011

Braga, Mr

Carlos

Poverty Reduction
Deputy Vice President,
and Economic
PREM Network
Management (PREM),
World Bank

8/6/2010

Bratteberg, Ms

Anette

Association of
Financial Markets in
Europe (AFME)

26/1/2011
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Braunerhjelm, Mr Pontus

Swedish
Entrepreneurship
Forum and The
Royal Institute of
Technology, Stockholm

Managing Director
1/2/2010
of Swedish
Entrepreneurship
Forum and Professor
of International
Business and
Entrepreneurship,
The Royal Institute of
Technology, Stockholm

Brazovskis, Mr

Jānis

Financial and Capital
Market Commission
(FCMC), Latvia

Deputy Chair of
FCMC

30/3/2010

Broderick, Mr

Craig

The Goldman Sachs
Group

Chief Risk Officer of
The Goldman Sachs
Group

10/6/2010

Brumfield, Mr

William

U.S. Labour
Department

Europe Area Advisor

9/6/2010

Burwell, Ms

Francis G.

Atlantic Council of the Vice President
United States
and Director to
Transatlantic Relations
and Studies at the
Atlantic Council

05/31/2010
and
06/09/2010

Buti, Mr

Marco

DG Economic and
Director General of
Financial Affairs,
DG Economic and
European Commission Financial Affairs,
European Commission

14/1/2010

Campos e Cunha, Luís
Prof.

Universidade Nova de Professor at the
Lisboa
Universidade Nova de
Lisboa

3/6/2010
and
1/12/2011

Canuto, Mr

Otaviano

Poverty Reduction
Vice President PREM
and Economic
Network
Management (PREM)

8/6/2010

Cardoso, Ms

Teodora

Bank of Portugal

11/1/2011

Caruana, Mr

Jaime

Bank for International General Manager of
Settlements (BIS)
the BIS

3/12/2009

Changhua, Ms

Wu

The Climate Group,
China

Director for Greater
China, The Climate
Group

25/5/2010

Chanos, Mr

James S.

Kynikos Associates,
New York

Founder and
Managing Partner of
Kynikos Associates

10/6/2010
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Charlton, Ms

Lorraine

Association of
Financial Markets in
Europe (AFME)

Cheng, Mr

Yi

Peoples Bank of China Deputy Director
General of the
Research Bureau,
Peoples Bank of China

25/5/2010

Chopra, Mr

Ajai

European Department
on the Impact of the
Crisis on Europe and
Policy Challenges

Acting Director of the
European Department
on the Impact of the
Crisis on Europe and
Policy Challenges

8/6/2010

Ciurel, Ms

Violeta

ING Group

28/1/2010
Regional CEO of
Greenfields and
Business Development
Insurance Central
Europe and member
of the Board of
Administration of ING
Life Insurance and
ING Pension Fund,
Romania

Clark, Mr

John J.

Federal Reserve Bank
of New York

Senior Vice President
of Development
Studies & Foreign
Research Function

11/6/2010

Coen, Mr

Bill

Basel Committee of
Banking Supervision
(BCBS)

Deputy Secretary
General of the Basel
Committee on
Banking Supervision

3/12/2009

Cœuré, Mr

Benoît

French Deparment of
Treasury

Director General of
the Department of
Treasury, Paris

31/5/2010

Cohen, Mr

Ridgin

Financial journalist,
New York

Financial journalist

10/6/2010

Colford, Mr

Christopher

Atlantic Council of the Senior Advisor for
United States
Communications at
the National Credit
Union Administration

9/6/2010

Collier, Mr

Nick

Morgan Stanley,
London

26/1/2011
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General Counsel of
AFME

Government Relations
at Morgan Stanley

26/1/2011
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Collignon, Prof.

Stefan

Sant Anna School of
Professor of Political
Advanced Studies, Pisa Economy, Sant Anna
School of Advanced
Studies, Pisa

1/12/2009

Connors, Mr

Tom

Federal Reserve

Deputy Director
of the Division of
International Finance

8/6/2010

Corves-Wunderer, Bettina
Ms

Allianz Spa, Italy

Chief Financial Officer, 25/2/2010
Allianz Spa, Italy

Costa Pinto, Mr

João

Caixa Central Crédito CEO of Caixa Central
Agrícola, Portugal
Crédito Agrícola

11/1/2011

Cremer, Prof.

Rolf D.

China Europe
Dean and Vice
International Business President of CEIBS
School (CEIBS)

28/5/2010

Cronin, Mr

Charles

Chartered Financial
Analyst Institute
(CFA)

CFA, Head of
Standards and
Financial Market
Integrity Division Europe, Middle East,
and Africa (EMEA)

10/6/2010

Cunningham, Mr Alex

UK House of
Commons

Member of The
Work and Pensions
Committee

27/1/2011

Currie of
Marylebone, Lord

UK House of Lords

Member of the
Economic Affairs
Committee.

27/1/2011

da Silva Peneda

José

The Social and
President of the
Economic Committee, Social and Economic
Portugal
Committee

12/1/2011

Dages, Mr

B. Gerard

Federal Reserve Bank
of New York

11/6/2010

Darvas, Mr

Zsolt

Bruegel - Think Tank, Research Fellow,
Brussels
Bruegel

1/3/2010

Davis, Mr

Stephen M.

Yale University

Executive Director at
Yale University School
of Management’s
Millstein Center for
Corporate Governance
and Performance

10/6/2010

de Angelis, Prof.

Lorenzo

University of Venice

Professor at the
University of Venice

3/6/2010
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de Buck, Mr

Philippe

Business Europe

Director General
of Business Europe,
Brussels, Belgium

14/1/2010

de la Dehesa, Mr

Guillermo

The Centre for
Economic Policy
Research

Chairman of the
Centre for Economic
Policy Research
(CEPR)

1/12/2009

De Sana Trennert, Jason
Mr

Strategas Securities,
LLC. New York

Managing Partner
of Strategas and the
Chairman and Chief
Executive Officer of
the Firm’s brokerdealer subsidiary,
Strategas Securities,
LLC.

10/6/2010

de Sousa, Prof.

António

Associação de Bancos President of ABP
Portugueses (ABP)

de Wit, Mr

Jan

House of
Representatives,
Netherlands
Parliament

Chairman of the
Committee Inquiry
into the Financial
System, House of
Representatives,
Netherlands
Parliament

27/10/2010

de Vries, Prof.

Casper

Erasmus University,
Rotterdam

Chair of Monetary
Economics, Erasmus
University, Rotterdam;
Visiting Professor of
the Duisenberg School
of Finance and the
Tinbergen Institute,
the Netherlands

14/1/2010

Delarue, Ms

Rudi

International Labour
Organisation (ILO)

Director ILO office
for the EU and the
Benelux countries

4/12/2009

Delors, Mr

Jacques

European Commission Former President
of the European
Commission

14/4/2011

Dendrinou-Louri, Eleni
Ms

Bank of Greece

Deputy Governor of
the Bank of Greece

21/3/2011

Dinghua, Ms

Shanghai People’s
Congress

Vice Chairwoman
of the Standing
Committee of the
Shanghai People’s
Congress

28/5/2010

Yang
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Dombrovskis, Mr Valdis

Latvian Parliament
(Saeima)

Prime Minister of
Latvia

31/3/2010

Domenech, Mr

Rafael

Bank BBVA, Spain

Chief Economist for
BBVA

12/1/2011

Donaldson, Mr

William H.

Duff & Phelps, New
York

Chief Corporate
Advisor to Duff &
Phelps

10/6/2010

Drudi, Mr

Francesco

European Central
Bank (ECB)

Head of Monetary
Policy Stance Division

18/1/2010

Dzina, Mr

Richard P.

Federal Reserve Bank
of New York

Senior Vice President
of Market operations,
Monitoring & Analysis

11/6/2010

Egger, Mr

Philippe

International Labour
Organisation (ILO)

4/12/2009
Appointed by the
Director-General to
lead ILO-wide efforts
regarding the financial,
economic and social
crisis

Egle, Ms

Elīna

Employers
Confederation of
Latvia

Director General
of the Employers
Confederation of
Latvia

Elli, Ms

Maria

Atlantic Council of the Director of
United States
TransAtlantic Business
Dialogue

9/6/2010

Emmannuelli, Mr Henri

Committee of Inquiry
on the Mechanisms
of Speculation in
the Functioning of
Economies of the
French National
Assembly

Chairman of the
Committee of Inquiry
on the Mechanisms
of Speculation in
the Functioning of
Economies of the
French National
Assembly

26/1/2011

Engen, Mr

Eric

US Federal Reserve

Assistant Director/
Chief of R&S

8/6/2010

English, Mr

William

US Federal Reserve

Deputy Director of the
Division of Monetary
Affairs

8/6/2010

Escolano, Mr

Román

Bank BBVA, Spain

Head of Institutional
Relations at BBVA

12/1/2011

Escrivá, Mr

José Luis

Bank BBVA, Spain

Chief Economist for
BBVA

12/1/2011
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Eubank, Mr

Jeff H.

NYSE/Euronext, New
York

Senior Vice President
of Global Affairs and
Government Relations

11/6/2010

Evans, Mr

Michael

The Goldman Sachs
Group

Vice Chairman of The
Goldman Sachs Group

10/6/2010

Faria de Oliveira, Fernando
Mr

Caixa Geral de
Depósitos, Portugal

CEO of Caixa Geral de
Depósitos

11/1/2011

Fender, Mr

Bank for International Special Advisor
Settlements
on Financial
Stability Policy for
the BIS Monetary
and Economics
Department

3/12/2009

Instituto de Empresa Professor at the IE
Business School, Spain Business School

10/11/2009

Ingo

Fernández
Fernando
Méndez de Andés,
Mr
Ferreira, Mr

Carlos Santos Banco Millennium
BCP

CEO of Banco
Millennium BCP

11/1/2011

Filaretos, Mr

Spyros

Hellenic Banking
Association (HBA)

Representative of the
HBA

21/3/2011

Fisher, Mr

Paul

Bank of England

Executive Director
Markets for Bank of
England

27/1/2011

Flores Gual, Ms

Elena

DG ECFIN, European Director of DG ECFIN
Commission
at the European
Commission

10/2/2011

Fong, Mr

Terrance

KPMG

Senior Partner at
KPMG

26/5/2010

Fox, Prof.

Meritt

Columbia University,
New York

Professor at Columbia
University, Centre for
Capitalism and Society

10/6/2010

Fratzscher, Mr

Marcel

European Central
Bank (ECB)

Head of International
Policy Analysis
Division

18/1/2010

Frydman, Prof.

Roman

Columbia University,
New York

Professor at Columbia
University, Centre for
Capitalism and Society

10/6/2010

Fuchs-Schündeln, Nicola
Prof.

Goethe University
of Frankfurt/ Main,
Germany

Professor of the
Goethe University of
Frankfurt

15/4/2010

Gago, Mr

Portugese Government Minister of Science,
Technology and
Higher Education

Mariano
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Gama, Mr

Jaime

Portugese Parliament

Speaker of the
Portuguese Parliament

12/1/2011

Gambke, Mr

Thomas

German Parliament

Member of the
German Parliament
for BÜNDNIS 90/DIE
GRÜNEN

8/2/2011

Gerlach, Prof.

Stefan

University of Frankfurt Professor of Monetary
Economics, University
of Frankfurt

1/12/2009

Ghosh, Mr

Arunabha

Woodrow Wilson
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I. The effects of the crisis:
A. On the real economy:
The crisis began in the financial sector that was quickly paralysed by a severe lack of liquidity;
following the bankruptcy of Lehman Brothers, confidence in the solvency of financial institutions
was shaken to its core.
Thereafter, owing to the integrated nature of world financial markets this sectoral crisis spread to
the real economy in ‘record time’1 and was compounded by the fall in demand and the collapse of
world trade in the final quarter (Q4) of 2008.
The credit crisis and the resultant crisis of confidence caused households to eschew consumption
in favour of savings. This fall in demand naturally led to a drop in production. However,
manufacturing industry order books are now filling up again2 and it is beginning to look as
though the worst is behind us.
Corporate investment suffered firstly from the ‘credit crunch’ and falling demand and then
from the stock-market crash, which limited companies’ scope for borrowing and investment,
undermining their ability to innovate and, ultimately, their competitiveness.
In total, the EU GDP fell by 4.9% between Q2 of 2008 and Q2 of 2009, the severest downturn
since the beginning of the European integration process.
The crisis has of course had an impact on employment in the entire EU, with the exception
of Luxembourg, although the jobless rate rose by an average of only 1.9% across the EU-273.
Unfortunately, the negative impact on employment will continue as a result of the customary
delay with which economic trends are mirrored in the job market: Commission forecasts point to
an EU-wide rate of unemployment of almost 11% in 2010, which, it continues, will have serious
implications for the EU’s labour force.
On the positive side, the EU’s balance of trade has stabilised as a result of both a significant fall in
its imports and an upturn in its exports thanks to its speed in reacting to the recovery in global
trade4.
What is more, credit is becoming available once again, although the effects of this on growth have
been muted; although the banks once more have the funds to lend to companies they remain
loath to do so. It is no longer therefore a problem of resources, but one of confidence and risk
aversion.

1
2
3
4

European Economy 7, 2009.
STAT/10/9, Eurostat.
‘The impact of the crisis on employment’, Eurostat, 79/2009.
STAT/10/9, Eurostat.
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B. On public finances:
Europe’s public finances were already in a poor state before the crisis: since the 1970s the level of
Member States’ public debt has gradually crept upwards under the impact of the various economic
downturns the EU has experienced.
The cost of recovery plans, falling tax revenues and high welfare expenditure have caused both
public debt and the ratio of public debt to GDP to rise in all Member States, although not to a
uniform degree across the Union. The EU’s average budget deficit will thus increase from 2.3%
of GDP in 2008 to 7% in 2009 and 7.5% in 2010, while its public debt will rise by 20% between
2007 and 20105.
As a result, the overwhelming majority of countries no longer meet the criteria laid down in the
Stability and Growth Pact and have had proceedings brought against them under the excessive
deficit procedure. Moreover, the OECD claims that if the EU-27’s public debt is not consolidated,
or if unsuitable strategies are pursued to counter the crisis, it could treble by 20506. It should also
be borne in mind that the current, historically low, interest rates are not sustainable.
II. Economic recovery policies:
A. The Member States:
National governments gave priority to saving financial institutions by injecting capital and
liquidities and making use of the deposit guarantee scheme to restore confidence in the system7.
A number of recovery and stimulus measures were then pursued, worth a total of 2.7% of EU GDP
in 2009 and 2010. The ‘mechanical’ effect of Europe’s particularly powerful automatic stabilisers
also came into play.
These resources were allocated as follows: 39% to measures directly supporting households,
16% to measures supporting the labour markets (reducing labour costs and working hours and
facilitating part-time work), 20% to investment (in promising sectors of industry and infrastructure
projects) and 25% to support for businesses (credit facilities and guarantees, setting-up of credit
mediators and reducing administrative costs)8. Most Member States also maintained a stable level
of research and development expenditure in 2009 and 10 even increased it.
Particular support was provided to the sectors the most affected by the crisis, with specific support
measures for the automotive sector in 13 Member States. Although indispensable to prevent
bankruptcies or factory closures not attributable to mismanagement, such measures can clearly
not be continued indefinitely without jeopardising the principle of free and fair competition
within the single market.

5
6
7

8

European Economy 7, 2009.
Spread of the crisis - impact on public finances, C.W. Eijffinger, EP 429.990, 2010.
See ‘Spread of the crisis - impact on public finance’, C.W. Eijffinger, EP 429.990, 2010, pp. 5-9 for a rundown
of the various measures taken in each Member State.
See ‘Spread of the crisis - impact on public finance’, C.W. Eijffinger, EP 429.990, 2010, pp.10-12 for a indepth presentation of measures taken in seven of the EU’ principal economies.
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Of course, the Member States’ public finances have also been seriously disrupted. Several Member
States have already presented plans to consolidate and stabilise their budgets by 2013. Their
partner countries, particularly those which, by virtue of their size, have the greatest impact on the
economy a whole, must urgently do the same.
B. At European level:
1. Contrary to what has been too often said, the ECB and the EU’s other central banks were
remarkably quick to react, right from the earliest stages of the crisis: on 9 August 2007 the ECB
made EUR 95 billion in 24-hour loans available to the banking system, the first in a remarkable
series of unconventional support measures. At the same time, short-term interest rates were
slashed to a level barely above zero.
2. When the financial crisis became acute, the EU’s political authorities also reacted quickly and
decisively: the recovery plan agreed at the Eurogroup summit of October 2008 which averted the
collapse of the financial markets following the failure of the Paulson plan.
Not only did the euro successfully weather the worst financial storm since the Second World War,
the eurozone has also demonstrated that it could provide extremely effective protection for its
members.
At this point in early 2010 credit is once again circulating normally between financial institutions
and most banks that received financial bail-outs have begun to pay them back. Although the
system is not yet free of all toxic assets, the financial crisis can be said to have passed.
3. The EU implemented a recovery plan as early as in December 2008, without waiting for the
inevitable economic consequences of the crisis. The plan was criticised as being merely the sum
of Member States’ national plans and pessimistic voices mentioned that the sums involved were
substantially lower than in the US recovery plan. This criticism failed to take account of the fact
that the national plans were coordinated, that situations varied greatly between Member States,
and thus called for differing solutions, and that the overall additional expenditure of EUR 200
billion (1.5% of EU GDP) came on top of the impact of the automatic stabilisers.
The plan includes EUR 5 billion earmarked from the EU budget to fund energy infrastructure
and the provision of extremely high-speed internet in rural areas.
It also makes provision for increased loans from the EIB and EBRD to be granted principally to
SMEs.
In parallel, the Commission has launched three public public-private partnerships entitled:
‘Energy-efficient Buildings’, ‘Green Cars’ and ‘Factories of the Future’.
A European microfinance instrument has also been set up to enable workers made redundant to
launch their own start-ups; it should become fully operational in 2010.
EUR 6.25 billion has also been granted from the Structural Funds ahead of schedule so as to
speed up the launch of projects that could contribute to the economic recovery.
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According to a Commission progress report, ‘implementation of the EERP (European Economic
Recovery Plan) ... has not only prevented economic meltdown, but helped stabilise the economy and
allowed for a marked improvement in financial market conditions’9 and the Commission considers
that, taken as a whole, the aforementioned recovery measures boosted Europe’s GDP by 0.75% in
2009 and will cause it to rise by a third of a point in 2010.
What is more, the European Globalisation Adjustment Fund provided help for almost 25 000
workers made redundant in 2009.
4. A further example of European solidarity was offered by the Balance-of-payments (BoP)
financial assistance instrument, which was used to help Hungary, Latvia and Romania. To that
end, the overall ceiling for the BoP scheme was increased to EUR 50 billion.
III. Recommendations:
1. The time has come to focus all our policies towards achieving the overriding goal of doubling
our growth potential.
Economists forecast that the EU’s growth potential will not exceed 1.5% per year over the course
of this decade. However, 1.5% growth will solve none of our current problems: not unemployment,
not budget deficit control, not debt reduction and not, above all, the task of restoring the European
economy to global competitiveness vis-à-vis the emerging countries.
The Europe 2020 strategy represents an opportunity to remedy this situation that we must grasp
with both hands.
The steps that need to be taken are well known and already enshrined in the Lisbon Strategy:
increasing labour market participation, fostering knowledge, training, research and innovation,
exploiting the remaining untapped potential in the internal market and applying the principles
of ‘flexicurity’. The Lisbon Strategy did not fail as a result of its diagnosis or its prescribed remedy,
but because no one forced the patient to take the medicine. This is why a review is needed, in
conjunction with the national parliaments, to take stock of the progress made and areas where
we have fallen behind schedule. An annual meeting to publish and compare results, which would
not shy away from ‘naming and shaming’, would be taken more seriously than the open method
of coordination currently in place.
Greater coordination is required between our economic policies: firstly, to ensure that measures
taken in one Member State do not do not harm the economies of the other Member States or
negate measures taken by them and, secondly, because, setting aside the amounts involved, the
nature of national expenditure needs to be compared in order to assess contributions from
national budgets to the funding of EU policies and the realisation of EU objectives.
In the same vein, the structure of the EU budget must be brought into line with the new priorities
of the post-crisis period. This would require, of course, revising the financial perspective and
finally initiating a political debate, which can no longer be postponed, on the financing of the EU
budget through own resources.

9

Progress report on the implementation of the European Economic Recovery Plan, European Commission,
2009.
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2. Each Member State must consider how best to adapt its model for economic development.
It is only natural that not all the Member States share the same development model: issues of size,
demographics and geography, as well as natural advantages, handicaps and individual histories
have created a diversity that makes Europe’s economy unique and constitutes one of its main
assets. The crisis has highlighted the strengths and weaknesses of each of these models and
lessons must be drawn. It should also prompt us to to lay down more systematic arrangements
for exchanges of good practices.
Nonetheless, some questions need to be asked in every Member State.
By way of an example, a reorganisation and consolidation of the banking sector now appears
inevitable.
Similarly, much thought must be given to Europe’s role as an industrial power in the 21st century,
as its share of world manufacturing output has fallen sharply. Such considerations should of
course take into account our undertakings with regard to climate change and the potential of
‘green’ business activities. Better use of the EU budget must also be made to promote and pool
national research, development and innovation efforts.
3. The challenge of an ageing population.
Even before the crisis, the Commission had forecast that this phenomenon would reduce Europe’s
growth potential by 1% per year as of 2020. It would be unthinkable for this fundamental fact of
demography, carefully calculated and readily predictable, not to be at the heart of our economic
policy. A key part of any strategy to address this issue must be employment and worker training.
It should be added that no progress has been made in setting up a single European labour market;
there is twice as much worker mobility between the EU and third countries as there is between
Member States.
4. Each Member State must bring its public finances back under control.
First of all, it is clear that if measures supporting the economy are phased out too soon or too
late this could result in another economic downturn, which would only weaken Europe’s public
finances even further. At the same time however, the example of certain Member States illustrates
that countries that cannot come up with a credible plan for restoring balance to their finances risk
being punished by excessive interest rates, which would be another obstacle to growth.
Thereafter, a reallocation of resources will be needed to strengthen investment in sectors with
strong growth potential and to reduce the deficits brought about by the crisis.
5. The question of financial and budgetary solidarity within the EU can no longer be avoided.
Each Member State is of course responsible for putting its own house in order and, as such,
Ireland has decided to take extremely stringent and credible measures. Greece should now follow
its example.
That being said, it is unacceptable for a Member State in financial difficulties, whether as result of
its own mistakes or not, to be forced to go cap in hand to the IMF for help: European solidarity
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must take precedence over international solidarity, otherwise the EU no longer has a purpose. The
Union must endow itself with appropriate mechanisms, instruments and political agreements, in
accordance with the Lisbon Treaty.
6. What external economic policy should the EU pursue in the post-crisis world?
The difficulties encountered in the Doha round of world trade talks and the failure of the
Copenhagen conference have demonstrated that there are as yet no mechanisms of governance
for our multipolar world: how can we expect the USA, China, India and Brazil to give up demands
for unanimous decision-making when our own Member States accepted it only after half a
century of tentative cooperation? Would it not be wise, as a first step, to consider more pragmatic,
geographically modest solutions, whilst maintaining the EU’s determination to continue to be a
driving force within the G20 group and contribute to reducing imbalances in the world economy?
In this regard, the role played by each institution in representing the EU on the world stage must
be clarified with a view to demarcating responsibilities and having a single delegation for each
function.
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T

he recent global economic crisis has revealed the limits, the sticking points and the structural
problems of the European and global development model. The negative growth and
employment trends already evident in European economies during the entire preceding period
worsened after the credit crunch which has assumed the overall characteristics of a structural
crisis affecting the neo-liberal development model.
The impact of the crisis on the labour market and insurance institutions has been dramatic and
calls for an in-depth study of these phenomena and also a radically different development model.
While the development of employment and unemployment has common characteristics, it has
not been the same in all EU countries: the extent and severity of this development depend on the
degree of dependence of each national economy on its export sector, the international financial
system, foreign direct investment, etc., and also on long-term social and economic characteristics.

According to the most recent available Eurostat statistics (Annex 1 – Tables 1, 2 and 3), employment
in the EU has fallen by 1.9%, a figure which does not correspond to the fall in GDP over the
same period, which fluctuates at about 4.9% (delayed impact). The unemployment rate in the
EU which was already high before the credit crunch (between 2000 and 2006 the unemployment
rate was of the order of 8-9%), has again increased and is set to further deteriorate owing to the
phenomenon of delayed impact. According to Eurostat, unemployment in EU27 in August 2009
was 21.8 million compared to 15.2 million in the eurozone.
It is worth pointing out at this juncture that the structure and impact of unemployment are
not the same in all EU countries, and the ways in which it is measured have also been widely
criticised, since they fail to take into account a significant proportion of the active population
who periodically work part-time. In most countries, the real unemployment rate is far higher
than the official rate, while at the same time the number of long-term unemployed is also rising.
Furthermore, the budgetary problems facing Member States and also the relatively limited funds
provided by the Social Fund mean that it is impossible to take substantive action to address the
problem.
Despite the fact that there has been a great increase in the number of workers with flexible working
arrangements (Treaty of Lisbon) over the last few years, not only has Europe’s economy failed to
become more competitive, it is also beset by problems of effective demand. The objective of full
employment (the Lisbon Strategy) has remained a dead letter, indeed it is acknowledged that any
likely growth scenario in the near future will be accompanied by high, and even unprecedented,
rates of unemployment (the phenomenon of growth with unemployment).
The self-employed, who in some economies account for a large share of the active population, are
equally affected by the economic crisis, but in many countries no social protection network exists
to cushion the adverse effects of the crisis for this group.
Finally, we cannot but mention the increasing pressure on conditions of employment and living
standards due to the present global crisis. The jump in the number of part-time workers and
workers with fixed-term employment contracts, the deregulation of the labour market and the
deterioration of the working environment with tragic consequences, as in the case of France145
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Telecom where 25 employees have committed suicide - all of these factors are leading to worsening
of conditions of employment and labour relations. Fear of unemployment is also a factor behind
‘voluntary’ wage cuts for workers, and this has a direct impact on the income available to them
and their livelihoods.
The second focal point of this document is the demographic question, which, as EU data and
analyses indicate, is directly linked to the difficulties affecting insurance funds.
The problem is caused by the low rate of employment, a general dismantling of the welfare state,
the new structure of unemployment (part-time work, fixed-term employment contracts, etc.),
persistent unemployment affecting EU economies, intolerable pressure on average income and
moonlighting. We must finally stop blaming the increase in life expectancy (something positive
for mankind), which is the result of more general technological and scientific developments, but
this does not dispense with the need for policies to improve the demographic situation in many
EU countries.
The prevailing view is that demographic trends in the EU are characterised firstly by a decline in
fertility and, secondly, by an increase in life expectancy. These trends mean that the population of
the EU will tend to decrease slightly, but that the population age will significantly increase.
The revelation in September 2006 – and the admission by the World Bank – that the basic
assumption on which many statistical and actuarial studies for the insurance sector are grounded
reflects crude political positions based on cooked-up figures and on the ‘World Bank’s crusade
in favour of the capitalist system and private insurance funds’ cast doubt on the reliability and
usefulness of many studies in this sector.
The large number of migrants entering the EU every year (Table 5, Net migration and natural
population growth) is a significant parameter which is usually omitted from official statistical and
actuarial studies. If we look at demographic challenges facing the Union from the point of view of
the viability of insurance institutions, we are all forced to admit that a large number of migrants
could make a significant contribution to ensuring their viability, if only action were taken to
eradicate moonlighting and the limited insurance rights enjoyed by the majority of migrants –
factors which mean a significant loss of revenue. Nevertheless, some countries still need policies
to strengthen the family.
The economic crisis has had a dramatic impact on the assets of insurance funds, but also on the
image of insurance systems among Europeans.
According to the OECD1 in 2008 the overall fall in the value of pension funds assets was an
estimated 24.1% in real terms. This amounts to approximately 5.4 trillion dollars. The EU
countries where the greatest losses occurred (in percentage terms) were Ireland, Hungary and
Poland. The smallest losses occurred in Greece and the Czech Republic. As far as the absolute fall
in the value of pension funds is concerned, the country most affected was the UK, with a figure
of approximately 300 billion US dollars.
However, the above losses were not evenly distributed either in EU or in OECD countries, owing
to differences in the structure of insurance fund portfolios, but also owing to differences in
1

Pensions at a Glance, 2009.
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regulation from one country to another. Thus, in those countries where insurance funds invested
over one-third of their assets in shares, these funds suffered the greatest losses in terms of returns
on their investments.
Responsibility for these heavy losses should be attributed both to the policy pursued by the EU
of encouraging insurance funds to invest the lion’s share of their reserves in high-risk securities
and to the failure of the ECB and national central banks to fulfil their duty to carry out prudential
supervision, which was very limited or even non-existent.
Finally, professional pensions schemes (the so-called second pillar) have also suffered huge losses
which the enterprises themselves have had to meet by injecting capital. Germany is a case in
point. At the end of 2008, the thirty largest firms, according to the DAX index (the German stock
exchange index) had 125 billion euros in reserves for future pensions, compared to liabilities of
191 billion euros over the same period. This corresponds to a deficit of the order of 65% which
must be met by the pension companies’ own capital.
We may conclude that the recent financial and economic crisis has affected Europe’s pension
schemes in varying degrees, depending on their structure and the regulatory arrangements
in each national economy. However, a common point of reference of all the pension systems
is that they are exposed not only to macro-economic risks, but also to market risks, strategic
and management risks and implementational risks, while at the same time the number of those
without insurance is increasing and moonlighting is becoming much more widespread, thereby
undermining the social right to be insured and increasing the problems facing insurance funds.
Proposals
Any attempt to interpret the social outcome of the crisis on the basis of the same social and
economic concepts which caused it will mire our societies in a vicious circle of underdevelopment
and social decline.
In this context it is essential:
•

to abolish the Stability and Growth Pact, which has managed neither to overcome the crisis
nor to bring growth to Europe’s economies. The course we steer together must be based on
the principles of solidarity, the protection of jobs and social justice.

•

the European economy cannot compete at world level on the basis of labour costs. It is
futile and undesirable. If the EU once exerted an appeal it was because it had a convincing
social model which respects labour rights and the social security and democratic rights of its
citizens. From that point of view, the reference in the Council’s decision (11 February 2010)
to the IMF concerning ‘supervision of the Greek economy’ is clearly outside the framework
provided by the Treaties, creates a dangerous political and legal precedent and will result in
stricter application of the Stability Pact.

In this context, there is a need:
•

to introduce special arrangements in the EU’s intergovernmental and multilateral agreements
to curb the phenomenon of social dumping at world level. There is a need to adopt social
standards which must be implemented by every country. Within the Union’s internal market,
improving competitiveness by undermining labour rights must be discouraged and improving
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the quality of products must be encouraged, while developing education, innovation, new
sources of energy, science and technology.
•

to increase the Community budget substantially and to refocus the priorities of the European
Investment Bank on employment and social cohesion, the development of education, research
and innovation, economic growth with environmental protection, and the adoption of new,
clean and renewable sources of energy.

Proposals concerning the challenges presented by the insurance system:
The recent crisis has clearly shown that insurance schemes are faced with a twofold problem: firstly,
the steady decline in insurance contributions owing to the dramatic effects of uninsured or partly
insured employment; and, secondly, the deregulation of the market and the adoption of private
sector criteria for managing insurance funds. Both the European Union and the national States
have a heavy responsibility in this respect, having failed to create the indispensible regulatory
framework to protect insurance funds from the machinations of speculators.
If the EU insurance model, which is now actually based on public insurance schemes, is to be
reproduced, measures and policies must be adopted aimed at achieving the following objectives,
inter alia;
•

eliminating uninsured or partially insured employment;

•

integrating working migrants into the insurance system;

•

promoting integrated employment policies which will support the long-term unemployed
and groups at risk from social exclusion;

•

using the moveable and immovable assets of insurance companies for the benefit of social
development with strict management rules and threefold controls (the State, workers and
employers) - an approach far removed from stock market gambling;

•

coordination at European level in gathering and making available an independent source
of funding to boost insurance schemes’ reserves, which will be raised by taxing financial
transactions and will assist those categories of insured person which have not managed to
obtain full pension rights due to their losing their jobs.
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Table 1 – Employment rate by country
2007 Q3

2007 Q4

2008 Q1

2008 Q2

2008 Q3

2008 Q4

2009 Q1

2009 Q2

2009 Q3

EU-27

53.7

53.5

53.2

53.7

54.0

53.5

52.5

52.6

52.6

EU-15

54.3

54.2

53.9

54.2

54.5

54.0

53.0

53.0

53.0

Belgium

49.5

50.2

50.1

49.7

50.1

49.9

49.4

49.0

49.1

Bulgaria

49.9

49.8

49.7

51.0

51.6

50.8

49.5

50.1

49.8

Czech Republic

55.8

56.0

55.6

56.0

56.0

56.1

55.0

54.9

54.6

Denmark

63.2

63.3

63.1

64.2

64.1

63.8

62.2

61.9

61.9

Germany

54.8

55.0

54.5

54.6

56.0

55.9

54.8

54.9

55.2

Estonia

58.2

57.5

57.7

57.7

58.0

57.5

54.0

52.2

52.6

Ireland

61.5

61.0

60.5

60.1

60.0

57.8

55.3

54.7

54.3

Greece

49.3

49.0

48.9

49.6

49.7

49.3

48.5

48.9

49.0

Spain

53.7

53.4

53.0

52.9

52.5

51.2

49.1

48.7

48.5

France

52.4

52.1

52.1

52.5

52.7

52.2

51.7

52.0

52.0

Italy

46.3

46.0

45.6

46.3

46.1

45.7

44.9

45.2

44.8

Cyprus

62.1

62.4

61.4

62.1

61.8

62.0

60.6

61.1

61.0

Latvia

57.6

58.5

58.1

58.3

57.8

55.4

53.6

51.2

48.9

Lithuania

54.8

53.6

53.0

53.5

54.0

52.9

50.4

50.0

50.1

Luxembourg

54.1

53.8

52.8

54.1

53.4

52.3

54.8

55.5

55.6

Hungary

47.0

46.5

45.8

46.1

46.7

46.2

44.8

45.3

45.1

Malta

46.2

45.8

45.9

46.4

47.1

46.3

46.3

46.2

46.4

Netherlands

64.4

64.3

64.1

64.7

64.9

65.2

65.0

64.6

64.3

Austria

59.3

58.3

57.9

59.1

59.5

58.9

57.7

58.4

58.9

Poland

49.2

49.5

49.4

50.1

51.0

51.0

50.0

50.4

50.9

Portugal

58.0

57.8

57.8

58.1

57.7

57.5

56.6

56.3

55.6

Romania

53.1

50.3

50.0

52.0

52.8

50.6

49.6

51.4

52.3

Slovenia

57.9

56.6

55.6

56.8

58.2

57.0

55.0

56.1

56.8

Slovakia

52.3

53.0

52.9

53.2

54.4

54.2

52.5

52.0

51.7

Finland

58.2

56.8

56.4

58.6

58.3

56.9

55.4

56.4

55.9

Sweden

61.0

59.6

59.2

60.4

61.0

59.2

57.8

58.4

58.6

United
Kingdom

59.4

59.6

59.4

59.3

59.2

59.0

58.3

57.7

57.9

Source: Eurostat, EU-LFS
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Table 2 – Marginal Product (%)
2007

2008

2009*

EU-27

2.9

0.8

-4.1

EU-15

2.6

0.5

-4.1

Belgium

2.9

1

-2.9

Bulgaria

6.2

6

-5.9

Czech Republic

6.1

2.5

-4.8

Denmark

1.7

-0.9

-4.5

Germany

2.5

1.3

-5

Estonia

7.2

-3.6

-13.7

Ireland

6

-3

-7.5

Greece

4.5

2

-1.1

Spain

3.6

0.9

-3.7

France

2.3

0.4

-2.2

Italy

1.6

-1

-4.7

Cyprus

5.1

3.6

-0.7

Latvia

10

-4.6

-18

Lithuania

9.8

2.8

-18.1

Luxembourg

6.5

0

-3.6

Hungary

1

0.6

-6.5

Malta

4

2.1

-2.2

Netherlands

3.6

2

-4.5

Austria

3.5

2

-3.7

Poland

6.8

5

1.2

Portugal

1.9

0

-2.9

Romania

6.3

7.3

-8

Slovenia

6.8

3.5

-7.4

Slovakia

10.6

6.2

-5.8

Finland

4.2

1

-6.9

Sweden

2.5

-0.2

-4.6

United Kingdom

2.6

0.5

-4.6

United States

2.1

0.4

-2.5

Japan

2.4

-1.2

-5.9

Source of Data: Eurostat
Last Update: 18/01/2010
*Forecast for 2009
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Table 3 – Unemployment rate by country
2007 Q3

2007 Q4

2008 Q1

2008 Q2

2008 Q3

2008 Q4

2009 Q1

2009 Q2

2009 Q3

EU-27

6.9

6.9

7.0

6.8

6.8

7.3

8.7

8.7

8.9

EU-15

6.8

6.8

7.0

6.9

6.9

7.5

8.8

8.9

9.0

Belgium

7.2

7.0

7.0

6.3

7.7

6.8

7.9

7.5

8.2

Bulgaria

6.6

6.1

6.5

5.8

5.1

5.0

6.4

6.3

6.7

Czech Republic

5.1

4.8

4.7

4.2

4.3

4.4

5.8

6.3

7.3

Denmark

4.0

3.2

3.3

3.1

3.4

3.5

5.2

6.0

6.1

Germany

8.4

8.1

8.2

7.7

7.1

6.9

8.0

7.7

7.8

Estonia

4.2

4.1

4.2

4.0

6.2

7.6

11.4

13.5

14.6

Ireland

4.8

4.6

4.6

5.3

6.7

7.5

10.1

11.9

12.6

Greece

7.9

8.1

8.3

7.2

7.2

7.9

9.3

8.9

9.3

Spain

8.0

8.6

9.6

10.4

11.3

13.9

17.4

17.9

17.9

France

7.8

7.7

7.4

7.0

7.3

7.9

8.9

8.8

9.0

Italy

5.6

6.6

7.1

6.7

6.1

7.1

7.9

7.4

7.3

Cyprus

4.0

3.5

4.6

3.1

3.6

3.3

4.6

5.2

5.4

Latvia

5.9

5.3

6.5

6.3

7.2

9.9

13.9

16.7

18.4

Lithuania

3.9

4.2

4.9

4.5

5.9

7.9

11.9

13.6

13.8

Luxembourg

4.0

3.8

4.3

5.0

5.5

5.4

5.8

5.1

4.4

Hungary

7.2

7.7

8.0

7.6

7.7

8.0

9.7

9.6

10.3

Malta

6.2

6.0

6.0

6.0

5.7

6.3

6.6

7.0

6.9

Netherlands

2.9

2.8

3.1

2.8

2.5

2.6

3.2

3.3

3.4

Austria

4.6

4.0

4.2

3.4

3.7

4.0

4.7

4.6

5.1

Poland

9.0

8.5

8.1

7.1

6.6

6.7

8.3

7.9

8.1

Portugal

7.9

7.8

7.6

7.3

7.7

7.8

8.9

9.1

9.8

Romania

6.0

6.1

6.3

5.6

5.4

5.8

6.9

6.3

6.8

Slovenia

4.4

4.7

5.1

4.1

4.1

4.3

5.3

5.6

6.1

Slovakia

11.3

10.4

10.5

10.0

8.9

8.6

10.4

11.3

12.5

Finland

6.0

6.1

6.6

7.3

5.6

6.0

7.6

9.6

7.5

Sweden

5.5

5.5

6.3

6.8

5.7

6.2

7.9

9.2

8.1

United Kingdom

5.5

5.0

5.1

5.2

6.0

6.2

7.0

7.6

8.0

Source: Eurostat, EU-LFS
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Table 4 – Partial employment as a percentage of total employment
2005 Q2

200 6Q2

2007 Q2

2008 Q2

2009 Q2

European Union (27 countries)

17.9

18.2

18.3

18.3

18.8

European Union (25 countries)

18.5

18.9

18.9

18.9

19.5

European Union (15 countries)

20.4

20.9

21.0

21.1

21.6

Belgium

21.9

23.2

22.7

22.6

23.2

Bulgaria

2.5

2.1

1.9

2.4

2.6

Czech Republic

4.8

5.1

5.1

5.0

5.6

Denmark

22.0

23.6

24.3

24.7

25.8

Germany

24.1

26.0

26.3

26.2

26.3

Estonia

7.7

8.1

7.9

6.4

11.7

Ireland

:

:

18.1

18.5

20.8

Greece

4.8

5.9

5.8

5.5

6.0

Spain

12.8

12.2

12.0

12.0

12.9

France

17.3

17.4

17.4

17.0

17.2

Italy

12.8

13.4

13.5

14.7

14.4

Cyprus

8.9

7.8

7.0

7.7

8.4

Latvia

9.6

6.6

7.3

6.4

8.1

Lithuania

6.5

9.1

8.3

6.5

8.6

17.4

17.1

17.4

16.4

17.6

Hungary

4.4

4.1

4.1

4.5

5.6

Malta

9.2

9.9

10.8

11.7

11.4

Netherlands

46.2

46.3

46.9

47.2

48.2

Austria

20.6

21.9

22.7

23.6

24.9

Poland

10.6

9.9

9.3

8.3

8.6

Portugal

11.5

11.4

12.2

12.1

11.7

Romania

10.7

9.7

9.6

10.1

10.0

Slovenia

8.9

9.7

9.9

9.0

10.7

Slovakia

2.4

2.8

2.7

2.2

4.0

Finland

13.6

13.6

13.6

12.9

13.4

Sweden

25.0

25.1

25.1

27.0

27.0

United Kingdom

25.5

25.3

25.2

25.3

26.1

Luxembourg

Source: Eurostat
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Table 5 – Net Migration and Natural Population Growth

Net Migration and Natural Population Growth
Average 2001-2004
20

Net crude migration rate
15

Natural increase

10

5

-10

Source: Eurostat. Figures exclude intra-EU flows and comprise regularisations of previously undeclared migrants
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T

he current crisis has revealed major failures in the financial regulatory and supervisory
frameworks, which did not succeed to identify potential risks and prevent the escalation of
the crisis. This is now widely recognised at different levels, in particular, it is worth mentioning
the thorough analysis on the origins of the financial crisis undertaken by the De Larosière report1
and the Turner report2.
The challenge now is how to reshape the financial system to make it more robust, while at the
same time ensuring that it maintains its scope for innovation and for fostering economic growth.
Put simply: a financial system that does not come at the expense of citizens but at their service.

The current financial market turbulence highlighted the increasing gap between ever more
globally active financial institutions and purely national supervision3. There is broad consensus
that the main culprits responsible for the current crisis are:
•

Risk-taking incentives for banks and financial institutions and a supervision model that failed
to adapt;

•

Mispriced guarantees awarded to the financial sector;

•

Increasing opaqueness of the financial sector and resulting counter-party externality;

•

Focus of regulation on institution-level risk rather than on aggregate systemic risk4.

These factors were not contained by regulatory or supervisory policy or practice. The provisions
for capital requirements for banks relied too much on the banks managing risk themselves and on
the adequacy of ratings. There was too much focus on individual institutions instead of general
developments in sectors or markets. The increase in off-balance sheet vehicles and the expansion
of derivative markets led to opacity and a lack of transparency. This points to serious limitations in
the existing regulatory and supervisory framework, both in a national and cross-border context5.
Incomplete information and the lack of available data, together with the attitude of national
authorities not sharing information with each other, made effective supervision impossible.
Regulators and supervisors focused too much on micro-prudential supervision and not
sufficiently on macro-systemic risks of contagion.
The crisis worsened as the European Union does not possess an appropriate crisis management
infrastructure. Due to the lack of cooperation between the different national authorities, crisis

1
2
3

4
5

The High Level Group on Financial Supervision in the EU, Report, 25 February 2009 (De Larosière report).
FSA, The Turner Review, A regulatory Response, March 2009, (the Turner report).
Following the cross border expansion and consolidation of the European banking and financial industry in
recent years, a small number (compared to the total number of more than 8,000 banks in the EU) of multijurisdictional banks and financial conglomerates account for a disproportionate share of total assets (note
that already in 2003 the top-50 EU banks accounted for more than 60% of total assets of all EU banks)
(Marco Lamandini, Briefing paper: “To What Extent Did Financial Regulation and Supervision Fail in
Preventing the Crisis?”, PE 433.435, p. 7).
Acharya/Richardson, Restoring Financial Stability, p. 25.
The High Level Group on Financial Supervision in the EU, Report, 25 February 2009 (De Larosière report).
p. 10.
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response, despite the liquidity induction by the ECB, remained national and therefore occasionally
had negative spill-over effects on other Member States.
This is, of course, an incomplete account of the problems the financial regulatory and supervisory
faced. It demonstrates, however, that there is a vital need for an overhaul of financial market
regulation and supervision in the European Union to address these regulatory gaps, guard
against future crises, restore confidence and create a viable and sustainable financial system which
protects growth and jobs.
Towards a new financial supervisory architecture
The current financial turmoil clearly showed that big financial conglomerates raised significant
cross-border externalities that can undermine financial stability6. Fragmented national supervision
led to regulatory arbitrage and provided incentives to national supervisors to compete via lax
supervisory standards and practices to avoid putting national industry in a less competitive
position or out of fear that some institutions would shift part of their business to less strict
regulatory systems. This behaviour signals a moral hazard, which is bound to cause subsequent
difficulties7.
The legislative proposals currently under consideration lack the ambitious vision necessary to
overcome the aforementioned deficiencies. Splitting micro- and macro-prudential supervision
hampers the necessary information exchange on critical institutions from the supervisory
authorities (micro-prudential level) to the central banks (macro-prudential)8.
In addition, dividing supervisory authorities into sectors (banking, securities, insurance) creates
an extra regulatory burden entailing loss of competitiveness for Europe’s financial industry and
inadequate protection of investors. Geographical fragmentation between London, Frankfurt and
Paris bears the risk of impeding the flow and coordination of information between the different
bodies. Since problems with proper information exchange have already manifested themselves as
one of the major failures that led to the crisis, it would be inadequate to carry on with a structure
that did not succeed in the first place.
Therefore, the European Parliament should call for a bolder approach in presenting plans
for a European Financial Services Authority (EFSA), which should merge the supervision of
overlapping industries of banking, insurance and securities and build on a network of national
supervisory authorities. National supervisory authorities have detailed knowledge and expertise
and should be in charge of the day-to-day supervision on a micro-level. On the other hand, EFSA
will be of crucial importance in coordinating supervision on a more supranational level, since
national supervisors do not possess a full overview and cannot coordinate and communicate
responses in an efficient and timely manner.

6

7
8

Marco Lamandini, Towards a new Architecture for European Banking Supervision, paper presented at the
ABI Conferences on “The future of the European Banking Supervision Architecture”, Rome, October 2008.
Guy Verhofstadt, The financial crisis – how Europe can save the world, 2009, p. 58.
Bini Smaghi, A Financial Stability Framework for Europe: Managing Financial Soundness in an Integrated
Market”, paper presented at the CFM-IMF Conference in Frankfurt am Main, 26 September 2008, p. 2.

158

Section 3: The THEMATIC PAPERS BY THE CO-LEADERS TO THE RAPPORTEUR

In setting up EFSA it has to be ensured that it has adequate staffing and resources to perform its
supervisory functions. In order to address systemic risk, supervisors should be at the forefront of
risk assessment and not lagging behind the institutions they are meant to supervise.
Towards a new financial regulatory framework
The EU needs strong financial regulation in order to ensure confidence in capital markets and
to preserve the integrity of the financial system. The ultimate goal is to enable capital markets to
fulfil their main purpose of allocating capital in the most efficient way and to provide resources
to the real economy.
If it were to be successful, prudential regulation should be based on general principles such as
simplicity, clarity, coherence and transparency. Prudential regulation should aim at enhancing the
resilience and soundness of the financial system.
One of the problems in the current regulatory framework is the lack of a proper understanding
of bank activities, upon which prudential regulation should be based. Therefore, a full assessment
of the financial system’s behaviour is a key to designing an effective and adequate prudential
regulation, able to address the inherent risks of bank activities. For instance, if regulators had a
better understanding of the subprime mortgage scheme, they would have been able to design
rules able to prevent or mitigate the effects we have experienced during the financial crisis.
Another important element is that different financial institutions face different risks and riskaverseness. Hence, the ‘one size fits all’ approach is not appropriate: prudential regulation needs to
be calibrated to the variety of structures and purposes of financial institutions.
In addition, prudential regulation has to provide incentives for prudent behaviour so that the
necessary self-correcting process in the market can take place. Financial institutions need to be
motivated to improve the quality of their risk management schemes and to adopt strategies and
business models, which internalise the contribution of their activities to systemic risk. This will
promote greater financial stability. Furthermore, regulation needs to impose constraints to reduce
excessive risk taking and to encourage “real entrepreneurship”, by shifting the model from aiming
at the short term-gains to long-term benefits9.
The current crisis showed that the failure of a cross-border institution can have substantial
implications on financial stability across national borders. Therefore, a well-designed rules-based
European deposit guarantee scheme could be the first step in protecting the banking system from
future financial crises.
The following areas of financial regulation deserve particular attention:
•

Leverage, liquidity and capital requirements

It is now a shared concern that bank capital regulation may amplify business cycles. While the
Basel II framework represents an improvement over previous approaches, it is still pro-cyclical.
Policy making should focus on the “boom-bust” cycle. Mistakes in risk assessment are made
during the boom period (period of strong growth in bank balance sheets and credit, a rise in

9

Guy Verhofstadt, The financial crisis – how Europe can save the world, 2009, p. 91.
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leverage, etc.)10. Hence, better regulation during boom periods could limit the amplitude of the
bust. Therefore, the Basel framework should be revised to become counter cyclical. The revised
framework needs to ensure that banks are putting aside an increasing amount of capital in more
prosperous economic times, which can be released in situations of economic distress. Furthermore,
the proper global implementation of those rules (including US) is of crucial importance.
In addition, different institutions (asset holders) have different capacities for different risks.
The way to reduce systemic risk is to encourage the flow of risk to financial institutions with
a structural capacity of holding that risk and not a statistical capacity11. The capacity for risk is
related to the maturity of funding and not to the type of the institution. Diversifying assets and
risk holders would make the system more resilient and it would prevent a situation of “liquidity
dry-up”, where traders sell or buy when everyone does the same12.
•

“Too-big-to fail”

Since the hit of the financial crisis governments across the globe have injected hundreds of
billions of taxpayers’ money into failing financial institutions, deemed “too-big-to-fail”. Ever since,
the public debate revolved around the question on how to deal with such institutions in order to
prevent the systemic breakdown threats they pose. Currently, plans in the US (by introduction of
the Volcker-rule) suggest that such institutions should be limited in their size. We do not believe
that this is a viable option. “Too-big-to-fail” institutions can be regulated in a way that at least
partially offsets the risks they pose to the rest of the financial system.
First, regulators need to keep firms from becoming too risky as a proactive measure. Second, the
regulation has to make it easier to resolve a financial institution when things do fail. Third, proper
macro-surveillance should combine monitoring of financial systemic risks and mitigating the
spill over effect that these may have on the business cycle.
•

Reform of the accounting and financial reporting rules

During the financial crisis, financial reporting standards — particularly those relating to “markto-market” accounting — came under tremendous pressure, with respect to both the transparency
of financial statements under existing accounting standards and the clarity of related disclosures.
In revising accounting standards, policy makers should focus on designing rules capable of
providing verifiable information that market participants can use both as inputs in their own
valuation and as calibration for their own and others’ unverifiable information.
In addition, specific accounting rules are necessary to address the miss-match in the maturity of
assets and liabilities. The tendency of financial institutions to rely on less expensive, short-term
funding increases systemic fragility.
•

Consumer/investor protection

The MiFID regime was barely in place when the financial turmoil came to its height. It is based
on the assumption that financial intermediaries could advise on or sell any type of product as
long as they apply suitability or appropriateness tests depending on the type of client they deal
Avinash Persaud, CRIS hearing on “Financial regulation and supervision”, 25 February 2010.
		
Avinash Persaud, CRIS hearing on “Financial regulation and supervision”, 25 February 2010.
12
		
Avinash Persaud, Too much capital, note enough safety?, at www.voxEU.org , 13 June 2009,.
10
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with. To put it simply, this would mean that more risky products would be deemed unsuitable
or inappropriate for less experienced clients. However, these rules do not apply to transactions
between financial institutions, based on the assumption that more sophisticated counterparties
do not need the MiFID safeguards since they can assess and manage risks properly. Yet, history
has shown that those institutions were not able to do so.
It becomes clear that the MiFID rules alone would not have been sufficient to prevent the spread
of highly innovative and risky financial instruments, which were at the core of the crisis. Therefore,
the MiFID model has to be complemented by additional rules to ensure that financial innovation
does not lead to highly complex and opaque instruments, which even highly sophisticated
investors cannot manage properly. One possible solution would be to guarantee the quality of the
financial products on offer by introducing quality and risk label.
Concluding remarks
The EU needs stronger European supervisory architecture and prudential regulation that could
foster financial stability.
The crisis has clearly shown that distress situations could not remain contained within a single
country, but have spill over effects at European and global level. Many discussions and statements
at the global level (G20 and BIS) have taken place, but not many concrete results in the form of
actual revised regulation have materialised. Therefore, EU needs to play active role at the global
stage in pursuing a major reform of the global financial system. Where, however, progress at
international level is not sufficiently far reaching, EU should lead by example.
It is important to stress that all countries should be obliged to follow the rules agreed upon in
Basel to eliminate regulatory arbitrage and foster financial stability on an global level.
The current crisis has provided a unique opportunity to reform the financial regulatory and
supervisory system by creating a momentum that EU policy makers need to use in order to bring
forward the current model of financial regulation and supervision.
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T

he impact of the crisis has been territorially asymmetric. There are countries as well as regions
and cities that have suffered more than others. Across Europe, the crisis aggravated structural
weaknesses of the economy, adding to what had been generated or petrified by stagnating
economic growth of the last decade. It has also made it clear that relying simply on relatively
favourable macroeconomic conditions to ensure growth, jobs and competitiveness is not enough.
It is legitimate to ask from where the growth that Europe needs can come. It is also legitimate to
say that the European economy is facing a decade of deep structural adjustment aimed at both
removing barriers to growth and exploiting new business opportunities.
1. Cohesion policy: linking exit strategy and long term growth
Cohesion policy is an important public policy instrument which can be turned against the crisis
and address short term demand stimulation while at the same time investing in the long term
growth and competitiveness. In this context four issues are relevant.
First, cohesion policy long term programs for 2007-2013 have been fixed with a strong focus on
what is today seen as priorities in the context of opportunities created by the crisis and of the
EU2020 Strategy. This includes: investment in development of new skills, energy efficiency and
renewable energy, investment in public works such as transport infrastructure but also smart
infrastructure – broadband, sustainable urban transport, investment in sustainable economy at all
levels of European governance, investment in measures supporting SMEs and eco-innovations,
investment in water efficiency and in new forms of funding for SMEs, including risk capital
schemes and new forms of guarantee schemes.
Second, companies with good growth potential that are innovative and future-oriented do not
appear attractive to a banking sector contaminated by risk aversion. Banks rather favour politically
protected sectors and companies. Victims of this approach are exactly those companies which
Europe needs most to generate long term sustainability of growth, jobs and competitiveness.
In a time when banks constrain their credit provision in such ways, cohesion policy provides
innovative business a secured source of funding.
Third, in many respects this crisis provides countries with the opportunity to reconsider their
development trajectories and devise new policies and instruments to accompany the change. Then
the question is how we can devise interventions striking the right balance between sheltering
existing jobs while creating new ones. How can we help firms to face the crisis and prepare to go
the distance? Many of these issues can be best addressed through place based policy approach. It
is legitimate to ask whether central governments know enough, whether we can target investment
from policies decided and designed in the capitals. It is essential to understand local preferences
and use local knowledge in order to channel public resources towards the most productive
investment. That is why the regional dimension of the cohesion policy can allow to better target
public resources on growth enhancing investments.
Fourth, to facilitate the contribution of cohesion policy to crisis exit strategy, the European
Commission has proposed to address specific concerns related to the implementation of
programs. These are important resources. While during the financial perspective 2007-2013
negotiations cohesion policy funding available to individual member states has been capped, at
local and regional level, structural funds are often the major source of public investment funding.
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This is very much in line with observed trend of growing public investment at sub-national level
accompanying declining public investment at national level.
2. The contribution of cohesion policy to the European economic recovery package
At the end of 2008, in the context of the financial and economic crisis, cohesion policy was
facing three major challenges. First, overcoming the liquidity constraints in a number of
Member States and regions. These hampered the pre-financing of projects in the regional (multiregional, national) development programmes under cohesion policy. Second, facilitating and
accelerating investments in Member States and regions. Third, improving productive capacity
and competitiveness.
The crisis related amendments to cohesion policy management system as reflected in the European
Economic Recovery Package1. were set up to offer greater flexibility in the use of the European
Regional Development Fund and the European Social Fund, give regions a head start and target
expenditures on smart investment with a view to lead and facilitate the structural transformation
through new investment patterns.
Giving regions a head start has been addressed by increasing cash flow through increased
advance payments to 2007-2013 programs. As a result, in 2009 an additional EUR 6.25 billion2 for
investment was provided. The entire advances paid in 2009 rose to EUR 11.25 billion and those
paid since 2007 to nearly EUR 30 billion. Resources to Jaspers (Joint Assistance in Supporting
Projects in European Regions) were increased by 25% to help Member States prepare major
projects. The management and acceleration of intermediate payments for major projects was
facilitated. Simplified state aid rules allowed to make advances to state aid schemes eligible up to
100% and it clarified admissible guarantees in case of advanced payments to state aid schemes.
It put in place a temporary framework under the state aid rules, providing for 2009-2010 a lump
sum of aid up to EUR 500,000, state guarantees for loans at a reduced premium, subsidized
loans for green products, and risk capital aid up to EUR 2.5 million per SME per year (instead
of current EUR 1.5 million) in cases where at least 30% (instead of 50% now) of investment cost
comes from private investors.
In the scope of the European Economic Recovery Plan, the European Commission also proposed
some changes to such existing instruments as the European Globalisation Adjustment Fund
(EGF) and the framework for state aid measures.
3. The response of regions and cities to the crisis
Policy response to the crisis at local and regional level has gone beyond the instruments of
European cohesion policy, even though, as we can see in available surveys3, in most regions and
cities recourse to EU policy instruments was significant. Most of the regions have introduced

“A European Economic Recovery Plan” COM(2008)800. Available at http://eur-lex.europa.eu/LexUriServ/
LexUriServ.do?uri=CELEX:52008DC0800:EN:NOT
2
		
Data as referred to in this section received from the European Commission, Directorate-General for
Regional Policy.
3
		
Committee of the Regions survey “European Economic Recovery Plan in Regions and Cities: One
Year On”, January 2010
1
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anti-crisis measures, adopting comprehensive anti-crisis (regional or local) strategies or action
plans, while others have made extensive use of existing policy instruments.
Concern for rising unemployment has translated into emergency measures to maintain existing
jobs and/or provide financial support for SMEs. A lesson that is emerging from the crisis exit
policies is that there is a need of a better coordination between different levels of government.
Local and regional authorities also express expectations about better information on available
anti-crisis policy tools. Surveys4 indicate that the actions undertaken by the second layer of
governance in Member States have been of great importance in overcoming the economic crisis.
Actions to promote growth and employment carried out across all regions include, among others:
•

public investment: investment in regional infrastructure not only gives regions the opportunity
to boost the economy but also to emerge from the crisis stronger than they were before. In this
context many regions are engaged in investment in renewable energy and the construction
of energy efficient buildings. This type of investment not only facilitates job creation but also
the improvement of regional competitiveness.

•

SMEs’ access to finance: SMEs are particularly concerned with this problem due to their
heavy dependence on bank credits and limited recourse to financial markets. Their situation
is particularly difficult in case of small companies as their capacity to scale down employment
to reduce costs is very limited or does not exist at all.

•

investment in skills: many regions support and further develop the skills of employees and
currently invest in the employment of young people.

•

facilitating access of consumers and employers to information on job opportunities. Often
specific communication strategies are set up related to the crisis and growth opportunities.

With their tailored strategies, regions answer to specific needs within their territories that are
otherwise not sufficiently addressed at the European or national levels. While national recovery
plans mainly target large companies and the financial system, regions focus on the real economy
and take into account their territorial specificity. In fact, by supporting entrepreneurship and
SMEs and by boosting their innovation capacity, regional actions can contribute to turning this
crisis into an opportunity to strengthen regional economies and safeguard jobs.
4. The impact of cohesion policy “on the ground”
As regards the implementation of new projects on the ground, EUR 93 billion was allocated
by the end of 2009 to specific projects, representing 27% of the total financial volume for the
period 2007-2013. Many of them were pre-financed through the advances paid to Member States
and regions. In addition, reimbursement claims by Member States to the Commission increased
significantly in 2009.
The major injections of funds and highest rates of absorption are observed in the countries which
were particularly hit by the economic downturn. Investment declined by more than 35% in all of
them and consumption by more than 10%, also among the highest in the EU. The payments of
the policy accounted for more than 4% of the national GDP in Lithuania, close to 4% in Estonia
and 2.5% in Latvia, and to more than 2% of GDP in Hungary and Poland.

4

Ibid.
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Some sectoral Operational Programmes of 2007-2013 in Latvia, Lithuania and Ireland, focused
on innovation, business support and human capital witnessed particularly fast implementation
in 2009: around 30% of the total allocations of these programmes for the whole period were
already paid to the final beneficiaries thus contributing to counter the effects of the crisis during
its worse moment. Similarly, at regional level, most of the ERDF Operational Programmes in
Germany, which underwent one of the deepest declines of GDP in 2009, played an important role
in avoiding a collapse of demand and employment with absorption rates above 25% in all cases.
Most of the countries mentioned above had a limited fiscal capacity to play a major countercyclical role. The size of their respective national recovery packages belonged to the smallest
in the EU in terms of GDP. Cohesion policy accelerated payments and investments where a
significant counter-cyclical stimulus was needed.
In some of the countries most affected by the crisis, cohesion policy accounted for a more than
one half of the total public investment. Its role in supporting public investment is likely to be even
more important in the coming years.
In 2009, the policy was representing already 90% of total public gross fixed capital formation in
Lithuania and over 50% in other four Member States (Hungary, Portugal, Estonia and the Slovak
Republic). It is estimated to have also contributed to more than 20% of the public investment
undertaken in some Convergence regions of Spain, Germany and Italy and likely to increase in
relative terms in the coming years.
In summary, despite the fact that cohesion policy is a development policy with a medium to
long term orientation, and not a short term anti-cyclical policy, the advance payments and
the acceleration of implementation on the ground in 2009 represented a significant injection
of purchasing power into the economy and contributed to address the collapse of private
consumption (-3%) and investment (- 15%) compared to 2008, and this in particular in those
countries and regions which had suffered most from the crisis. This investment has followed the
pattern envisaged by Lisbon Strategy-based earmarking.
5. Recommendations for the future cohesion policy and its role in EU2020
Need of enhanced coordination and better use of synergies between different levels of public governance
and different policies.
Multilevel governance offers broader policy space allowing us to more effectively promote
economic recovery in the EU. Cooperation between the local and regional authorities as well
as partnership between these authorities and the private sector have proved successful in many
instances in shaping urgent anti-crisis policy plans. However, there is still much to be improved
in terms of cooperation between the local and regional, the national and the EU level.
Need of taking into account territorial specificities and asymmetric impacts of crisis when designing
crisis exit policies.
The effects of the crisis might result in weakened territorial cohesion if it is not countered by
policies targeting specific problems in a differentiated manner. The uneven impact of the crisis
across regions reflects different competitive starting points and means different long-term
outlooks as well as varying degrees of recourse to anti-crisis measures offered by the EU.
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Need of aligning crisis exit investment patterns with long term growth priorities.
In order to reduce or avoid the risk of structural after-shocks, focusing the exit strategy on longterm sustainable growth should be the leading criterion for policy choices. From this perspective,
the content of fiscal packages is essential. Policy choices should be made in accordance with
medium to long term strategies which implies that public investment must be properly targeted,
aiming at medium to long term impacts. Public investment in innovation, research, education,
energy efficiency, new technologies is the way to go.
Need of strengthening local lending.
Regions will continue to gain in importance in driving the economic agenda of the EU.
Regulation of the financial services industry should take into account the need of stimulating
entrepreneurship and financing for SMEs. Cohesion policy can mitigate the impact globalisation
on financial services. Local lending needs to be maintained or even strengthened. This can be
stimulated through strong regional banks. Bank credit committees will be much more comfortable
with providing working capital finance if they feel the strong backing of the EIF. The EIF should
take on the role of mentor to selected groups of SMEs and have an active role overseeing the life
of the credit file.
The financial support for SMEs in cohesion policy should move towards venture capital finance.
This would allow greater involvement of the banking sector and a better use of structural funds.
Cohesion policy as the main delivery mechanism of the EU2020 Strategy.
We should try to realise each of the following issues: we should quickly implement those projects
that have already been selected; we should speed up the selection of projects that can provide a
contribution to the agreed objectives, including the facilitation of the exit from the crisis; and we
should ensure that, despite growing budget pressures, the national co-financing needs are met in
order to ensure the full utilisation of the EU budget.
Cohesion policy’s strengths come from its three basic characteristics: it sets strategic guidelines
that are conditions for the resources to be transferred and they are binding both for Member
States and regions (unlike Open Method of Coordination); it leaves space for Member States and
regions to tailor interventions to the specificity of places; and it has a machinery to monitor and
support in achieving goals.
So if we reform the policy in the way we have discussed over the last 2-3 years, we will have
an excellent delivery machinery for EU2020. This reform should embrace: concentration on
the 2020 priorities, strengthening conditionality (earmarking), better results evaluation system,
strengthening the role of the Commission, and giving the EP together with a dedicated Council,
the competence to check the process.
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Context
The economic situation remains complex and uncertain. What started as a financial crisis, and
subsequently developed into an even deeper economic and social crisis, has now become a
sovereign debt crisis. This poses a whole new set of challenges for the European authorities.
Despite analysts’ concerns having focused in recent months on the sustainability of public finances,
we should not forget that the crisis was not caused by fiscal slippages in national economies. This
is clearly proven by the fact that those countries with a surplus and a relatively low level of debt
have been seriously affected by the crisis.
The origin of the crisis was indisputably financial. Monetary policy, understood in a broad sense,
has been unable to ensure the smooth running of the financial system and sustain economic
activity. That is why a tough anti-cyclical fiscal policy was needed, which has funded intensive
rescue plans, stabilised economic activity, overcome the short-term effects of the crisis and
temporarily compensated for the limitations in European monetary policy.
However, because of the level of debt in public sectors, this fiscal policy should not be continued
long term, and it cannot compensate for the lack of credit that will remain an issue in the medium
term. The medium- and long-term sustainability of the economic recovery will depend on future
macroeconomic policies being appropriately structured.
The crisis has prompted an examination of both the European structure and European governance.
It has revealed the main shortcomings in the European decision-making mechanisms and systems
of governance in the euro area.
In this context, Europe is faced with the dilemma of more Europe or less Europe. Despite the
differing situations in the various European economies, the most important issues must be
decided together, as the inherent advantages of a comprehensive European response form the key
to emerging strengthened from the crisis.
As a result, we need more and better Europe.
With the entry into force of the Lisbon Treaty in December 2009, the EU now has a more
appropriate framework for adopting the necessary reforms. In this respect, decisions need to be
taken promptly and effectively so that we can move towards better governance.
The fundamental aim must be to achieve levels of growth that allow stable and high-quality jobs
to be created.
The strategy of effectively combining economic policy measures, to ensure that changes are made
in substance as well as in form, and the benefits of this strategy must be felt as soon as possible
throughout the EU.
It is this aim and this strategy that guide the following financial and fiscal proposals:
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1. Better governance of the European financial system
The current crisis has shown how in recent decades the financial system has been moving
away from its main function – namely, serving the real economy – and how purely speculative
transactions, which are clearly harmful to the stability of the system, have increased exponentially.
As a result, the priority must be for the financial system to work for the benefit of productive and
high-quality investment, thereby ensuring stable economic growth.
The measures proposed are as follows:
A. At national level
Coordination of Member States’ decisions on their respective financial systems: mechanisms
must be defined and created to ensure that measures to strengthen and recapitalise national
financial systems comply with common guidelines laid down by the EU, so that there is a joint
response to the challenges facing the global financial market. This would also prevent distortions
in capital flows within the EU and possible unfair competition between Member States.
B. At EU level
We must improve the transparency, credibility and stability of the financial system. To this end,
the following proposals could be studied:
Acceleration and expansion of the reforms initiated in the European financial system
The various institutions responsible at EU level must positively encourage a move towards better
regulated and supervised financial markets. The crisis has shown that the financial system and the
real economy are closely linked, which is why we must not only improve control of the various
markets, but also carefully assess the links between them.
With this aim in mind, the reforms included in the de Larosière report, and debated in this
Parliament, must be quickly adopted and sufficiently funded to ensure that their effect is wideranging.
In addition, the recommendations made by the new supervisory authorities and the future
European Systemic Risk Board should be binding, both on those entities that may run crossborder risks and on those transactions that may be regarded as not transparent. The possibility of
banning such transactions could even be considered.
Stability Fund
To increase financial stability and prevent speculative attacks on Member States, it is proposed
to set up a Europe-wide financial stability fund, which will operate in a similar manner to the
IMF. Countries would be able to access this fund after submitting a reform and macroeconomic
adjustment plan accepted by the fund’s managing authority. Assistance would be conditional on
this plan being duly implemented, which would therefore limit the possible moral hazard that
may arise.
Its funding would be managed by the Eurogroup, through the issue of European bonds, which
would pave the way for a sovereign debt market to be created in the euro area. The eurodenominated bonds would also serve to attract foreign capital and would increase the liquidity,
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depth and solvency of the European debt market. The fund would also help to consolidate the
euro as a global reserve currency, by discouraging possible speculative movements.
A European deposit guarantee fund
Setting up a Europe-wide deposit guarantee fund would allow struggling cross-border banks to
be supported and would therefore reduce the EU’s systemic risk. This fund should be established
through contributions from those entities with cross-border activities in the sector. In setting up
this fund, we should use the best practices that have been proven in existing funds, both within
the Member States and internationally.
European rating agency
It is also proposed to set up a European rating agency in order to improve the credibility of
information on the credit quality of security issuers and their financial liabilities. Experience has
shown us that outsourcing these functions has not always offered the best results, but instead has
led to unjustified instability in the economy. The possibility of setting up an ECB department
with this responsibility, which would use the information available to the ECB, could be studied.
List of financial instruments according to their associated risk
The creation and publication of a list of financial instruments on the market, ranked by their
risk level, and the establishment of conditions for their acquisition would undoubtedly help to
increase transparency and reduce distorting effects in the financial market.
The ranking could be as follows: firstly, the safest instruments, which would be available to
the general public; secondly, those instruments for which a licence would be required in order
to acquire them; thirdly, those instruments that could only be acquired by highly qualified
institutions; and finally, above a given risk level, the acquisition of certain products could be
restricted.
Creation of clearing houses in unregulated or unofficial markets
The aim of this proposal is for these clearing houses to function as intermediaries, thereby
guaranteeing the bilateral transactions carried out. This would also help to increase the
transparency of these unregulated markets, as all transactions would have to be registered and
could therefore be checked by supervisors.
Anti-cyclical ratios
In order to make the prices of financial assets less volatile and prevent the formation of speculative
bubbles on the markets, we should look at the benefits of introducing anti-cyclical ratios to
improve the ranking of liquidity in the system, ensure that entities have the appropriate level of
leverage, and more precisely determine the acceptance of risk in the market, with a greater or
lesser requirement for collateral. In this way, by using specific ratios, we would ensure a much
more appropriate and more effective outcome, compared to the monetary policy mechanisms
employed to date.
2. Coordinated, sustainable and anti-cyclical European fiscal policy
Fiscal policy has become the key tool for reinvigorating economic activity and compensating
for the apathy of private investment. As a result of this apathy, the public finances of European
governments have taken a severe hit.
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On the understanding that sustainable public finances are vital, in a context of weak economic
growth and high unemployment, the immediate consolidation of public finances could be
counterproductive. Stimulus measures must be maintained until the economic recovery is wellestablished, thus avoiding the risk of reversing the signs of incipient growth.
We must increase the coordination of European fiscal policy, which must have a solid anti-cyclical
function and which must be sustainable in the medium and long term.
As a result, we need to combine measures to increase income with appropriate control of spending.
A. Income measures
From the perspective of the Member States
The emphasis must be placed on combating tax fraud. This strategy must be a priority, as tax
fraud represents a real drain on national budgets, seriously distorts competition and threatens the
principle of fairness in the application of tax.
Reducing the effects of this tax fraud would significantly increase income, which in turn would
relieve the growing pressure on public finances and would lead to a fairer tax system, which is too
heavily dependent on wage earners.
The Council, together with Parliament, must therefore speed up the adoption of the directives
on savings and administrative cooperation in the field of taxation. The European Union could
also promote a pilot plan against tax fraud, enshrining the principles of transparency, automatic
exchange of information and institutional loyalty.
From the EU perspective
It is vital that we ensure the EU’s financial independence by introducing a series of pan-European
taxes, which will increase the EU’s ability to develop its own initiatives and/or correct certain
conduct.
Firstly, there could be a tax on financial transactions, with the triple objective of fundraising,
information-gathering and reduction of speculative transactions. If this tax is properly designed,
it will firstly form an important and permanent source of income from the financial sector to the
real economy and, at the same time, will provide information on financial instruments and capital
movements. It will also reduce speculative transactions by making them more expensive, with the
effect that unproductive activities will be limited.
The worldwide imposition of this tax would be the best scenario, which is why it must be negotiated
between the G-20 leaders. In this way, its effectiveness will be maximised and competition
distortions will be avoided.
The EU should in any case aim to impose this tax at European level, by analysing its effects and
the various alternatives.
Secondly, there could be a special tax on those transactions originating in or destined for
jurisdictions that do not cooperate in tax matters. In this case, the aim is to deter the opacity and
impunity with which transactions are carried out in ‘tax havens’, and therefore reduce tax evasion.
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Thirdly, there could be a tax on the bonuses received by executives. The pay of executives must be
based on the medium- and long-term results of companies, and not on the short-term earnings,
as has been the case to date. In this respect, a tax on bonuses would discourage too much focus
being placed on short-term objectives and therefore excessive risks being taken in the economy.
This would effectively involve applying the ‘polluter pays’ principle in the financial markets.
Lastly, there could be ‘green taxation’, in particular the tax on carbon use. This would help to
promote the use of clean energies and therefore the development of a whole sector with a huge
capacity for job creation and wealth throughout Europe.
B. Spending measures
In a context in which spending must be constrained, both the Member States and the European
Union must selectively reduce their spending and redirect it towards productive investment, in
those areas with a structural impact such as education, infrastructure or RD&I. This will have a
dual effect: in the short term, it will reinvigorate economic activity and, in the long term, it will
allow for the reforms needed to achieve a new model of intelligent, sustainable and integrated
growth, in line with the EU 2020 Strategy.
At national level
The Member States must make profound changes to their spending policies, in order to bring
them into line with the aims of a new model of European growth. They must therefore: promote
active employment policies; give strong support to SMEs; help to restructure the industrial sector
within the framework of the EU Single Market; clearly commit to investment in the ‘knowledge
triangle’ (education, research and innovation); and prioritise green technologies.
These national policies must be coordinated within the Stability and Growth Pact (SGP), which is
the only tool for budgetary harmonisation and the main tool for economic governance in EMU.
We must highlight the SGP’s function as an instrument of growth and apply it in a manner more
consistent with its anti-cyclical role.
More and better information is vital, which is why the planned reforms of Eurostat in relation to
the control of public finances must be speeded up, to ensure greater transparency and trust and
provide new structural ratios allowing us to properly understand the sustainability of long-term
public finances, regardless of the effects of the present situation.
We must also avoid equalising current spending and investment. The application of the golden
rule will allow us to correctly determine strategic investments within the annual deficit, in line
with EU objectives and the plans approved by EU leaders.
At EU level
It is proposed to reinforce the investment role of the EIB so that it becomes the driving force for
future EU investment.
The economic crisis has highlighted the importance of the EIB as an investment instrument to
help struggling companies and sectors and to undertake major European structural reforms.
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It is the only practical, quick and effective EU-wide tool for promoting investment in those
strategic sectors that can stabilise the economic recovery.
Its mandate must therefore be reinforced on a long-term basis so that it can become one of the
future pillars of the new European governance.
3. Towards a new model of growth
The economic crisis has shown us that we need proper economic government of the European
Union in order to steer the recovery and lead the EU towards a new model of growth.
As set out in this document, the measures to be implemented within the framework of this new
governance must firstly focus on restructuring the financial sector, to make it more stable and
transparent and to ensure that it once again serves the real economy. Secondly, there must be
a more effective, coordinated and sustainable fiscal policy, which will help to bring about the
structural changes needed. The aim behind all of this is to achieve stable growth that will create
high-quality jobs.
In addition to ensuring a prompt economic recovery, these measures will also establish the
foundations of a new model of medium- and long-term growth, in line with the latest proposals
for the EU 2020 Strategy.
Better coordination of economic decisions will generate the political determination needed to
carry through the reforms, and an increase in investment in strategic sectors will ensure that
these reforms are adequately funded.
In this way, we can achieve the aims of intelligent growth, based on innovation and knowledge,
sustainable growth, which is respectful of the environment as well as being competitive and
integrated growth, which is focused on a high level of employment and which promotes social
and territorial cohesion.
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«Today’s financial crisis can be a gateway to tomorrow’s environmentally responsible economy”
Al Gore, Former Vice-President of the United States
1. Introduction
The current economic crisis has had severe consequences. In particular it brought loss of jobs for
millions of peoples and loss of confidence in the financial sector, which resulted in a plunge in
loans to businesses and high number of bankruptcies.
According to the EU 2020 strategy1, “strong dependence on fossil fuels... and inefficient use of raw
materials expose our consumers and businesses to harmful and costly price shocks, threatening
our economic security and contributing to climate change”. In this context, the current crisis also
presents an opportunity to make a crucial transition to a resource-efficient, low-carbon economy
that is sustainable in the long run. This is supported by the expectation that the green technologies
market will triple by 2030 and that up to 25 million new ‘green’ jobs could by created globally by
20502, provided the appropriate policy measures are taken.
2. The move to a sustainable economy
According to Deutsche Bank Climate Change Advisors3, the shift in fuel supply will result in a
broad success for the companies that are investing in clean energy technologies. Already, climate
change sectors have outperformed the other market sectors since the markets hit rock bottom in
March 2009. This holds especially for energy efficiency companies, whose returns have increased
over 125%.
While investors would like to take advantage of this shift, they will also look for transparency,
longevity and certainty in order to deploy capital. Consequently, stable climate and resourceuse policies need to be in place to reduce the risks that accompany an uncertain and indecisive
Europe.
European Emission Trading System (EU ETS)
Work has started on introducing these needed policies but it is incomplete. For example, under
the EU ETS, CO2 emissions from certain sectors like the power, steel and cement industry have
been given a price. But EU ETS has so far not proven to provide a stable, transparent or certain
framework to reduce fossil energy use.
As recently pointed out by the Environmental Audit Committee of the UK4, emission caps under
EU ETS were set too high and the carbon price has, therefore, been too low to encourage the
necessary investment in low-carbon processes. A carbon price of €20-€40 per ton of CO2 is
expected in 2020, while the price needs to be around €100 to decarbonise the economy.
A core problem of the current EU ETS is the “hangover” of surplus emissions permits from Phase
II, which can be banked for use in Phase III. This would not only undermine the effectiveness
^F
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mission Communication of 3 March 2010, “Europe 2020: a strategy for smart, sustainable and inclusive
growth”, (COM (2010) 2020).
Statement of UK Prime Minister Gordon Brown.
“Investing in Climate Change 2010: A Strategic Asset Allocation Perspective”, January 2010.
“The role of carbon markets in preventing dangerous climate change”, January 2010.
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of the system, but would also lead to companies starting Phase III in very different positions.
Therefore, the EU ETS cap should be tightened, e.g. by limiting the access to Clean Development
Mechanism (CDM) permits, adopting a higher ambition target and cancelling the “new entrant
reserve”5 allowances.
All allowances need to be auctioned, since free allocation reduces the incentives for companies to
cut down emissions. Ideally, a legally binding climate agreement is reached in which all countries
take effective action to reduce emissions. If all countries put a price on carbon, there will be
no risk of carbon leakage. As this is currently not the case, under Phase III of EU ETS, many
industrial sectors will be exempted from auctioning because they are “at risk of carbon leakage”.
Around 75% of the industrial sectors are eligible for free allocation, while a recent study6 shows
that complete auctioning of allowances would drive only less than 2% of emissions abroad.
Therefore, any measure to tackle carbon leakage should be limited and differentiated to the type
of leakage (investment or operational7) and exposed sector. Free allocation as a main approach
to tackle carbon leakage carries serious drawbacks. It places the burden on other sectors, since
the carbon price faced by the rest of industry increases by up to 30%8. And at the same time, the
sectors at stake can increase their profits by passing on the full carbon costs for credits they have
received for free.
We propose to consider moving away from free allocation towards a combination of auctioning
and some form of border levelling since it is more effective. The aim of EU border levelling is
to ensure that producers from outside the EU face similar carbon costs, e.g. by requiring them
to purchase CDM credits. With the CDM credits mitigation projects in developing countries are
funded.
The introduction of a floor price on carbon in the form of an auction reserve price would help to
reduce volatility of carbon prices and thus the risks of investing in low carbon projects. This idea
is also supported by Joseph Stiglitz, who recently announced that the financial crisis has shown
that it is dangerous to rely on carbon trading without such a floor price.
Energy efficiency
Energy efficiency is one of the most promising growth areas: it will not only reduce energy
consumption and costs, but also improve our energy security, enhance the competitiveness of
our companies and create other social benefits like lower greenhouse gas (GHG) emissions.
A study by McKinsey9 shows that energy efficiency could reduce global GHG emissions by 30%
per year relative to business-as-usual emissions in 2030, of which 50% with negative costs10.
Unfortunately, several market imperfections reduce the uptake of these opportunities with
net economic benefit such as the malfunctioning of financial markets. In the current capitalconstrained economy, investors might choose the low-capital opportunities instead of the most
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Member States are allowed to set aside a national pool of spare allowances for new or expanding industrial
installations. Unused allocations from installations that are closed down are added to this pool.
Carbon Trust & Climate Strategies, “Tackling carbon leakage: Sector-specific solutions for a world of
unequal carbon prices”, March 2010.
Investment leakage involves relocation outside the EU, while operational leakage refers to reducing output
in favour of imports.
Carbon Trust & Climate Strategies, idem. p. 2.
McKinsey & Company, “Pathways to a Low-Carbon Economy”, 2009.
Energy savings outweigh the upfront investment costs.
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cost-effective ones that have high initial costs. An EU energy savings fund combined with a
binding energy savings target could spur the adoption of energy efficiency measures.
A different tax regime
Billions have been spent and lost in this global financial crisis. In this difficult time it is imperative
to increase employment and make labour more attractive. It is therefore necessary to shift away
from taxing labour towards taxing environmental pollution and capital. A harmonised tax
regime for vehicles based on CO2 emissions was insisted on by the Commission and backed by
Parliament. Carbon taxes for the non-ETS sectors (e.g. buildings, transport) will increase overall
welfare and cost-efficiency according to the Commissions impact assessment11.
In addition, a tax on financial transactions could reduce volatility and speculative trading in
capital markets, limit socially undesirable transactions and help stabilizing financial markets.
Together with an appropriate supervision framework, it could contribute to a more long term
oriented financial system.
3. Vision of a future economy
The future and sustainable economy will need to move beyond economic growth, since GDP is
no measure for well-being or sustainability. The focus on GDP has led to short-term profits, the
depletion of natural resources and almost only benefited the richest 10% of our societies.
Shifting away from an economy driven by fossil fuels to a low-carbon one, presents vast
possibilities for businesses and industry. Clear, certain and predictable climate change policies
are needed to ensure that EU retains a place at the frontier of this shift. Provided the appropriate
economic policies are put in place, a positive impact on employment is to be expected12. In the
EU, up to seven times more green jobs could be created in the next ten years than would be lost
in the coal and nuclear sectors13. This is because green sectors, such as buildings insulation or
renewable energies, are more labour intensive than their substitute industries such as oil, gas and
the nuclear industry.
The effects of the crisis on the car industry, for example, were the most profound; car production
in Europe fell by more than 25% in the first half of 2009 compared to the same period the year
before. Demand for passenger cars - especially large, fuel-consuming ones - have dropped to
historically low levels. This industry, which is currently reliant on heavy industrial processes,
will be affected by the rising shifts in oil prices and shifting demand for hybrid cars. It needs
to fundamentally change as it will not be able to fall back on the pre-crisis business-as-usual
scenario. Although the transition period is going to be difficult for workers in this sector, even
with the necessary training programs, the alternative is to hold on to a sector of the past, running
on finite and expensive fossil fuels from third-countries.
The importance of change also rings true for the steel sector - another industry, which cannot
have a future without innovation. It needs iron ore and fossil fuels, which are finite resources.
Ensuring the competitiveness of that industry will depend on its ability to rely less on the highly
unstable market for finite natural resources. High recycling rates and the use of renewable energy
are indispensible, if EU were to retain its competitiveness in the steel sector.
^F
^F
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SEC(2008)0085, part. II, p. 51.
European Trade Union Confederation, “Climate Change and employment”, February 2007.
European Renewable Energy Council and Greenpeace “Working for the climate: renewable energy & green
job [r]evolution", August 2009.
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Overall, the companies, which will come out of this crisis as winners are the ones that can reap the
benefits from the shift in demand to green and durable products and services. Spikes in oil prices
or shortages of certain raw materials will not hurt such companies, as they have found ways to
reduce their dependencies on foreign imports for their inputs through efficiency and recycling.
At the same time, there will also be a large-scale redistribution of jobs, mostly within sectors.
Jobs will be created in companies that can take advantage of the opportunities created by climate
policies, while jobs will be lost in companies that cannot adapt. The occupational transitions
should be anticipated and dealt with properly in order to reassure workers and enable them to
adapt their skills to the structural changes.
To secure a successful and socially just transition on the labour market, the key focus of
employment policies must be on life-long learning, access to education and training for all, and
high levels of social and transition security between education and employment or between jobs.
Neither in economic or social terms is it acceptable to leave people behind; therefore it must be
ensured, that every employee is equipped to participate in the new green economy.
4. Efficient use of natural resources
The crisis has exposed fundamental weaknesses of our economy. Therefore, future economic
growth can only be secured, if we transform our economy into a resource efficient one. Reducing
dependence on non-renewable resources is more than just recovering from the “fossil fuel
addiction”; it also entails lower use of raw materials like land, water, metals and other natural
resources.
The share of raw material costs in total inputs for final demand is limited compared to labour
costs, for example14, and therefore, so are the incentives of companies to reduce the use of natural
resources. Nevertheless, the growing world population and rising industrialization lead to
intensified competition for raw materials. In the EU the supplies of natural resources like rare
metals are sparse. Faced with resource shortages in the hands of politically unstable regions,
the EU can only keep its competitive advantage by using natural resources more efficiently, for
example through recycling and innovative, cradle-to-cradle product designs.
It is also necessary to ensure that the burden of future resource shortages and the associated
higher prices for food and energy on the most vulnerable people is not disproportionally high.
Energy poverty can to a certain extent be addressed by better insulation of homes and other
energy efficiency measures. This, however, may not be enough. The future economy needs to be
sustainable in the long run, not only for the environment, but on a social level as well.
A revised EU strategy is needed to guarantee accessibility to key natural resources for the EU
industry. Such a strategy needs to tackle, in particular, resource efficiency and recycling, through
higher, more inclusive and better defined recycling targets.
5. Specific recommendations
a) Internalizing environmental effects by:
1) Tightening the EU ETS cap, full auctioning, border levelling and an auction reserve price.
The EU needs to increase its emissions reduction target from 20% to at least 30%. Recent
analysis has shown that continuation of the 20% target would imply an EU reduction of
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CE Delft, “Resource productivity, competitiveness and environmental policies”, December 2009.

184

Section 3: The THEMATIC PAPERS BY THE CO-LEADERS TO THE RAPPORTEUR

2)
3)
4)

5)

only 4% compared to business-as-usual15. Also, there is the risk that the EU ETS price
would fall to near zero, due to the banking of surplus allowances from Phase II to Phase
III and the possibility to have 50% of the reductions covered by the Clean Development
Mechanism. Tightening the EU ETS cap by increasing the emission reduction target to 30%,
full auctioning, border levelling and an auction reserve price could reduce this risk.
Introducing a carbon tax for the non-ETS sectors, e.g. buildings and transport.
Introducing a tax on financial transactions.
Introducing a market-based instrument for biodiversity (e.g. through a Green Development
Mechanism16). Under such schemes, biodiversity would get a value by rewarding conservation
measures and discouraging biodiversity destructing economic activities.
Phasing out environmentally harmful subsidies to fossil fuel consumption/production,
agriculture and transport.

b) (Improved) Legislation on energy savings, soil, recycling and renewables by:
1) Adopting a binding energy savings target of 20% in 2020.
2) Speeding up the adoption of a soil directive.
3) Improving recycling targets and definitions.
4) Introducing an emission performance standard for power plants.
5) Developing an interconnection plan for a European smart grid.
c) Financing
1) Introducing subsidies for the development of innovative and sustainable technologies and
enabling businesses and individuals to access financing for energy saving measures.
In its resolution of 11 March 2010 on investing in the development of low carbon technologies
(SET-Plan)17, the Parliament has asked for at least €2 billion per year of the EU budget to be
spent on developing low-carbon technologies.
2) Prioritising climate change in the forthcoming budget reform
The budget should be restructured from unsustainable subsidies towards more futureoriented investments in education, R&D, renewable energy, sustainable agricultural practices,
etc.
3) Linking the EU Structural Funds with social and environmental conditions.
A climate assessment should be introduced for all structural funds interventions, which
should apply immediately to major projects. Higher levels of coherence between policies,
investments and use of the specific funds should be secured. For example, the Globalisation
Fund could be used much more efficiently in order to help workers upgrade their skills to
enable them to find employment in the new, green sectors.
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CE Delft, “Why the EU could and should adopt higher greenhouse gas reduction targets”, March 2010.
Netherlands, Environmental Assessment Agency, “A Green Development Mechanism, Biodiversity
compensation on a global, regional and biome scale”, 2009.
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4)

5)

Offering preferential rates to finance projects with a high social and environmental value
through the European Investment Bank.
The EIB could borrow funds on financial markets at preferential rates thanks to Member
States guarantees and funding from the EU Budget. An EU agency could prioritise projects
(for example energy efficiency investments, development of public transport, smart grids)
that could benefit from such low interest rates, which would strengthen their profitability.
The Commission should issue green bonds with Member States guarantees in order to
finance green investments.

d) Mainstream climate in other EU policies
Climate Commissioner Hedegård has made it her objective that every proposal by the Commission
should meet the economic and environmental goals of the EU. It is essential that climate change
is mainstreamed in other EU policies, in particular industrial, trade and employment policies.
Therefore, climate impact assessment should be introduced for any directive proposed by the
Commission.

186

Section 3: The THEMATIC PAPERS BY THE CO-LEADERS TO THE RAPPORTEUR

Special Committee on the Financial, Economic and Social Crisis
2009-2014

14.4.2010

THEMATIC PAPER No. 7

Global Governance, International Monetary Policy and
Tackling Global Imbalances (incl. the Issue on Tax Havens)
Contribution by Kay Swinburne (ECR)
Thematic Co-Leader to the Rapporteur
Rapporteur: Pervenche Berès

187

Section 3: The THEMATIC PAPERS BY THE CO-LEADERS TO THE RAPPORTEUR

I

t is understood that three of the main contributing factors to the current financial crisis are
global imbalances, regulatory governance and monetary policy. The purpose of this report is to
examine the effects of these factors and propose measures to bolster the financial system against
a future shock of this magnitude.
The credit crisis of 2007/9 can be considered to be the first crisis of globalisation. It is worthwhile
briefly considering the historical perspective from which this problem evolved.
1995 was the year that China joined the WTO, marking a major step forward in globalisation.
Indeed from 1996 onwards China’s current account surplus increased every year up to the crisis,
with the exception of the 2001/2002 recession, reflecting rapid export growth and relocation of
manufacturing via foreign direct investment.
Most major economies had also converged on the policy of using the overnight target rate as the
sole control mechanism to combat inflation, typically measured on a basket of goods and services
in each economy which continued until the current crisis, when emergency measures such as
quantitative easing were employed. Monetary policy was therefore a strong contributory factor to
the development of the crisis.
Late 1997 saw the ASEAN financial crisis which resulted in capital flight and currencies being
forced to float; the effect was disastrous with GDP falling by over 30% in USD terms in 1998. The
area witnessed collapsing currencies, widespread bankruptcies, plunging asset prices (particularly
in real estate) and social unrest. By comparison China, which also pegged its currency to the
USD, was largely insulated from the problems of its neighbours due to the Renminbi not being
convertible and FDI into China being in manufacturing facilities rather than easily monetizable
securities.
The launch of the Euro in Jan 1999 saw many member countries benefit from lower interest rates
including Greece, Italy, Portugal, Spain and Ireland - precisely the countries in the EU who were
most exposed by the financial crisis because of imbalances in their economies.
Other events which frame the crisis include: the LTCM crisis, the stock market collapse in 2000
(dot com bubble burst) and the effect of the events of 9/11. The Federal Reserve slashed interest
rates making home affordability attractive, with the stock market out of vogue, much speculative
money entered the housing market encouraged by skewed and existing fiscal policies.
Global Imbalances

Imbalances on a small scale are manifested by imperfections that exist in all markets and are
arbitraged away by market participants. Their effects are therefore transitory and the arbitrage
assumption is core to most mathematical pricing and risk models. Similarly, interest rate setting
authorities’ models assume that by fixing the overnight rate the entire term structure of interest
rates will be efficiently priced by the market. There is no scope for a structural imbalance in these
situations. However the combination of scale and statistical ‘tail events’ did lead to imbalances
that had direct impact on the crisis.
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On a larger scale we can consider imbalances within an economy including: the over-reliance on the
financial sector (UK); over-reliance on the export sector at the expense on domestic consumption
(Germany, China); consumer debt levels (UK, US); and large budget deficits/surpluses. Whilst
these imbalances are not independent of the crisis, it is considered that they impact more strongly
on the ability of member states and constituent countries to react to the crisis, unlike the China
surplus/ US deficit and the accumulating surplus of oil exporting countries.
Key to the crisis was the combination of the China current account surplus and the US current
account deficit. On a global level, the amount of savings and the amount of lending is by
definition a zero sum situation. It is rational and desirable that savings flow to the best investment
opportunities in terms of productivity and risk adjusted return. This would broadly characterise
the nature of the US deficit in the 1990’s. During the technology boom led by the US, productivity
increased and corporate profits swelled. In a benign inflation environment and with open, liquid
securities markets, the US witnessed large foreign capital inflows via portfolio investments and
direct investment. This environment came to a halt with the dot-com bubble burst of early 2000.
During the last decade significant budget surpluses have continued to amalgamate in China and
increasingly in the oil exporting countries. In China, fiscal policy is geared towards promoting
export growth at the expense of domestic consumption. This involves domestic tax policy and
a managed exchange rate regime. The provision of a social security system, rebalancing the tax
burden between corporate and individuals and the enforcement of property and human rights
would all contribute to greater domestic consumption while at the same time reducing the
incentive to keep saving.
Similarly, it is argued that the Renmimbi is being kept artificially low and has a distorting effect
on world trade. However a weaker Renmimbi would not balance world trade unless Chinese
domestic consumption was to increase. Hence the effect of a weakening would be to make other
manufacturers more competitive but the extent to which other countries could compete with the
established manufacturing base and a workforce without collective representation is not clear.
Surplus has also developed in the oil exporting countries, attributable to the huge increase in the
price of oil. In broad terms, these countries share the attributes of low domestic consumption,
and underdeveloped societies welfare systems thus increasing the saving imperative. As the US
dollar is the major reserve currency and the base price for oil, there is an incentive to hold savings
in USD.
By 2000, the US deficit had changed from a benign to a problematic situation. Rather than portfolio
and investment inflows, foreign savings inflows were used to fund government, corporate and
personal borrowings. The US went from a balanced or short lived budget surplus to record
deficits. The issuance of treasury debt to fund this deficit across the maturity spectrum did not
result in an increase in interest rates as might be expected, but rather a decrease. This was largely
attributable to Chinese and foreign purchases of treasuries. This mechanism had secondary effects
on corporate and consumer debt with its effects spreading globally.
The US government debt market is the deepest and most liquid market in the world, denominated
in the world’s reserve currency; it becomes the ‘natural’ home for a risk adverse investor. The
problem that arises is one of scale. An efficient market theory would assume that an investor
would direct investments to the best risk adjusted return. Alternatively, in the situation where an
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asset class becomes expensive relative either to fundamentals or other securities, other market
participants would be expected to arbitrage the difference.
The Chinese purchase of US debt was ongoing and on such a scale that the effect of these purchases
was to push down interest rates across all maturities. In relative value, the interest rates of other
issuers, both sovereign and corporate was pushed down. Effectively risk premium disappeared
and funding became cheap.
In the US tax incentives, government policies aimed at increasing home ownership amongst the
low paid and the loosening of the credit quality of mortgages exacerbated the boom. The lack
of an appropriate risk premium in the government bond markets led investors to participate in
riskier markets in the search for yield. This took the form of lending to borrowers of lower credit
quality and at very high loan to value ratios and their global distribution via credit derivative
structures maintained a steady source of funds to the mortgage origination market.
In normal market situations, one would expect the risk of a transaction to lie with the lender but
China has largely been protected from the effects of the crisis and it is in both the US and China’s
interests to maintain orderly and stable treasury markets. Given the continuation of the flow of
funds, discipline is required either through regulation or policy.
Monetary Policy
The monetary response of interest rate setting bodies to all of these developments has been central
to events globally. It has been suggested that interest rates in many countries were kept too low
but the main problem lies in the strict mandate of price stability. In the UK an inflation rate of
2% was targeted and measured with respect to the consumer price index (CPI). It is necessary to
define the basket in terms of ‘sticky’ prices which have inertia in their response to the monetary
climate so that policy does not erratically respond to short term movements in volatile prices
such as energy.
However, up to 25% of the CPI basket is comprised of imported goods on which monetary
policy would have little effect. Globalisation through lower prices of imported goods effectively
imparted price deflation on the goods component of the basket. The policy response of low
interest rates to maintain a 2% inflation target meant that services inflation was running too
high and that the economy was therefore running faster than it should have been. This in turn
contributed to the asset price, primarily real estate, inflation witnessed in the UK, which was not
measured in the CPI.
The ECB by contrast has a two pillar strategy where it also assesses the risks to price stability. The
ECB was consistently criticised during the last ten years for too hawkish a stance on monetary
policy with higher than necessary interest rates. Although a tighter monetary policy was not in
itself sufficient to prevent asset price booms in some member states, the conclusion would be
that monetary policy is necessary but not sufficient to ensure price stability, suggesting that new
policies may be needed.
The econometric models used to establish the appropriate overnight interest rate do not explicitly
use inputs such as asset prices in their calculations or indeed other indicators of imbalances
specific to this crisis. Other important inputs such as the output gap (the difference between the
actual and optimal economic output) are not observable. However, it is considered better to work
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with a well understood and simpler model, where the deficiencies are known and qualitatively
accounted for, than a complex model with more and uncertain inputs.
A recent IMF paper suggests that a higher target inflation rate, provided it is well communicated
and kept stable, would not affect the output gap but would mean higher average nominal interest
rates. This would provide more room for manoeuvre in a crisis using only interest rates as a tool.
It has been suggested for example that in the absence of a zero rate floor to interest rates, the
correct policy rate in the US currently would be 3 to 5 percentage points lower.
The policy proposals that are being discussed in the EU institutions at the moment do not
sufficiently scrutinise the reliance of the financial institutions and regulators on mathematical
modelling. While it no doubt has a place and has contributed to the availability of new financing
channels, it has proven deficient in crisis times.
(See annex 1)
Global Governance
The absence of global institutions is likely to have facilitated the prolongation of unsustainable
events which led to the depth and breadth of the crisis. However, the coordination of corrective
measures via the G20 forum has been beneficial and should enable the implementation of future
financial sector reforms globally. The upgrading of the global Financial Stability Board and
current focus on international bodies such as the IMF and World Bank should encourage the
strengthening of current weaknesses.
(See annex 2)
The current Maastricht cap of 60% debt to GDP ratio of member states has been systematically
flouted. It is not the absolute size of the deficit in the context of the European economy that is
problematic but rather the size compared to the domestic economy. It is critical that member
states create credible and sustainable deficit reduction plans and publish financial statements that
are both accurate and transparent. Off balance sheet transactions, unfunded public liabilities,
labelling government spending as ‘tax credits’ to manipulate the balance sheet are examples of
so called financial engineering by governments. By contrast, New Zealand has a much more
transparent policy towards public finance reporting and it is recommended that an approach
such as this be adopted.
It should be acknowledged that whatever steps are taken as a result of this crisis, there will be
future economic shocks. The state is the insurer of last resort and as such consideration should
be given to the fiscal room for manoeuvre. Monetary policy within the EU is too blunt a tool,
particularly in the wake of globalisation, to address problems such as asset bubbles and financial
sector imbalances. However in light of the destabilising effect of these factors in the ensuing crisis
we need to identify the most effective areas to implement a policy to contain emerging financial
imbalances. These would almost exclusively be contingent capital triggers on the balance sheet
of lenders and would necessarily involve the consolidation of all subsidiaries, branches, SPEs and
SPVs in the calculation.
Tax incentives may have contributed to increased consumer and corporate debt, with debt
accounting and tax issues further encouraging corporate borrowings which, although strong in
any case as a result of the low term structure of interest rates were more attractive as the servicing
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costs of the debt are allowable expenses against a tax liability. There is no ‘balancing effect’ in the
issuance of equity funding.
The financial sector saw lower capital requirements based on inadequate risk models, buying
back equity in the market and cancelling it as a means to improve earnings per share, and low tax
efficient debt issuance to fund balance sheet leverage. A large proportion of earnings were used
to purchase back shares in preference to using retained earnings for capital or distributing cash
dividends to shareholders.
The cheap availability of debt also contributed to the explosive rise in the private equity industry
with transaction levels in individual deals and funds in the industry reaching record levels each
year. Any future policy must address not only a higher capital cushion but the asymmetry in the
funding solutions available to the corporate sector.
It has been suggested that tax havens have had a part in the crisis although it is not obvious that
there is any connection. Often SPEs, SPVs or funds will be domiciled in such locations as the
entity itself is not taxed. However, any distributions to shareholders or owners in the structures
are taxable in the investor’s home tax jurisdiction. The benefit of a tax free domicile for the fund
or vehicle maximises the potential investor base and while tax liabilities may be deferred they are
not avoided.
It is not likely that the tax free domiciles of these vehicles was the driving force behind their
creation and were not instrumental in the ensuing problem. Tax avoidance or tax fraud issues are
not specific to the crisis and are better dealt with by enforcement.
It has been suggested that a financial transaction tax applied within the EU or more beneficially
on a global basis would be a suitable response to the current crisis. However, evidence suggests
that this would not deter behaviour in the financial markets. To modify trading activity would
require a punitive rate of taxation which would be impractical and inoperable globally across
asset classes.
Policy needs to consider (see annex 3 for further details):
• The implementation of a pro-cyclical monetary policy with respect to interest rates;
• Whether a higher target inflation rate globally would be warranted;
• The role of subjective judgement by regulators and Directors at times of market stress and
less reliance on mathematical modelling;
• The state of the oil market, imbalances in oil producing countries and OPEC;
• Closer co-ordination of taxation policies globally through G20 to minimise tax arbitrage
opportunities;
• A ban on buying back and cancelling previously issued equity to limit organic growth in
financial firms;
• Minimising tax incentives which favour debt financing over equity financing;
• An ex-post analysis of this crisis in the terms of the debt assumed by each member state,
their ability to service and reduce it including determining an appropriate future debt to
GDP ratio;
• A requirement by Member States to publish financial statements that are accurate and
transparent;
193

Special Committee ON the Financial, Economic and Social Crisis

Annex 1 : Global Governance: Mathematical Modelling
The policy proposals that are being discussed in the EU institutions at the moment do not
sufficiently scrutinise the reliance of the financial institutions and regulators on mathematical
modelling. While it no doubt has a place and has contributed to the availability of new financing
channels, it has proven deficient in crisis times. This should not be surprising for three reasons.
First, in a crisis we observe a herd mentality in financial market participants which results from
a (usually relatively short lived in terms of an economic cycle) collapse in risk appetite. Efficient
market principles such as arbitraging market dislocations fall by the wayside in the drive for
principle safety. This would be challenging to model.
Secondly, a crisis is by definition a ‘tail’ event in the distribution of possible market reactions.
Such tail events occur more frequently than expected by models, but are nevertheless infrequent
enough that any meaningful statistical modelling information is insufficient to capture them.
Indeed it is everyone’s desire to avoid tail events thus making it de facto a rare event which cannot
be modelled.
Finally, all financial institutions will use substantially the same models and where the risks on
their balance sheet are aligned, these models will trigger the same hedging events at the same time
which tests the liquidity of the underlying market and can lead to a self reinforcing downward
spiral as happened with LTCM.
This is where the size of positions has a deleterious effect and needs to be constrained. It is not
easy to imagine how a risk model can incorporate the market activities of your competitors in the
analysis. The principal policy recommendations flowing from this would be
(i)
(ii)
(iii)
(iv)

increased capital held on holdings whose values are not directly observable in a
liquid market and rely heavily on mathematical modelling;
calculate capital on gross exposures. This would entail a haircut for net positions but
would recognise the effect of large exposures in unstable market conditions;
scenario analysis based on qualitative and industry/regulator agreed metrics as
opposed model based VAR or Monte Carlo analysis;
a capital premium on mathematically valued products who have not been in
existence for 2 economic cycles. One of the problems with credit derivatives is that
they have not been in existence for long enough to assess their behaviour and the
robustness of their valuation and risk management over a long period;

Annex 2 - Global Institutions and their future role
What has become apparent during the global financial crisis is that the interconnectedness of
the world’s financial markets must be reflected in the work of global institutions. Organisations
need to communicate effectively in crisis times and normal times in order to ensure coordinated
approaches towards regulation, monetary policy (where applicable) and financial accounting to
ensure proactive measures can be taken when markets are overheating.
G20

The expansion of the forum from the G8 to the G20 is to be welcomed as the breadth of
coverage reflects the global nature of the crisis and the required actions by governments.
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However, discussions need to take place to ensure that agreements reached at these
summits are translated into actions agreed by all constituent members, otherwise it
will become a meaningless entity very quickly. The G20 Pittsburgh summit adopted
a framework for multilateral surveillance of macroeconomic policies, with the aim
of making national policies consistent with balanced growth and including regular
consultations on commonly agreed policies and objectives.
IMF

During the crisis the IMF’s resources were tripled, however, countries still view
the available funds as a last resort and have an implied stigma attached. Proposed
reforms of the body should be implemented including: improved governance; the
method of accessing funds available and ways of building on the new crisis prevention
instruments; such as the flexible credit line and other sources of contingent financing.
Beyond assisting distressed member countries with funding and expertise during crisis
situations and monitoring multilateral policy dialogue, it has been tasked with acting as
secretariat to the G20 forum in achieving the framework detailed above by building on
its existing surveillance analysis and reporting back to the G20.

WTO The nature of the global imbalances, particularly between the US and China would
suggest that protectionist measures witnessed so far may escalate - for example the
Chinese tyre ban by the US and the Chinese action on US poultry. The role of WTO
needs to be strengthened as an ultimate arbitrator between competing members in
arising trade disputes
IASB

The convergence of global economies, with respect to accounting standards over the
past decade, is welcomed; however, the US now needs to move permanently to adopt
IAS and the EU needs to ensure that it does not waiver from IAS in the post-crisis era.

BIS

The work of the BIS is respected and therefore supported by all major financial centres.
The recommendations from the Basel Committee on Banking Supervision, particularly
Basel II were implemented by most European Banks, although they were not fully
implemented by their US counterparts ahead of the crisis. A commitment from
regulators of all major financial centres needs to be made with respect to Basel III and
its full implementation across all jurisdictions.

Annex 3: Resulting Policy Recommendations
One common thread permeating all of the recommendations outlined below is the issue of size.
Size is a relative concept whether we are talking about budget deficits, balance sheet leverage,
the impact of derivatives or any other aspect of a crisis. In general, the issue of size should be a
primary consideration when assessing the risk to stability in any financial framework and will no
doubt impact on other developments outside the scope of this report such as so called ‘dark pools’
and the impact of large hedge funds on market stability. In the recommendations that follow, the
role of ‘size’ should be considered.
•

Too often the regulatory framework has been viewed as a set of boundary conditions in
which products and business are financially engineered to operate within. In such a rapidly
changing industry, adherence to principles rather than rules is necessary but with penalties
for non-compliance.
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•

A major deficiency in the oversight system has become evident as a result of this crisis and
opportunities for regulatory arbitrage need to be minimised globally through firm agreement
at the G20 level, and within the European member states they should where possible be
abolished through the application of a common rule book for financial services.

•

Loopholes which allow subsidiaries of foreign financial services to operate significant business
in the EU unregulated need to be closed, whilst College of Supervisors for all global firms
need to ensure close supervision across all markets.

•

Risks from aligned financial sector exposures need to be identified early. The people best placed
to identify an emergent risk are the financial institutions themselves. In an analogy of interest
rate setting committees, it is proposed that the major European financial institutions produce
a bi-annual report on the current state of financial market stability and the outlook for risks
to that stability. The report would be signed by the CEOs and CFOs of the institutions for
which they would be held accountable and delivered to the FSB and ESRB for consideration

•

Tax incentives which favour debt financing over equity financing need to be minimised. The
problems associated with over-reliance on debt financing have become evident, particularly
for tax payers who have bailed the financial system out, and hence any tax incentive to the
extent that it is desirable at all should be focused on equity financing.

•

Tax policies, while still exclusively remaining the responsibility of member states, may benefit
from a more coordinated approach in order to ensure the operation of an effective single
market in financial services.

•

The size of financial institutions and their respective balance sheets have introduced the
concept of ‘too big to fail’. Proposals already made to address this, and supported by this
report are that banks are required to produce a “living will” to detail their orderly liquidation
in the event of a crisis and are required to hold increased capital.

•

Senior management and Board Members at financial institutions have demonstrated lax
control and little understanding of the risk that they were dealing in. Although not all nonexecutive directors should necessarily be expected to understand the minutiae of complex
financial mathematical models, they should be expected to understand the business model
sufficiently so as to be able to provide a first stage of regulatory oversight, to question new
products and their risk management and to assume responsibility for aligning investor
and employee interests with respect to compensation. Regulators should be tasked with
monitoring knowledge and suitability of board appointments.

•

A ban on buying back and cancelling previously issued equity needs to be investigated as
a mechanism for limiting the organic growth in financial firms. The inability to buy back
their own shares would ensure that banks have to find genuine growth opportunities to
increase earnings per share, or else retain the earnings as an increased capital cushion. They
might alternatively choose to distribute dividends which are historically low compared to the
capital allocated to bonus payments. This would also ensure that liquidity is left in the market
for other participants. Aside from takeover opportunities, which themselves are limited by
competition rules, growth in financial firms needs to be self limiting.

•

The failure to manage other monetary indicators such as M2/M3 monetary aggregates and
exchange rate targeting suggest that targeted pro-cyclical interest rate policies may be needed
to work alongside monetary policy. Research needs to be done to identify the most effective
areas to implement this and would necessarily involve the consolidation of all subsidiaries,
branches, special purpose entities and special purpose vehicles.
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•

Member states should be required to publish financial statements that are both credible and
transparent. Off balance sheet transactions, unfunded public liabilities, labelling government
spending as ‘tax credits’ to manipulate the balance sheet should no longer be allowed and
investigation into the merits of operating a more transparent policy towards public finance
reporting along the New Zealand model is recommended in order to maintain investor
confidence, particularly in the euro region, and allow better assessment of a member state’s
ability to cope with a large magnitude shock.

•

An ex-post analysis of this crisis in the terms of the debt assumed by each member state
and their ability to service and reduce it needs to be carried out. Each member state should
determine an appropriate debt to GDP ratio and avoid reliance on a pre-set “group” criteria.

•

Consideration at a global level needs to be given to the state of the oil market which is very
exposed to manipulation and large price movements. Research needs to be carried out into
the imbalances caused by oil producing countries and the role of global bodies such as OPEC
as it is proposed that the oil market may be too small to easily absorb speculative capital and
is too important in global economic terms to be manipulated by speculative flows.

•

Research should be carried out to determine whether a higher inflation rate target (as
proposed by IMF paper 2010) would be warranted, including whether it would be practical
and implementable without negative consequences to economic growth or investor confidence
in the euro region.

•

Recommend less reliance by financial institutions and regulators on mathematical modelling.
While it no doubt has a place and has contributed to the availability of new and novel
financing channels, it has proven deficient in crisis times. Regulators and Board Members
should be required to apply subjective judgement at times of market stress.
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Introduction
We are experiencing the most severe financial and economic crisis since the establishment of
the modern international financial architecture. It has become necessary to view this moment of
crisis through the prism of many decades of experience, and to apply the lessons learned from
the successes and failures of our manifold socioeconomic endeavours. Our globalised economic
order has evolved to contain elements that are under-regulated, unsupervised and unequal; and it
has proven to be unstable and unsuited for the demands of the 21st Century.
The following is aimed to help in redefining a sustainable model for society, which is governed by
the values of freedom, solidarity and responsibility and while upholding the concept of Social
Justice and the responsibilities derived there from.
Innovative SMEs as a driving force for EU recovery and future growth and welfare
The social market economy of the European Union is perhaps one of the greatest achievements
of the Union. Nonetheless the social expenditures of such an economy require that the economy
grows to sustain these expenditures. SMEs are the most nimble participants in an economy and
sustainable economic growth relies on SMEs ability to recover and start growing, adding jobs and
supporting the social expenditures of states through their tax contributions.
A healthy SME sector is the backbone of any healthy free market economy and it is this sector
that contributes most to the labour market by creating jobs. One of the fundamental premises
for a healthy SME sector is the existence of competition, of a level playing field. EU Competition
policy must not be ‘softened’, if anything, it has to be strengthened and SMEs have to be put in a
position where they can bring forth their concerns related to competition and expect a clear and
timely resolution of any conflict that might arise.
One of the great achievements of the European Union is its Internal Market which allows for
a fertile business environment throughout the Union whilst also benefiting the consumers.
Nonetheless, SMEs face numerous challenges in operating in the Internal Market and often operate
below their efficient scale. Especially at the micro level, SMEs need to be supported to be able to
operate throughout the Internal Market, their access to information pertaining to opportunities
needs to be brought up to the level where trans-European platforms can be established. Only then
SMEs can explore business opportunities, can find complementarities and ultimately they can
find the means to gain access to markets within the Union.
One of the existing measures defined by the EU is the Small Business Act, which contributes to
the improvement of the SME environment. Implementation of the SBA is largely in the domain
of Member States, thus monitoring by the Union has to be strengthened to ensure a timely and
satisfactory implementation of the SBA.
Furthermore, this Small Business Act should be reviewed and be linked up with a stronger social
dimension (New Social Small Business Act, mentioned by French designate Commissioner Michel
Barnier at his hearing before the European Parliament). Creating the right competitive conditions
for the economy to generate future jobs should service a greater social cohesion and reinforce
society’s tissues.
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The services directive provides for massive opportunities for SMEs and its implementation is also
in the domain of MS and it is proving to be one of the most challenging implementations. As the
largest part of the SME sector of the European economy has moved towards service-provision,
implementation of the Services Directive is crucial for future growth of SME’s. Monitoring by the
Union of the implementation of the services directive is of key importance.
One-stop shop needed for every administrative issue needed for SMEs.
Former Commissioner Mario Monti advocated a one-stop shop for the establishment of
companies, which has been by-and-large implemented by member States. This needs to be taken
further by establishing one-stop-shops for all administrative matters concerning SMEs.
The employees that provide the most added values by age group are those at the twilight of their
working career and their loss from the labour market through retirement erodes the skills and
the experience accumulated by them. Keeping citizens active and productive after retirement is
among others in the economic interest of Europe. The loss of their expertise can be mitigated by
engaging senior citizens to remain active through looser structures and networks based on their
civic engagement and by linking them with economic actors and academia. SMEs can profit most
from such a network of informal structures that can be consulted, as most SMEs find it hard to
afford these services from the consultancies active in the economies. Knowledge accumulated in
senior citizens must be circulated to the benefit of all by the establishment of a network at the
level of the European Union.
Small and Medium-Sized Enterprises are wealth creators locally, both through their local
contributions as well as through their employees. This sector is responsible for the largest
proportion of employees in any market economy and in an economic recovery, they are also the
first ones to start hiring again. To strengthen this position of SMEs as the key factors in creation
of employment, their business potential has to be furthered, as well as job creation in this sector
stimulated. Providing for tax incentives and even subsidies for SMEs to keep and to create jobs,
although costly at first sight, actually creates value, as the contribution to GDP of individual
employees dwarf both the costs of them being alternatively in the care of the state or the funds
needed to be invested in supporting existing jobs. Needless to say that the higher skilled the job
is, the larger the contribution to GDP. There are more than 20 million SMEs in the European
Union - thus if, in an ideal world, each of those could add a place of employment, it would mean
an equivalent reduction in unemployment. Only if a fraction of this can be achieved through
support schemes both at the national and at the European level, it would have a tremendous
impact on unemployment and, consequently that of growth. The Eurogroup needs to invest itself
in an effort to coordinate taxation relative to SMEs of the MS as tax competition among Member
States potentially damages SMEs and can destroy highly skilled employment.
Any SME policy of the European Union has to have an external dimension. With the fledgling
EU External Service, new opportunities can be brought to fruition as regards the issue of market
access. Market access would allow SMEs to augment their growth potential and to facilitate
this, the Union can have an instrumental role, if the new EU external service is geared towards
providing support for SMEs. In every external representation of the Union there should be a
support structure for SMEs. Beyond market access, SMEs have to be supported in investing in the
developing world, as this can create wealth locally and can act as a catalyst for the aid provided
to emerging countries.
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Innovation is the strongest engine of economic growth and as such it needs to be effectively
linked up with the economy, the principal beneficiary of innovation. So far, in administrative
structures, the domain of innovation has always been a premise of the educational structures.
Bearing in mind the impact of innovation on the economy, reflection is needed on perhaps an
administrative adjustment where the domain of innovation pertains to administrative structures
devoted to the economy and industry. An organic link between industry and innovation and,
consequently with education is highly desirable. Innovators need to be at the forefront of
investments at the European and national level. Since innovating start-ups, by definition carry
a high risk/bankruptcy profile, an entire rethink of their financing and corollary activities is
needed. Since these innovating start-ups are in the most difficult position when it comes to
getting financing through the banking system, credit guarantee schemes need to be drawn up for
specifically this segment.
New partnerships between industry and academia have to be established to further streamline
innovation activities. In this respect, SMEs can gain significant research resources but the
universities engaged in such partnership gain a fertile ground for the transposition of their
research into real goods and services, not to mention that their graduates potentially gain
employment with the companies concerned. New partnerships of this kind can be establishes via
centres of excellence, innovation parks and both through physical and virtual networks among
stakeholders. The Union can lend a helping hand in the establishment of the premises for such
partnerships by providing the framework for these.
In an increasingly competitive global marketplace, the EU needs to focus on some key areas
where it can develop leading capacities through innovation. Bearing in mind that the population
at large of the Union is an ageing population, it is but sensible to ascribe special attention to
the healthcare sector. The Crisis wreaked havoc in the automotive industry, yet the EU based
manufacturers have weathered the downturn significantly better that their US counterparts. This
presents a comparative advantage, as EU manufacturers are in a better position to keep investing
in R&D and stay in the lead by innovating and implementing the general trend of the greening
of the industry. The Union can contribute by both regulation and by funding assistance aimed
at the development of eco-friendly vehicles, including those used in public transport networks.
In parallel with the focus on the automotive industry, the EU should also focus on innovation
in the so-called ‘greening’ of the European economy--renewable energy, second generation
bio fuels, low-carbon production processes--e.g. the replacement of fossil raw materials in the
production of plastics, industrial chemicals, building materials. With the price of oil off from the
peaks experienced in the run-up to the financial crisis, focus on greening the economy should
not be lost. Synergies are significant between the automotive sector and the sectors mentioned
beforehand.
In this context, new skills are required for the new jobs. The most important skill would seem to
be the ability to formulate complex solutions to new and unforeseen problems and the capacity
to learn new and different skills throughout a lifetime. Somehow, we must find a way not just to
supply more educational opportunities, but to create demand for those skills as well.
A long-term agenda should contain a higher level educational attainment within the EU. A
persistent pattern of under-investment in education sector is not sustainable over time and will
deprive future generations of opportunities and EU of qualified workforce.
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Looking at the Future: Trends and Opportunities
Global community is at present challenged by having reached a stage, which offers an opportunity
to either foster a process of sustainable development or lay the groundwork for the eventual
destruction of the society itself, as we know it today. This stage applies to five areas: (a) climate
change, (b) demographic change, (c) increasing urbanisation of society, (d) changing relationship
of governments and international civil society organisations, and (e) endeavours to develop a
global information society. All of them encompass change, not without embedded conflicts.
(a) Climate Change
Recent reports from the United Nations on global warming bear out the need to take vital
measures to effect a major adjustment to the negative effects of the present development. The
environmental activist and former Vice-President of the U.S.A., Al Gore (2009), supports “that
many scientists are now warning that we are moving closer to several ‘tipping points’ that could
make it impossible for us to avoid irretrievable damage to the planet’s habitability for human
civilization.” Urgent action is needed in spite of resource constraints.
(b) Demographic Change
Demographically there are almost 500 million people worldwide over 65 years old and for the first
time in history this age group outnumbers children under 5. While aging is the result of advances
in the medical and economic fields, it is important to promote labour force participation and
boost incentives designed to encourage people to stay in the work.
Low birth rates, rising life expectancy and a continuing inflow of migrants force us to create the
right conditions for sustainable societies.
(c) The Urbanisation of Society
The United Nations estimates that in 2008 for the first time in the history of mankind, more that
50 percent is living in an urban environment. This evolution has impact on the quality of life and
the use of resources (food, access to water and electricity).
Imbalances are created as the trend to lower fertility rates is more prone than in an agricultural
one and urban populations are further projected to grow quickest in the poorest countries. Of the
three billion world-wide living in cities, it is estimated that one billion live in a slum environment.
We cannot afford to wait and therefore architects and city planners must engage together in
efforts to improve living conditions.
Furthermore, local and rural communities have to be fostered as they provide for opportunities
in relation to the economy at large, employment and community building. To this end, regional
markets have to be stimulated and there need to be local structures meant to assist with the
implementation of decisions from the European and even the Global level. Through these
structures, another dimension can be added to the dialogue between policymakers and those
concerned by policies. Providing support for these communities also provides an avenue to
tackle exclusion through the reinforcement of the community tissue and thus augmenting its
absorption capability. Exclusion is at the base of the problem of poverty and although we must
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not turn away from poverty, it needs to be realized that increased inclusion exponentially reduces
poverty.
(d) Relationship of Governments & International Organisations to Civil Society Organisations
A change has taken place, and is still in progress, in the attitude and approach of Governments
and International Organisations such as the European Union towards CSOs, which is signalling a
partnership approach in the search for sustainable development. The impact of CSOs within EU
sponsored, up to the present day, has strengthened this trend. Accredited representatives of CSOs
are also invited to make oral presentations and submit written statements, which become official
documents.
(e) The Information Society
The Information Society is also challenged to contribute to a sustainable development. Beyond
existing participation inequalities in different parts of the globe, information technologies have
the potential to mobilise large parts of the society and help emerging new type social movements.
Well- informed citizens get networked in the “global village” and are thus enabled to seek out local
solutions in global challenges. This is due to the notion of knowledge as the capacity to act and
the ability to make the right decisions for a sustainable world.
Recommendations
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•

Strengthening the social market economy avoiding competition restrictions
Full use of Internal Market capacities and new business opportunities throughout EU for
SMEs
New Social Small Business Act
One- shop- stop for every administrative issue for SMEs
Establishing a European seniors consultancy network
Tax incentives and subsidies for SMEs
Boosting employability by “One SME- One Job” Project
External dimension enabling SMEs to compete internationally, the role of the EU external
service
Innovation stronger linked up with industry
New partnerships between business, science and university research
Backing knowledge- based innovations on which EU’s future depends on
Demand led education system
Promoting labour force participation and encouraging people to work
and stay in the work longer
SMEs as a tool for restoring the community economic and social tissue
Devolving power to the communities: local implementation of global decisions
Seeking out a proactive approach towards exclusion, which often responds to poverty
Using the full potential of the emerging information society in order to engage locals in
sustainable society planning
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Conclusion
Growth and prosperity are indivisible. Today, all states are far more closely interconnected than
ever before as active participants in the modern globalised financial and economic system.
This critical moment calls for prompt, decisive and coordinated action to address the causes
of the crisis; mitigate its global impact; and establish mechanisms to prevent similar crises in
the future. Today, we have to prioritize the required lines of action; and define a clear role for
the European Union in the implementation of our coordinated approach towards a sustainable
social environment.
EU’s pursuit of profit and economic growth must be leavened by our collective responsibilities in
the satisfaction of jobs creation, the realization of sustainability and the achievement of welfare.
All these expressed in the form of a new Small Business Act embracing a strong social dimension
and at the same time by remaining fully committed to development aid to the most vulnerable
nations of the world.
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Section 4: hearings, workshops and exchanges of view

CRIS Committee Hearings and Workshops
1st Public Hearing on the Causes of the Financial Crisis and the Consequences and Challenges
for the European Union
10 November 2009
The CRIS Committee held its first public hearing on 10 November 2009, consisting of two expert
panels and a keynote address.
The first panel discussion, Analysis of the causes of the financial crisis, featured presentations by Mr
Paul Jorion, French anthropologist and columnist at the French newspaper Le Monde, Mr André
Sapir, Professor of Economics at the Université Libre de Bruxelles and Senior Fellow at Bruegel,
Ms Verena Ross, Director of the UK Financial Services Authority (FSA), and Mr Fernando
Fernández Méndez de Andés, Professor at the Spanish IE Business School. The panellists focussed
on the causes of the crisis, with reference to their experiences in their own countries, and went on
to consider the lessons which could be drawn from it to prevent future crises of the same scale.
Next, Mr José Manuel González-Páramo, Member of the Executive Board of the European Central
Bank (ECB), gave a keynote address entitled The Response of the Eurosystem to the Financial Crisis.
In his speech he recognised the policy challenges which the financial crisis generated, emphasising,
however, that the eurosystem’s response was widely considered to be effective. He referred in
particular to the four main types of measures which had been taken, namely: those being the
full allotment and increased maturity of the eurosystem’s refinancing operations; provision of
liquidity in foreign currencies; the expansion of the list of assets eligible as collateral; and the
outright purchases of covered bonds. Mr González-Páramo went on to consider the impact of
the measures implemented by the ECB and, finally, the preparations made for the phasing-out of
non-standard measures.
The second panel discussion, The European Union in light of the financial crisis: consequences and
challenges, included Mr Carlo Vivaldi, Chief Financial Officer of UniCredit Bank Austria AG, Mr
John Monks of the European Trade Union Confederation and Mr Jörgen Holmquist, Director
General of DG MARKT at the European Commission. Each panellist offered an analysis of the
effects of the crisis and commented on the mechanisms implemented by their institutions as
potential solutions.
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Workshop on the Nordic Crisis
30 November 2009

On 30 November 2009 the CRIS Committee held a workshop to consider the lessons for Europe
which could be learned from the Nordic banking crisis of the early 1990s.
The workshop was attended by a number of key experts from the Nordic financial sector. Mr Lars
Nyberg, Deputy Governor of Riksbank, the Swedish Central Bank, Mr Lars Jonung, Professor
and Research Advisor for DG ECFIN in the European Commission, and Prof. Jaakko Kiander,
Professor at the University of Helsinki, each presented case studies on the Swedish and Finnish
Banking Crises from 1991-1993 and addressed the causes of the crisis, the similarities and
difference to the global financial and economic crisis, why and how the decisions were taken as
they were in Sweden and Finland, and what can be learnt from it.
The panel considered how the Nordic crisis was caused by a credit expansion, an investment
boom and an asset price bubble, having similar roots to the current crisis. Sweden, however, was
able to capitalise upon a number of advantages to successfully bounce back from its financial
crisis. These included its small, open economy; more contained banking activities; unified political
will; cooperation with the Parliament; full transparency; shareholders involvement; and exports
supported by currency devaluation.
One key conclusion of the discussion was that there are quite significant differences between the
two crises: not only the fact that the crisis which hit in 2007 was global, but also the significant
differences in policy response. In particular, the later crisis illustrated less cross-partisan
cooperation within the EU and less transparency in the financial market sector, and resulted
in much more public money being spent on bailing out private banks. While certain elements
of the Swedish recovery plan are relevant today, the panellists concluded that overcoming the
global financial crisis would require a more all-encompassing approach and greater international
cooperation.
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Joint ECON-CRIS Seminar on Monetary Exit Strategies and Systemic Risk
1 December 2009

On 1 December 2009 the CRIS committee held a joint seminar with the European Parliament’s
Economic and Monetary Affairs Committee (ECON) on the subject of economic exit strategies
and systemic risk.
The first session looked into monetary exit strategies with expert panellists Mr Jean Pisani-Ferry,
Director of the Brussels-based think-tank Bruegel, Mr Guillermo de la Dehesa, Chairman of
the Centre for Economic Policy Research (CEPR), Mr Daniel Gros, Director of the Centre for
European Policy Studies (CEPS), Mr Ansgar Belke, Professor of Macroeconomics at the University
of Duisburg-Essen, and Mr Stefan Collignon, Professor of Political Economy at the Sant’Anna
School of Advanced Studies, Pisa. A key topic of this session was how the ECB should reduce the
monetary mass and roll back credit easing in order to prevent future inflation. The panel also
considered whether exits should be one-off, or step-by-step, and what exit strategies could be
envisaged for public interventions in banks. They went on to look at the issue of how competition
can be ensured, whether there is a case to be made for globally coordinating exit strategies, and
whether there should be coordination between monetary and fiscal exit strategies.
Session two, featuring expert panellists Ms Anne Sibert, Professor of Financial Economics at
University College London, Mr Stefan Gerlach, Professor of Monetary Economics at the
University of Frankfurt, and Mr Karl Whelan, Professor of Economics at University College
Dublin, considered the possible tools and policies which could be put in place to control systemic
risk. This session also questioned whether the ECB and European Systemic Risk Board (ESRB)
have a sufficiently clear concept of systemic risk, and, if not, how quickly a useful one could
be developed. The panel questioned whether or not the ECB and the ESRB could get access
to the required non-aggregated data, in particular data concerning the non-regulated financial
sector. They considered how these challenges affect the present proposals concerning financial
supervision in the EU, in particular the proposal directly involving the ECB. Finally, the discussion
moved towards questioning the role which global institutions such as the International Monetary
Fund (IMF) and the Bank for International Settlements (BIS) could, or indeed should, play in
measuring and containing systemic risks.
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The key issues raised in the discussion were, amongst others: the coordination and cooperation
of exit strategies; the role of the ECB; monetary policy vs. fiscal policy; and the differing issues of
Eurozone, non-Eurozone and global exit strategies. The systemic risk discussion focussed mainly
on the proposed European Systemic Risk Board, its composition and the role of the ECB. The
issue of how to tackle ‘too big to fail’ or complex financial products entailing high risks was also
raised.
2nd Public Hearing on the Spread of the Crisis: Impact of the Crisis on the Real Economy and
Public Finances
14 January 2010

The CRIS Committee held its second public hearing on 14 January 2010 on the subject of the
spread of the crisis.
The hearing opened with a keynote address from Prof. Michel Aglietta, University Paris X Nanterre
and advisor to the CEPII research centre, France. Prof. Aglietta went into depth about the lead-up
to the crisis in the financial sector, and both its economic and financial effects. He noted the risk
of a deflationary scenario and downward pressure on prices and wages, and stressed the need to
support future sources of growth, such as exports to emerging markets and innovative industries,
education and research.
The first expert panel considered the impact of the crisis on the real economy and highlighted
the need to boost global and EU economic governance. Speakers Mr Philippe de Buck, Director
General of BusinessEurope, Mr Stefan Schneider, Chief International Economist for Deutsche
Bank, and Mr Antonello Pezzini, Rapporteur of the European Economic and Social Committee,
raised a number of points on economic solidarity, monetary policy and financial supervision
models, and urged support for programmes to catapult Europe out of the recession and improve
its global competitiveness and productivity.
The second expert panel spoke on the issue of public finances and featured Mr Marco Buti,
Director General of DG ECFIN in the European Commission, Mr Klaas Knot, Director General
of Financial Markets, Ministry of Finance, the Netherlands, and Prof. Casper de Vries, Chair of
Monetary Economics, Erasmus University. The panellists reviewed public finances across Europe
and considered possible solutions. Having been constrained by decreased revenues and increased
expenditures since the outbreak of the crisis, many Member States ran large budget deficits in
2009 and were facing high debt levels beyond the targets of the Stability and Growth Pact (SGP).
Against the suggestion that fiscal consolidation would be necessary, panellists warned that exit
strategies would have to be timely, differentiated, and complemented by long-term reforms to
address future challenges in order to ensure sustainable budgets across the EU.
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The subsequent discussion focussed on issues such as economic solidarity in the EU during the
crisis; monetary policy and ECB interventions; financial supervision models; the mechanisms of
the credit crunch and the shrinking economy; the role of export markets and private consumption;
productivity growth and competitiveness, and forecasts for recovery.
3rd Public Hearing on the Social Impact of the Crisis
28 January 2010

The CRIS Committee held its third public hearing on 28 January 2010 on the topic of the social
impact of the crisis.
It featured a keynote address by former Commissioner Mr Mario Monti, who emphasised the
importance of upholding Europe’s social models in the face of falling budgets and increased
demand during the crisis, and of addressing social concerns hand-in-hand with initiatives
to further single market integration. Rather than overlooking the temptation of economic
nationalism re-emerging since the crisis, Monti argued that the crisis has confirmed the need for
greater EU action in areas such as competition policy and the expansion of transferable rights in
order to advance single market integration and leave Europe’s economy more competitive and
dynamic.
Subsequent presentations from six panellists - Sir Tony Atkinson, Professor of Economics at the
University of Oxford, Ms Alice Ouedraogo, Deputy Director of the Policy Integration Department
at the International Labour Organisation (ILO), Mr Jeremy Smith, General Secretary of the
Council of European Municipalities and Regions, Mr Edward Whitehouse, Principal Economist at
the OECD, Mr Vit Samek, Vice President of the Czech-Moravian Confederation of Trade Unions,
and Ms Violeta Ciurel, Regional CEO of Greenfields and Business Development Insurance, ING
- expanded upon these themes. The panellists spoke of how in addition to the impact of the
crisis, global challenges and future demographic changes (ageing populations and falling birth
rates) have accentuated the need to develop short- and long-term strategies to boost European
employment rates, productivity and growth. With the large majority of social policies under
national jurisdiction, social programmes, such as pension schemes and unemployment benefits,
vary significantly across the EU and withstood different shocks during the crisis. Mitigating the
social impact of thecrisis will therefore require cooperative initiatives with the diverse local,
regional and national actors who implement such policies.
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Workshop on the Impact of the Crisis on SMEs
1 February 2010

On 1 February 2010 the CRIS Committee held a workshop to consider the impact of the crisis
on small and medium-sized enterprises. Mr Yiorgos Ioannidis, Visiting Fellow at the Department
of Political and International Studies, Cambridge University attended the workshop as a keynote
speaker, presenting his concluding report on policy proposals.
The workshop was split into two sessions, the first considering how SMEs had been affected in
the crisis, and featuring expert panellists Mr António Saraiva, President of the Confederation of
Portuguese Industry, Mr Pontus Braunerhjelm, Managing Director of the Swedish Entrepreneurship
Forum and Professor of International Business and Entrepreneurship at the Royal Institute of
Technology in Stockholm, and Ms Maria Nowak of the European Microfinance Network and
ADIE, Paris. The panel discussed the problems which SMEs face which have been aggravated
by the financial crisis in addition to the range of already existing challenges including affordable
finance, bureaucratic and regulatory burdens and access to information. The problems which
have been particularly aggravated by the crisis include increasing insolvency rates, stagnation in
lending (including venture capital) and extended delays in receivables.
The second session considered the question of what could be done, and featured expert panelists
Ms Reinhilde Veugelers, Professor of Managerial Economics, Strategy and Innovation at KU
Leuven and Senior Fellow at Bruegel, and Mr Gerhard Huemer, Director of Economic and Fiscal
Policy at the European Association of Craft, Small and Medium-sized Enterprises (UEAPME).
The panel discussed suggestions for policy action to support SMEs in the exit from the crisis,
which included the role of appropriate financing (credit guarantees, microcredit, credit mediators,
facilitating venture capital, and so called “business angels”), easing bureaucratic burdens and the
regulatory framework including possible remedies to tax discrimination against SMEs, as well as
the crucial role of fostering entrepreneurship and innovation.
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4th Public Hearing on Financial Regulation and Supervision
25 February 2010

The CRIS Committee held its fourth hearing on 25 February 2010 on the subject of financial
regulation and supervision. It featured a keynote address by the Governor of the Banque de
France, Mr Christian Noyer.
The first panel of the hearing featured Mr Jochen Sanio, President of BaFin, Ms Bettina CorvesWunderer, Chief Financial Officer of Allianz Spa and Mr Thomas Wieser, Director General for
Economic Policy and Financial Markets at the Austrian Ministry of Finance, who considered the
extent to which financial regulation and supervision failed in preventing the crisis.
The second panel featured Mr Avinash Persaud, Emeritus Professor of Gresham College,
Chairman of the Warwick Commission and Chairman of the regulatory sub-committee of the
UN Commission of Experts on Financial Reform, Ms Ieke van den Burg, former MEP, and Mr
Erkki Raasuke, Chief Financial Officer of Swedbank and Chairman of the Supervision Committee
of the European Savings Banks Group, as speakers on the topic of future models for Europe.
In the discussion of the causes of the crisis, the workshop focussed on the issue of corporate
governance and the failures of regulatory and supervisory systems in preventing the crisis. Key
topics included inadequate asset, liability, and liquidity management, inadequate pricing and
handling of risks, short-term compensation and incentive schemes, inadequate influence and
competences for risk management and compliance functions in financial institutions, and the
problem of too many market participants in search of unsustainable high returns not adequately
considering the concomitant risks.
There was therefore a call from some members of the discussion for a new regulatory agenda.
Recommendations included financing expertise on financial market regulation and supervision
from the EU budget, strengthening independence and authority at EU level, the establishing of a
joint National Parliament and European Parliament committee, and a Commission investigation
into the financial sector in the EU. One main conclusion was that future financial regulation and
supervision must incorporate macroeconomic concerns and needs to address the market’s failure
to assess risks.
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Workshop on the Impact of the Crisis on New Member States (NMS)
1 March 2010

On 1 March 2010 the CRIS Committee held a workshop on the subject of the impact of the crisis
on NMS.
The workshop was divided into two sections, the first of which discussed the macroeconomic
impact of the crisis in terms of monetary and financial policies, and the second of which
considered the structural impact of the crisis and the role of cohesion policy in the exit strategy.
The first expert panel featured Mr Flip Keereman, Head of the Monitoring of National Financial
Developments and External Funding at the European Commission, Ms Kateřina Šmídková,
Executive Director of the Economic Research and Financial Stability Department at the Czech
National Bank, and Mr Zsolt Darvas, Research Fellow at Bruegel. The panel discussed the
macroeconomic impact of the crisis on NMSs and possible monetary and fiscal policy options.
This included the impact the crisis had on euro-area versus non-euro area states and at the
implications of the dominance of western European ownership of banks in the NMSs on crisis
management and future financial sector development. Finally, the panel considered whether the
ECB should envisage any kind of monetary cooperation with NMSs outside the euro area and the
extent to which the crisis will postpone Eurozone membership for NMSs.
The second expert panel consisted of Mr Péter Heil of the Prime Minister’s Office, Hungary, and
Mr Fabian Zuleeg, Senior Policy Analyst at the European Policy Centre. It discussed the structural
impact of the crisis and the role of cohesion policy in the exit strategy. An important part of the
discussion was the question of why certain NMSs have been particularly hard hit by the financial
crisis and others less so, whilst also looking at the difference between those in and outside of the
Eurozone. Long-term solutions to growth and structural change were discussed, with European
cohesion policy as a major element of the crisis exit strategy.
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5th Public Hearing on European Economic Governance and EU tools for Economic and Social
Recovery
18th March 2010

Chairman Wolf Klinz and George A. Papandreou, Prime Minister of Greece

The CRIS Committee held its 5th public hearing on 18 March 2010 on the subject of European
Economic Governance and EU tools for economic and social recovery, with a keynote address
by the Prime Minister of Greece, Mr. George A. Papandreou. The hearing came at a pivotal time
during the Greek financial crisis, giving Mr Papandreou’s speech a particular relevance and
poignancy.
The Prime Minister outlined how Greece had been hit by the crisis and what measures were
being taken in order to mitigate the consequences and budgetary implications. Mr Papandreou
addressed the issue of European solidarity and the mechanisms which are currently in place to
help struggling countries in the Eurozone. He highlighted several points including the danger of
credit default swaps not only for Greece but for Europe. He also pointed to the need for support
mechanisms and called for more Europe and more systems to help Europe, in particular the idea
of a European Monetary Fund.
The keynote speech was followed by two expert panels. The first panel considered the topic
Economic Governance: Stability and Growth Pact and reform and sustainability of public finances,
(role of solidarity mechanisms between Member States), and featured Mr Loukas Tsoukalis, Professor
of Integration at the University of Athens, Mr Jean Pisani-Ferry, Professor of Economics at the
University of Paris-Dauphine and fellow of Breughel, and Ms Daniela Schwarzer, Head of the EU
Integration Division of the German Institute for International and Security Affairs (SWP) Berlin.
The second panel looked at the topic of Budgetary policy as a tool for economic recovery and
strategic choices and featured Mr Pedro Pérez, Chairman of Itinere Group, Spain, Ms Ann Pettifor,
Follow of the New Economics Foundation, UK, and Mr Luca Paolazzi, Director of Research
Confindustria, Italy.
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The main themes of the hearing concerned cooperation within Europe and the question of
how to improve European Economic Governance. Topics included the need for better crisis
management, including the possibility of a European Monetary Fund and the need to address
issues such as credit default swaps. It was also highlighted that there were in fact satisfactory
regulatory frameworks already in place; however, a lack of time-consistency within Europe
has been a major problem. Furthermore, several speakers questioned the political ability and
readiness of Europe’s sovereign states to work together. Budgetary tools for recovery were also
discussed and consequently the importance of public spending to avoid deflation and maintain
a long-term recovery.
The hearing was a crucial contribution to the work of the CRIS Committee, coming at a critical
time in the discussions on the Eurozone.
6th Public Hearing on Global Governance
25th March 2010

Chairman Wolf Klinz with Tommaso Padoa-Schioppa

25 March 2010 saw the CRIS Committee hold its 6th public hearing on the topic of global
governance, with a keynote address by the former Italian Finance Minister, Mr Tommaso PadoaSchioppa, President of Notre Europe. Mr Padoa-Schioppa spoke of the Greek crisis, emphasising
that the problem concerned Europe as a whole and that the possibility of an IMF intervention
should not be excluded. He added that the EU would need to be the main actor in the Greek
rescue, that it should become more closely united, and that it should promote its model in other
parts of the world.
The first panel considered the topics of global governance and global imbalances. It highlighted
the need for solutions to the crisis to be focussed on the long term in order for the economy to
restart on a sound basis. Speakers Mr Bert van Selm, Deputy Head of the IMF’s Strategy Policy
and Review Department, Mr Sony Kapoor, Managing Director of the Re-Define think-tank, and
Mr Stephan Schulmeister, Senior Fellow of the Austrian Institute for Economic Research, raised a
number of points on the EU. They addressed the need for government intervention to deal with
externalities that cannot be tackled by the financial markets and the need to increase tax revenue
by fighting tax evasion and sharing information.
The second panel discussed the issues of the climate change challenge, the impact of the crisis
on developing countries and trade policy issues, and featured expert panellists Mr Amar
Bhattacharya, Director of the G24, Mr Arunabha Ghosh, Fellow of the Woodrow Wilson School
of Public and International Affairs, Princeton University, and Ms Núria Molina, Director of
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Eurodad. Speakers agreed that developing countries are likely to suffer during a long period of
depression and that they would need richer countries’ help to prevent them from falling into debt.
With this is mind, public and private loan conditions would need to be reviewed and correctly
adapted to developing countries’ abilities, foreign direct investment would need to be promoted,
and developed countries would have to prevent any protectionist measures.
The subsequent discussion included global governance in relation to the reform of international
financial institutions, how climate and trade relate to global governance in the midst of an
economic crisis, the key flaws in global governance, and global governance in relation to global
imbalances.
7th Public Hearing on Economic Exit Strategies
15 April 2010

The CRIS Committee held its final public hearing on Economic Exit Strategies on 15 April 2010
with a keynote address by the Ms Stephany Griffith-Jones, Professor and Executive Director,
Columbia University, New York. She gave a very clear and refreshing speech highlighting the
reasons behind the current success of the recovery and going on to discuss the kind of financial
sector which we would want i.e. one supportive of the real economy. She stated the three tools for
recovery to be regulation, rethinking the role of the banks and innovation, with simplicity and
tailoring as essential.
The keynote speech was followed by two expert panels. The first panel focussed on financial
and monetary aspects where members heard from Mr William Hutton of The Work Foundation,
London, and Ms Lucrezia Reichlin from London Business School. Mr Hutton presented a
cautious view of the banking sector, also looking at the ineffective nature of Basel II; he argued
that the financial system will require actual and contingent support for up to a decade, pushing
for an exit strategy with innovation and a future from a knowledge-based economy. Ms Reichlin
looked at the macroeconomic impact of the crisis. She praised the ECB’s policy for its effect on
the real economy, and saw a precautionary future for an economic exit strategy. The first panel
additionally considered how private debt growth is reaching its limits everywhere and the view
that banks across Europe hold a degree of responsibility for the crisis.
The second panel focussed on job creation, the internal market, innovation and sustainable green
growth with Ms Maria João Rodrigues of Lisbon University, and Ms Nicola Fuchs-Schündeln
of Goethe University, Frankfurt, as guest speakers. Ms Rodrigues focused her presentation on
the employment challenge, advocating a knowledge-based economy and the promotion of
innovation, partly because skills were decreasing. She concluded that fiscal stimulus should not be
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withdrawn unless jobs are coming back, to which Ms Fuchs-Schündeln offered a very interesting
contrast in her examination of job creation and sustainable green growth. She offered an analysis
of the important role of uncertainty and trust in the recovery, which she related in particular
to current account imbalances, trade balances within the EU, and the question of whether fiscal
stimulus through tax cuts works. She argued that to avoid a jobless recovery we should also avoid
increasing uncertainty, whereby a slow exit strategy would be important, avoiding policy swings
and coordinating at a European level.
Workshop on EU-US Relations in the Aftermath of the Financial, Economic and Social crisis
31 May 2010

On 31 May 2010 the CRIS Committee held a workshop on the subject of EU-US relations in the
aftermath of the financial, economic and social crisis. The workshop was particularly timely as it
was held in the run-up to the CRIS delegation visit to the US in June 2010. Members discussed
the causes of the banking crisis in the US and compared EU-US responses to recovery and crisis
prevention.
In the view that a thorough evaluation of the crisis requires a transatlantic perspective and
cooperation, the workshop aimed to prepare CRIS Members for the US delegation, as well as for
their considerations of the draft mid-term report.
The first session featured expert panellists Mr Peter Jungen, Chairman of the Center on Capitalism
and Society, Columbia University, New York, and Prof. Joseph R. Mason, Senior Fellow at the
Wharton School, University of Pennsylvania, who offered an American perspective on the shared
challenges of the financial and economic crisis. Under discussion were the EU and US initiatives
and strategies to deal with the effects of the crisis, the issue of systemic risk, key topics relating to
the regulation of financial markets, the stimulation of the real economy and fostering employment.
The second session featured Ms Frances G. Burwell, Vice-President and Director of Transatlantic
Relations and Studies at the Atlantic Council of the United States, Washington, and Mr Benoît
Coeuré, Co-President of the Paris Club and joint Director of the Department of the Treasury,
Paris. The panellists considered the matter of stock-taking and the prospects for transatlantic
relations. The topics discussed included the institutional setting of transatlantic cooperation, with
particular reference to the Obama administration and the Lisbon Treaty, cooperation between
the US Congress and the European Parliament, EU-US meetings on the world scene, and issues
relating to the CRIS interim report, such as EU-US cooperation in view of global government
reform and the institutional setting of the G20.
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Public Hearing with Chairman on the US Financial Crisis Inquiry Commission (FCIC), Mr Phil
Angelides
11 April 2011

Chairman Wolf Klinz with Phil Angelides, Chairman of the FCIC

The CRIS Committee held a hearing on the conclusions of the FCIC on the 11th of April 2011.
Mr Phil Angelides, Chairman of the CRIS Committee’s counterpart inquiry commission in the
United States of America, was invited for an exchange of views in Brussels in order to give the
Committee the benefit of a transatlantic perspective.
Mr Angelides drew up the six main conclusions of the report:
1. The financial crisis was avoidable: there were many warning signs and that the tragedy was
that they were ignored or discounted.
2. Widespread failures in financial regulation and supervision proved devastating to the stability
of the American financial markets. According to Mr Angelides, this misplaced confidence in
deregulation was championed by former Federal Reserve Chairman Alan Greenspan and
others, and was supported by successive presidential administrations and Congresses.
3. The dramatic failures in corporate governance and management at many systemically
important financial institutions were a key cause of the crisis. According to Mr Angelides,
thirty years of deregulation and weakened oversight clearly had a substantial impact on the
American financial system and on the way in which financial firms did business.
4. The so called “explosive brew” of excessive borrowing, risky investments, and lack of
transparency put the financial system on a collision course with crisis.
5. Key policy makers were ill prepared for the crisis and their inconsistent responses added to
uncertainty and panic.
6. The crisis was fuelled by a systemic breakdown in accountability and ethics.
Mr Angelides additionally expressed major concerns about efforts to roll back financial reforms.
He outlined the current efforts of the financial industry and its political allies in the USA to
curtail financial reform efforts and to impede the implementation of the Dodd-Frank financial
reform legislation. He mentioned that the House of Representatives has attempted to cut the
budget of the Securities and Exchange Commission despite the fact that the agency brings in
more in fees and fines than its budget. According to Mr Angelides it also proposed dramatic cuts
to the budget of the Commodities Futures Trading Commission whose task is to make the overthe-counter (OTC) derivatives market transparent.
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Mr Angelides additionally mentioned that Mr Alan Greenspan, whom he accused of bearing
much of the responsibility for leading America into the crisis, had in the weeks leading up to the
meeting decried the “frenetic pace of new financial regulations” and “the ‘anything goes’ regulatory
ethos”. Mr Angelides warned against allowing these forces of reaction, which may be backed the
financial industry, to succeed.
He suggested a strategy of accelerating the pace of reform and strengthening the resolve to ensure
that the necessary regulatory and policy changes are made, arguing that the Dodd-Frank Act,
passed by Congress and signed by President Obama, must be fully implemented. He suggested
that achieving this would require regulators with sufficient resources, strong backbones, and
political will, as well as a Congress that supports rather than hinders their work.
Mr Angelides called for the strongest possible cooperation between the USA, the European Union
and other nations to ensure a regulatory framework which is suited to a globalised financial
industry. Such a framework would not permit the financial sector to leverage one country or
set of countries against another to the detriment of the larger public interest. Additionally, he
encouraged the commitment to an aggressive pursuit of justice so that it would be clear that the
rule of law does not exempt or favour those with money and power, and so that there is firm
deterrence against future wrongdoing. He argued that, given the global nature of the financial
system, active collaboration is important to ensure that, if financial laws are broken, violators,
including those whose activities cross national boundaries, are brought to justice.
Finally, he recommended building a more sustainable economy in which the financial sector
contributes to our long-term growth by more effectively deploying capital to create jobs, build
enterprise and foster broadly shared prosperity. This must be accompanied by a renewed sense of
corporate responsibility characterised by a stronger ethical and moral compass.
In the discussion the MEPs largely supported Mr Angelides’ analysis of the causes of the crisis and
the need for stronger transatlantic legislative cooperation to avoid legal arbitrage in the financial
sector.
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Briefing by Mr Sean Berrigan,
Director, DG ECFIN, European Commission
European sovereign debt and Euro crisis
including mutual issuance of public debt and Euro-Bonds
Exchange of views on 20 January 2011, Strasbourg
Main political issues raised in the discussion:
•

Due to the sovereign debt crisis and the weak economic governance structure, the EU has lost
trust and credibility; all political measures have to be targeted to re-gain trust and credibility;

•

Long term reforms needed, not just short term crisis reaction (Commission has to take long
term initiatives, more EU action, not just inter-governmental crisis reaction);

•

Euro-Bonds, broad agreement in favour, if they include incentives to consolidate public debt
(possibility of combining advantages of euro-bonds with market discipline by limiting eurobonds to 60% of GDP); favourably also introduction of Project Bonds;

•

Focus to be put on fiscal consolidation while stimulating growth and jobs;

•

Social aspects, employment and regional convergence need to be included in economic
governance;

•

Stronger fiscal coordination needed;

•

Role of rating agencies questioned;

•

EU budget not appropriate - more Europe needed (Crisis countries Greece and Portugal need
more Europe, pressure from EU to support their reforms);

•

More flexibility in EU budget needed;

Key remarks by Sean Berrigan:
•

Triangle of inter-linked vulnerabilities: banking crisis induced ballooning of public deficits,
caused by the transfer of risk from the banking sector to public finance, followed by substantial
fiscal stimulus programmes, finally tensions in sovereign debt markets;

•

While before the financial crisis, all euro-area government bonds were perceived by investors
as effectively “risk-free” assets, the financial crisis has made investors increasingly risk averse,
spurring a “flight-to-quality within a flight-to-quality”, causing falls in benchmark yields and
increase in peripheral bond yields as well as widening sovereign Credit Default Swaps (CDS),
reversing the pre-crisis process of convergence of sovereign bond yields in the euro area since
1999;

•

Countries ought to now pass the test of “perceived debt sustainability”, made up of country specific budgetary conditions together with its growth prospects (growth potential that allows
them to grow out of debt); additionally credit rating agencies responded to the deteriorating
budgetary conditions by substantially downgrading the sovereign debt of Greece, Ireland,
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Portugal and Spain; both Greece and Ireland did not pass the test and were unable to obtain
market funding at sustainable interest rates, and had to negotiate external financial assistance
under EU-IMF programmes;
•

Tensions in the euro-bond markets intensified beyond the peripheral Member States and put
the existence of the euro at risk, until the ECB intervened and started purchasing government
debt securities; ECOFIN Council decided on 8 May 2010 to establish a European financial
stabilisation mechanism (EFSM), and additionally, based on an intergovernmental agreement
of euro-area Member States, the European Financial Stability Facility (EFSF); however market
confidence in euro is still fragile given the high debt level and the shortcomings in the EU and
euro-area economic governance;

•

Today, the main problem markets are facing is abundant supply and reluctant investors’;
markets want a signal that the EU is working as an entity to solve the crisis; this needs
consistency and coherency in EU strategy including intensified budgetary consolidation and
growth enhancing structural reforms;

•

The crisis resolution mechanism must become more effective and should be triple AAA for
its duration, which requires an enhancement of the credit structure and “cash-buffers” in case
of default;

•

Risk of year 2011: Reluctant investors vs. large quantity of maturing bonds; an estimated EUR
1,450 billion of sovereign debt securities’ will mature in 2011 in the EU Member States and a
substantial portion of euro-area sovereign debt (EUR 485 billion) is scheduled to mature in
the first quarter of 2011; with budget balances remaining negative in most euro-area MS, total
gross sovereign financing needs will even increase;

•

Common Issuance; there are 3 types of Eurobonds:

1. EFSF kind of Bonds - intergovernmental guarantees, which would also be
debt sustainability guarantees;
2. Project Bonds - truly a EU guarantee, possibly via the ECB;
3. Common issuance Bonds - under a Euro area guarantee;
Summary of discussion/key political conclusions of CRIS Members
•

Commission needs to start now to work on sustainable long term solutions, not only short
term crisis resolution; we are loosing time if we do not start to tackle the fundamental
underlying cases of the public debt crisis: (1) lack of single fiscal policy; just coordinated
fiscal policy will not be enough; (2) EU budget is much too small to guarantee the financial
stability measures, that is why markets still do not trust in the EU; EU budget needs to be
dramatically increased (notably 5-10% GDP ratio)and EU structures need to be dramatically
changes versus a single fiscal and economic policy, if we want to make the euro a credible and
sustainable single currency;

•

The EU has a problem of credibility and trust; EU Budget too low - no single fiscal policy;
crisis mechanism not sustainable, too low and focussed on short term; mechanisms are too
complex, for citizens to understand the EU; calls on the Commission and Member States to
start now working on long term reforms and solutions, in order to reassure markets; calls
on the EU to identify now European Projects which bring added value for the EU and its
citizens; EU 2020 is not more than empty words if not translated into concrete projects with
concrete results;
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•

What is needed is trust and reassurance of markets; for this the EU cannot only take short
term actions; it needs to focus on fiscal discipline, growth potential and increased convergence
among Member States, which would give confidence to markets that Europe can repay its
debts;

•

EU needs to develop a long term strategy as regards its budget, including how to overcome
the Member States public deficits; identify the areas where we need to reduce spending, but
identify also the projects where we need to increase public spending;

•

Member States need to bring policies back to Europe, one year after the entry into force of the
Lisbon Treaty we see a completely unacceptable trend toward inter-governmental solutions,
with inherent problems on implementation and enforcement, lack of credibility and trust;
European project needs to be brought back to the Parliaments, and hence back to its citizens;

•

Eurobonds are to be considered as in instrument for enhancing EU integration and market
completion and crisis solution by supporting the euro; they would ease the tensions on the
sovereign bond markets; Eurobonds are broadly conceived as being a tool to restructure debt;
in order to be sustainable they need to include incentives to reduce public debts;

•

Eurobonds would increased liquidity and efficiency; although they would never be as liquid
as the dollar market, because of lower turnover and because of the 17 issuers in Euro area vs.
1 issuer in the US; in the euro area - partly because of 17 fiscal laws - liquidity moves to the
derivatives market (forwards, futures), whereas in the US in the Treasury-bond market;

•

Eurobonds or Project Bonds could be, for example, an instrument for job creation, or an
instrument to fund European projects specified in the EU 2020 strategy; EIB is a positive
example issuing project bonds to finance development projects at very low interest rates
(2,6%), given its triple AAA rating; could be extended to smart and long-term investments;

•

The question was raised as to what would be the advantage of Eurobonds for Member States
like Germany, or other AAA countries (e.g. Finland, France); it became clear that even AAA
Member States could benefit from Eurobonds because they would get a larger and more
liquid market, which could lead to even lower interest rates and most of all Eurobonds could
contain the risk of contagion; therefore Eurobonds would make the Eurozone more stable,
AAA Member States would also benefit from reduced crisis risks;

•

On the other side, Eurobonds give rise to a trade-offs creates moral hazard as investors are
unable to discriminate between Member State’s economic robustness; the bigger and more
liquid Eurobonds will become, the less liquid non-members’ bonds would be;

•

Eurobonds should not be thought of as the ultimate silver bullet; they would not solve alone
Europe’s fiscal problems; the EU needs to regain trust and tackle its credibility loss in first
place, by implementing a stronger budget policy, a solid safety net and fiscal consolidations;
markets will calm down only if they see consistency in the EU´s strategies - in the long term,
and not only for the short term;

•

Eurobonds have a lot of impacts and imply considerable integration steps on EU and/or Euro
level:

•

Eurobonds would need stronger fiscal coordination - i.e. ideally there should be single
governance, with a single treasury; the EU must strive for stronger social and fiscal
harmonization and uniform expenditure criteria;
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•

A possibility to combine the advantages of euro-bonds (risk contagion, cheaper interest rates,
higher liquidity and reduced speculation) and market discipline (avoiding the problem of the
moral hazard) could be to limit the euro-bonds to 60% of the GDP.

•

It is important, however, that talks about Eurobonds begin; the Giovannini report has already
set the basis for the creation of Eurobonds at a time when the implementation would have
been much easier before the crisis, but bonds were not considered necessary at that time; after
the sovereign debt crisis it will be more difficult to implement it, but there might be more
political will;

•

Credit Rating Agency (CRA) need to be better regulated, particularly concerning their procyclical character and down-rating of Ireland which still has a competitive economy but is
indebted because of bailing-out their banking sector; however, CRA are essentail, as they
centralize information and reduce transaction costs for small investors, who would not invest
if these CRA would not exist;
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Briefing by Mr Peter Bekx,
Director, DG ECFIN, European Commission
Global Imbalances and Global Governance
Exchanges of views on 31 January 2011, Brussels

Main political issues raised in the discussion:
•

Global imbalances began in the ´90s, with strong capital flows from the US, causing deficits in
countries like US and UK and surpluses in China; they were a key cause of the financial crisis,
and after decreasing during the crisis they are now growing again;

•

Risks caused by Global imbalances:
•

Strong growth rates in developing countries further increase demand of commodities,
causing inflation in the developed world;

•

Lack of fiscal consolidation in some important economies (US, Japan) leading to
unsustainable levels of public debt in these countries;

•

Global imbalances are a truly global problem, hence they should have a global solution
through global governance;

•

The EU has to speak with one voice in international fora;

•

G20 needs more democratic accountability and adequate representation;

•

Importance of the Euro and its potential role in tackling global imbalances, as well as the risk
for the euro-zone in the case of a disorderly correction of the global imbalances (value of the
US dollar vs Euro);

Key remarks by Peter Bekx:
•

Main contributors to global imbalances are:
•

US: Ought to ensure a sustainable rebalancing of growth and fiscal consolidation, namely
by increasing structural growth; currently, consumption patters are unsustainable;

•

China: Needs to strengthen social safety nets; measures to decrease retention of
corporate profits; increased flexibility so that the Renminbi can appreciate; reluctance
to participate in global governance;

•

EU might have contributed less that China and the US to global imbalances, but still plays
key role and risks to become a victim of disorderly adjustment and depreciation of US dollar;

•

G20 Action Plan:

1.

Growth friendly fiscal consolidation in deficit countries;

2.

Policies to support consumption in emerging surplus countries (China);
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•

3.

Structural reforms to increase growth prospects;

4.

Rebalancing global demand;

G20: There seems to be a trade off between representation and efficiency; the EU needs
improved coordination, e.g. agreeing on terms of reference beforehand, coordinating the EU
position, speaking with one voice, choosing beforehand who will represent the EU in the
meetings;

Summary of discussion/key political conclusions by CRIS Members
•

EU is lacking the adequate solidity to push for a global remedy to global imbalances; need to
focus on EU organization first;

•

The EU has been weakened by:
1. Inadequate growth: 1% growth as a target is not enough, growth strategy is lacking and
so is a sufficient EU budget;
2. Sovereign debt and consequences: Single currency is causing many differences among
Member States;
3. Fiscal consolidation: EU still lacks a medium-term and long-term plan to ensure the
sustainability of our debts;

•

Current account deficits are not the only forms of global imbalances; remedies for imbalances
that do not only arise out of trade are also needed;

•

The EU seems to be working on labour costs as a means of reform, in a Chinese sort of way,
i.e. ought not to try to increase EU competitiveness by decreasing wages;

•

Speculation did not cause the crisis but amplified it; tools for capital controls were suggested;

•

G20 and representation: Cannot aim for democratic accountability when some countries
are not represented; EU needs to speak with one voice; how to achieve? We might consider
allowing 5 key countries to be representatives of the EU;

•

Global economic governance that reflects the increasing power of the emerging countries
and aspects of democracy and fair trade were raised in this context;

•

Suggestion was made to explore possibility for a new international financial institution; e.g.
transforming the IMF or the G20 into an economic security council within the framework of
the United Nations; or creation of a new World Financial Organisation.
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Note for the Special Committee on the Financial, Economic
and Social Crisis of the European Parliament
Global Imbalances and Global Governance
Exchange of Views on 31 January 2011, Brussels
Recent Developments
Since the mid-1990s there has been the tendency of the current account positions of a number of
major economies to be either in persistent and sizeable surplus or persistent and sizeable deficit.
Global imbalances reflect a wide set of economic factors, from savings to investment patterns to
portfolio decisions.
Before the crisis, there was the concern that global imbalances might be corrected in a disorderly
way, through a sharp depreciation of the dollar leading to a reversal of net capital flows. This
in turn would have dragged the world economy into a deep recession. So far, that risk has not
materialised and global imbalances narrowed during the crisis mostly due to the plunge in oil
prices, the fall in domestic demand in key deficit countries, and strong stimulus measures in
surplus countries.
The narrowing has now come to an end. Recent current account and trade data show that
global imbalances are increasing again. The Commission autumn 2010 forecast expects global
imbalances to widen further, even though they will remain at lower levels compared to the precrisis period (see table in attachment).
•

The current account deficit in the US, after declining from 6% of GDP in 2006 to around 3%
of GDP in 2009, has been widening again at a modest pace since Q3 2009 reaching 3.4% of
GDP in the second quarter of 2010. This rise has been driven by a widening of the trade deficit
(the main component of the US current account) resulting from higher imports compared
to exports. Trade balance data suggest a further increase of the current account deficit in the
third quarter. Over the forecast horizon, the US current account deficit is expected to be in
the range of 3.4%-4.2% of GDP.

•

The current account surplus in China narrowed from 10.1% of GDP in 2008 to 4.8% in the
first half 2010, but the surplus has gone up considerably in the third quarter (reaching around
10% of GDP in Q3) on the back of a rise in the trade surplus. Over the forecast horizon,
China’s current account surplus is expected to be in the range of 4.6%-5% of GDP.

•

In Japan, the current account surplus narrowed from 4.7% of GDP in 2007 to 3.5% of GDP in
2009. The current account surplus is expected to stabilise around 3.7% of GDP in 2011-2012
after increasing to 3.8% of GDP in 2010.

•

The current account surplus of Saudi Arabia fell from 27.9% of GDP in 2008 to 7.2% in 2009.
It is expected to rebound strongly in 2010 because of the increase in oil prices.
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•

In the EU and the euro area as a whole the current account is broadly balanced ranging from
-1% in 2008 to -0.5% in 2010 in the EU, and from -0.8% in 2008 to -0.5% in 2010 in the euro
area. The current account position of the EU and the euro area are expected to continue to
be broadly balanced with a slight surplus of 0.1% of GDP for both the EU and the euro area
in 2012.

The two main contributors in absolute terms to global current account imbalances remain the US
and China. Although the US has increased its exports, it continues to show a strong propensity to
import. It needs to do more to increase its capacity to restructure its economy in response to the
crisis so as to become more export-oriented and less dependent on imports. Going forward, the
US needs to stabilise its savings ratio at a sustainable level, implement strong fiscal consolidation,
and continue in its efforts to strengthen its export sector. In China the current account surplus
has moved below 5% of GDP, since the Chinese authorities have taken anti-crisis measures to
encourage stronger domestic demand (in particular investment). However, in view of its current
level of consumption (below 40% of GDP) China needs to do more to rebalance its sources of
growth. Going forward, it needs to improve social welfare benefits; implement measures to reduce
the retention of profits; further reform the financial sector to improve the allocation of resources;
deepen intermediation and reduce excess savings. China also needs to make further progress
towards greater flexibility of its exchange rate regime and allow for a broad-based appreciation of
its currency, so as to move the exchange rate in line with its underlying economic fundamentals.
Towards a new global growth model
The discussion on global imbalances is currently taking place in the context of the G20
Framework for Growth. The uneven global recovery highlights the need for continued strong
global macroeconomic policy coordination in the G20. The EU’s contribution to the G20
Framework for growth is based on the agreed EU economic policy strategy: first, growth-friendly
and differentiated plans for fiscal consolidation; second, the Europe 2020 strategy for structural
reforms to strengthen growth and employment; third, our ambitious programme for financial
reform and repair where needed; and fourth, the reinforcement of the economic governance for
the EU and the euro area.
All major economies need to do their part to achieve global economic rebalancing. It is crucial that
the G20 there will be able to produce a clear political commitment to deliver on the reduction of
global macroeconomic imbalances. Advanced deficit economies need to seek an increase in their
domestic savings rate, while maintaining open markets and enhancing export competitiveness.
Emerging surplus economies need to encourage stronger domestic consumption through
structural reforms aimed at developing better social safety nets and financial markets, and, in
some cases, make progress towards greater flexibility of exchange rate regimes. Countries should
also commit to avoid setting exchange rates at levels not in line with market fundamentals.
At the Seoul summit, G20 Leaders committed to strengthen multilateral cooperation to reduce
current account imbalances to sustainable levels. They mandated Ministers to develop a mechanism
to facilitate timely identification of large imbalances that require preventive and corrective
actions to be taken. This mechanism has significant similarities with the alert mechanism we
will implement in the EU that aims at preventing the development of unsustainable internal
economic imbalances. Europe is therefore well placed to take a leading role in this process.
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There will be no success in rebalancing growth without a cooperative and lasting solution on
exchange rates. We therefore endorse the agreement found in Seoul to move towards more market
determined exchange rates. A major challenge now is to put this resolution into practice.
In Seoul, G20 Leaders have also agreed on the need to take into account regional circumstances
in the Multilateral Assessment Process under the G20 framework for growth. The specific
institutional economic policy set-up of the European Union and the euro area needs to be fully
taken into account. In particular, when discussing monetary and exchange rate policy, the euro
area needs to be considered as a single entity, given that it has a single currency and a single
exchange rate policy.
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Annex
Current Account Imbalances in Major Economies
% of national GDP
United States
Japan
EU
Euro area
UK
China
Saudi Arabia

2008

2009

2010

2011

2012

-4.7
3.2
-1.0
-0.8
-1.6
10.1
27.9

-2.7
3.5
-0.6
-0.7
-1.3
6.1
7.2

-3.4
3.8
-0.5
-0.5
-2.2
5.0
17.0

-4.0
3.7
-0.1
0.0
-1.5
4.8
18.4

-4.2
3.7
0.1
0.1
-0.2
4.6
19.1

Source: Commission services
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Briefing by Mr. Peter Bekx,
Director, DG ECFIN, European Commission
The case for a new monetary system
Exchanges of views on 31 January 2011, Brussels
Main political issues raised in the discussion:
•

Reforming the International Monetary System is a top priority; could combine IMF, G20 and
be integrated in the United Nations;

•

The current system is struggling with some serious problems:
1. Exchange rate misalignment - leads to distortions in economic decisions;
2. Volatility of Capital flows - ideally should be driven by fundamentals, problems arise
when this is not the case;
3. Global Imbalances - and lack of policy adjustment - must not fail to take into account
spill-overs on other players;
4. Provision of international liquidity and reserve accumulation - only few currencies are
used, meaning that one shock is transmitted to many other countries;
5. A new international monetary system can arise only once global imbalances are solved;

Key remarks by Peter Bekx:
•

•

Reforming the International Monetary System is a top priority;
•

It is currently a non-system (a hybrid system);

•

It has served well previously, but now the world has changed, especially given the two
new key players: China and India;

Solving Global imbalances requires:
•

Cooperation on exchange rates, more market determined;

•

Minimization of the destabilizing effects of capital flows;

Summary of discussion/key political conclusions of CRIS Members
•

What are the EU´s ambitions for the G20? Commission focus is on free movement of capital,
but this too can lead to speculative flows;

•

The Euro is clearly overvalued, causing distortion in markets; given there is no equilibrium
currently, we should be careful as to what new monetary system will arise from this imbalanced
situation;
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•

Global imbalances ought to be reduced first; only then should a new international monetary
system be devised; this could combine IMF, G20 and be integrated within the United Nations
structure to guarantee political representation and coherency at global level;

•

Perplexities as to why the dollar is still the globally trusted currency; especially given 48/50
states in the US have imbalanced budgets; explanation is the lack of credible economic
governance structures at EU and euro-area level;

•

Concerns were raised about the inflationary policy maintained by the US; uncertainty as to
whether such policy is a feasible one to restructure debt?
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Note for the Special Committee on the Financial, Economic
and Social Crisis of the European Parliament
The case for a new international monetary system
Exchange of Views on 31 January 2011, Brussels
The international monetary system is the set of internationally agreed rules, conventions, and
institutions that govern and condition official actions and policies related to the balance of
payments: exchange rate regimes, intervention policies, the size and composition of reserve
holdings, mechanisms of official financial support during crisis, etc. The international monetary
system is intended to help ensure sustainable and balanced growth, promote exchange rate
stability, and facilitate the orderly adjustment to shocks.
The current hybrid system, with floating exchange rate regimes for the main reserve currencies
and most of the advanced economies, and managed exchange rates in many emerging market
economies, has been successful in many ways since the collapse of the dollar exchange standard in
1971. It allowed countries to pursue domestic policy objectives over a period of extended growth
in global trade, and it accommodated financial globalization. But it has also shown significant
strains as evidenced in recent years by the build-up of unprecedented economic and financial
imbalances, the extraordinary build-up of reserves to self-insure against potential international
market disruptions, and the generation of large capital flows from developing and emerging to
advanced countries that finance imbalances of the latter. The discussion on the international
monetary system has also to be put in the context of the rebalancing of global growth.
The following main topics are discussed at the moment:
First, the volatility of global capital flows. The first line of defence against the risk of excessive
capital inflows and sudden stops is to create the domestic conditions that favour stable capital
accumulation and avoid overheating and bubbles. However, some countries are increasingly using
capital controls as a policy instrument to address problems associated with strong capital inflows.
As capital controls introduce distortions and increase the fragmentation of financial markets, the
IMF should develop guidelines on the appropriate use of capital controls. Such controls should
only be used exceptionally as a last resort and on a temporary basis, after consultations in a
multilateral context. Freedom of capital movements is in general beneficial to growth. In the EU,
the freedom of capital movements is enshrined in its Treaties. It is valid not only internally, but
also with respect to third countries: the EU treaties do not only prohibit all restrictions on capital
movements and payments between EU Member States, but also all restrictions between EU
Member States and third countries. To detect the possibility of disruptive capital movements and
to prevent disorderly developments, we should have an international institution which monitors
capital movements. Consideration should be given to assign this task to the IMF. In addition,
some countries have started to experiment with macro-prudential policies to address capital
flows. Such policies could prove to be more useful and less distortionary than controls.
Second, improving policy coordination. The current international monetary system lacks a
mechanism that induces the necessary adjustments by the major economies. We therefore need
to improve global economic policy cooperation. Such cooperation should comprise advancing
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cooperative and lasting solutions on exchange rate systems which is crucial to decrease global
imbalances. We would have less abrupt currency volatility if the exchange rates of all the major
economies would be sufficiently flexible so as to allow markets to favour orderly adjustments. We
therefore need to help Emerging Market Economies in their transition to more flexible exchange
rate regimes, in particular through international financial institutions, while recognising that
a transition to fully flexible exchange rates will take time. The policy choices by systemically
important economies are bound to have spillovers on others. Such spillovers should be factored
into the policy-making process as the policy paradigm of only ‘putting one’s own house in order’
has contributed to problems such as global imbalances. The G20 process so far has given an
important impetus into such global policy cooperation but should be intensified and ideally be
complemented by strong and symmetric economic surveillance. Initiatives taken by the G20 in
the context of the framework for growth or the forthcoming IMF spill-over reports could be
helpful in this respect.
Third, diversifying international reserve holdings. The discussion on global reserves focuses on
reserve diversification and on how to decrease excessive precautionary reserve accumulation.
More analysis is needed on whether there is a global shortage of suitable reserve assets to cover
the need for precautionary reserves. While in the short-term we will have to continue to rely on a
system of only a few currencies in trade and asset transactions, options for greater international
currency diversification as well as potential costs and benefits of a more multi-polar currency
system should be explored. This includes work on whether the basket of currencies that make
up the Special Drawing Rights of the IMF should be broadened to achieve a greater reserve
diversification; and assessing how we can encourage a shift of the international regime toward a
greater internationalisation of key emerging market currencies to achieve greater diversification
of reserves.
Finally, the provision of liquidity in times of crisis. The financial crisis has shown that the
IMS requires an efficient and powerful financial safety net. During the crisis, the international
community followed several avenues to provide liquidity. The IMF has added contingent credit
line instruments to its lending toolkit, which provide eligible countries that have a superior or
at least good policy track record with the assurance of financial support in case of need. These
facilities have recently been upgraded to meet the needs of IMF members in need. In addition, the
Fund is considering whether there are residual gaps to address systemic crisis. Further work will
also include the exploration of ways to improve collaboration between regional arrangements
and the IMF. In Europe, our collaboration with the IMF is already well advanced as reflected in
our joint IMF-EU programmes. Other regions could benefit from our experience, especially in
the areas of monitoring, pricing and conditionality.
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Briefing by Ms Elena Flores Gual,
Director, DG ECFIN, European Commission
Increasing the competitiveness and sustainability of the EU;
implementing the EU 2020 strategy by fostering innovation, long-term
investment for jobs and growth
Exchange of views on 10 February 2011, Brussels
Main political issues raised in the discussion:
•

Strategy for growth and competitiveness, key areas: (1) consolidation of public finances; (2)
reforming the financial sector; and (3) Single Market and EU Budget;

•

Fostering R&D, Innovation, Knowledge based economy and education;

•

Employment strategies and poverty targets of EU 2020 strategy;

•

Implementation and enforcement of EU 2020 targets;

•

Industry and SME’s to be put in the centre of policy choices;

•

Global perspective; G20 process;

•

European Projects and project bonds;

•

Green growth and sustainability of EU economy;

•

Role of cohesion policy and funding of SME’s and sustainable economies;

•

Fiscal consolidation vs. more Europe (increase of EU budget, more EU competence on
taxation);

•

Ethical crisis as underlying cause of financial and economic crisis.

Key remarks by Elena Flores Gual:
•

Real economy is slowly recovering, however “shy recovery with risks and only low employment
creation”;

•

Crisis resulted in a large loss in economic activity, a sharp rise in unemployment hitting
particularly hard the most vulnerable groups in the labour markets;

•

Crisis decreased potential growth through a strong rise in structural unemployment and a
drop in the investment rate;

•

Crisis led to a decrease in revenues and an increase in spending in most Member States
and consequently to a rise of gross government debt around 80% of GDP in 2010, some
20 percentage points above 2007 levels, which raised concern in the financial markets over
sovereign debt sustainability;
•

This situation requires the urgent implementation of consolidation of public finance,
more financial market reforms and structural reforms (within the structural reforms
key choices to be made as regards which reforms are to be undertaken first);
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•

EU has put in place a comprehensive reform package encompassing Europe 2020 as a
framework to promote growth on the medium and long run; Structural reforms; and the
European Semester on macro-economic and fiscal policies introducing an ex-ante policy
coordination tool and strengthening the enforcement mechanism;

•

Horizontal instruments will be the Single Market; EU budget and an proactive use of external
instruments;

•

Concerning the Single Market the Commission intends to promote the implementation of
the services directive, digital agenda, intellectual property rights and measures on tax and
investment, better access to finance and less burdensome regulation;

•

The Commission will propose in 2011 measures to modernise the VAT system, to introduce a
common consolidated corporate tax base, and to develop a coordinated European approach to
taxation of the financial sector, promote reducing taxes on labour and adapting the European
framework for energy taxation in line with the EU energy and climate objectives;

•

Smart growth: Durable economic development, skills, innovation and knowledge economy
should be in the heart of the EU2020 Strategy;

•

A 3% of the EU GDP investment in innovation could create 3,5 million jobs by 2020, plus
roughly 800 Billion Euros higher GDP by 2025;

•

Industry should be put at the centre with the aim of a strong and diversified industrial basis
at the EU;

•

Innovative forms of financing growth and the EU 2020 Strategy: Project bonds to mobilise
private capital to finance growth, medium- and long-term investment and ensure costeffective access to energy;

•

Stability and Growth Pact: Excessive Deficit Procedure (EDP): Debt will play a greater role
from now on in the EDP;

•

Public Finance and taxation - quality of expenditure and collection: Commission examines
the budgets of the different MS and where money goes, for which targets money is spent and
which distributional measures are taken; in some countries Commission examines collection
of taxes and proposes improvements;

•

Need for strong commitment and ownership: involvement and partnership with European
Parliament, social partners, national parliaments, governments is very important to fulfil
targets;

Summary of discussion/key political messages by CRIS Members
•

Special circumstances with this crisis requires special rules to get out of crisis, not just simple
recovery and growth strategy; important role of public funds; European Union budget and
project bonds would be important but alone not sufficient; national budgets must deliver on
key EU objectives;

•

Conflict and tension between need for fiscal consolidation, social inclusion and financing
green growth needs to be solved;

•

Employment in particularly youth unemployment needs to be tackled;

•

Innovation, social consequences of crisis and consolidation;

•

Divergences in social and fiscal area; need for more harmonisation;
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•

FTT to channel money into the productive sector;

•

Taxation: certain taxes would be more efficient on EU level;

•

Which structural reforms are MS undertaking? Commission tables indicate that some MS
have not put down any targets? Wise choices to be made to fulfil targets of EU2020;

•

Which measures are aimed at poverty reduction, where is the poverty line, re-distributional
measures?

•

How to ensure enforcement? Is EU 2020 another Lisbon strategy?

•

Structural Funds cannot be accessed in countries with major deficits given the requirement of
co-financing; therefore the countries most in need of these funds have difficulties in accessing
the money;

•

Question on compatibility of pension reforms with article 153 TFEU? Reply: Commission
does not interfere with decision on the pension pillars, the emphasis is more on sustainability
analyses in combination with demographic challenge (increase the retirement age, reduce
early-retirement schemes and introduce incentives to employ older workers and promote
lifelong learning);

•

Public Finances need to be consolidated by both, expenditure cuts and increases of revenues,
political choices or trade offs to be decided by MS;

•

support to SMEs by Internal market, services directive, innovation, skills for workers;

•

Risk of EU-wide budget consolidation and possibility of falling back into a recessionCommission reply: Need to mobilise private capital;

•

Need for a change of behaviour and attitude: Member States move towards more “intergovernmentalism” and less Europe instead, of more European solutions (community method);
more “Europäischer Geist”;

•

Ethical crisis needs to be tackled, what is missing is ethical behaviour in both private and
public sector; ethical crisis in financial market sector: Suggestion to donate the bankers
bonuses of one year for a foundation to combat youth unemployment.
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Director General for Economic and Financial Affairs
Contribution for an exchange of views with the Special
Committee on the Financial, Economic and Social Crisis
(CRIS) of the European Parliament, by Marco Buti1
Rethinking the EU: beyond European economic governance
Are we gradually moving towards fiscal federalism?
Exchange of Views on 22 February 2011, Brussels
1. BACKGROUND
Since the onset of the post-2007 financial and economic crisis, the European Commission
has launched a wide range of initiatives to address the impact of the most severe economic
dislocations in post-WWII history. The first battery of measures, including in particular the
European Economic Recovery Plan of November 2008, were aimed at dampening the impact
of the crisis on economic activity and employment and, more generally, to avert a full-scale
economic depression.
Alongside this type of measures, the Commission has launched a number of additional initiatives
that primarily seek to improve economic and financial governance in the EU by strengthening
the institutional set up of the Economic and Monetary Union (EMU).
Two particularly prominent examples are:
(i) the reform of the European financial supervisory architecture with a European system of
financial supervisors, consisting of three European Supervisory Authorities (European Banking
Authority, a European Securities and Markets Authority, and a European Insurance and
Occupational Pensions Authority) and the European Systemic Risk Board (ESRB), a body in
charge of macro-prudential supervision.
(ii) the reform package on stronger EU economic governance of 29 September 2010 which
proposes a number of important changes to the way economic policy is coordinated in the euro
area an the EU as a whole, including an integrated country surveillance, that is a surveillance
covering fiscal, macro-structural and financial issues.
When the liquidity/solvency problems of Greece came to a head in the spring of 2010, the EU
did no have any legal instruments to provide help to euro-area countries. While the Treaty allows
for the possibility to grant financial assistance to Member States in difficulties outside the euro
area (Art. 143 TFEU) the same type of assistance is not foreseen for countries whose currency is
the euro. The idea underlying this asymmetry was that a timely and effective implementation of
the Stability and Growth Pact - as solemnly pledged in the resolution of the European Council in
Amsterdam on 13 December 1997 - would keep any risk of solvency on the part of a sovereign
at comfortable bay.
1

This text is to be understood as a commentary on the public debate about the future of the EU. It is not a
statement of political purpose
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In the early hours of 10 May 2010 the Council, faced with the choice between refusing to help the
ailing country and risk a meltdown of financial markets or finding a way of providing financial
assistance to euro-area members, opted for the latter. In cooperation with the Commission, it
first forged an intergovernmental agreement specifically for Greece and then set up a temporary
instrument of crisis resolution the European Financial Stability Facility (EFSF), complemented
by the European Financial Stability Mechanism (EFSM). While the EFSM is a pure community
instrument involving guarantees backed by the EU budget, the EFSF is a combination of the
intergovernmental and the community approach: the financing is provided by a new body owned
by a subset of EU Member States whereas the whole monitoring and conditionality of EFSF
operations is incorporated in the multilateral surveillance of the Treaty.
When the new crisis resolution instruments were set up in the spring of 2010, the implicit
understanding was to rely on these temporary arrangements over the course of the crisis and to
rethink the issue of a permanent crisis resolution mechanism for the euro area, including possibly
a change of the Treaty, in the medium and long run.
As the sovereign debt crisis extended to Ireland and risked seizing other euro-area countries, a set
of Member States reopened the discussion until, on 16-17 December 2010, the European Council
agreed that at the end of their mandate (in June 2013) the EFSF and the EFSM should be replaced
by a permanent instrument, the European Stability Mechanism (ESM).
2. RETHINKING EUROPEAN ECONOMIC GOVERNANCE - LESSONS FROM THE CRISIS
When European leaders negotiated the foundations of the EU’s framework of economic
governance in the 1990s, no serious observer would have anticipated the type of crisis that
eventually unfolded at the end of 2008. By the mid-1990s the idea of the ‘Great Moderation’ had
become an integral part of the prevailing economic paradigm: the risk of major economic and
financial dislocations was considered to be under control as long as monetary and fiscal policy
would take a responsible course. Centralised monetary policy making combined with common
rules for fiscal policy making, the two building blocks of economic governance in the EMU, were
the concrete manifestations of this basic understanding.
The ‘Great Recession’ has clearly overthrown the mainstays of the ‘Great Moderation’ and, as a
result, revealed scope for improving economic governance in the EU:
(i) There are weaknesses in the rules-based system of EU fiscal surveillance relating to the way it
works (or does not work) in ‘good’ economic times. In particular, the enforcement of the Stability
and Growth Pact (SGP) needs to be strengthened so that Member States create during boom
periods the fiscal space needed to deal with ‘bad’ or ‘very bad’ times without jeopardising the
sustainability of public finances.
(ii) There are gaps in EU economic governance relating to times of severe crisis. Providing financial
assistance was actually alien to the logic of previous thinking. A forceful implementation of the
SGP in combination with the no-bail out clause of the Treaty was meant to prevent any sovereign
debt crisis. Once the unthinkable eventually happened, the lack of provisions to deal with an
outright crisis turned into a clear handicap and the creation of a crisis resolution mechanism a
political priority.
(iii) The prevailing paradigm underlying the EU surveillance framework turned out to be
incomplete. Countries strong on the fiscal side but experiencing persistent macroeconomic
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imbalances, themselves aggravated by ‘financial euphoria’, were not spared by the crisis. On
the contrary, the unwinding of such macroeconomic imbalances has given rise to a negative
feedback loop onto public finances that has aggravated the initial shock. To safeguard overall
macroeconomic stability in the EMU economic surveillance needs to go beyond fiscal.
Both the Commission’s reform package of 29 September 2010 and the crisis resolution instruments
deliberated by the Council in cooperation with the Commission offer concrete and practicable
answers.
Starting with fiscal surveillance, the Great Recession proved that Member States had not taken
advantage of the good economic years preceding the downturn to create fiscal space. In 20052007, important revenue windfalls were used to increase spending or reduce taxes, just to find out
shortly after that expenditure levels were not sustainable and that there was no or little room for
manoeuvre to react to the crisis.
To prevent this from happening again in the future, the intention under the proposed amendment
of the preventive arm of the Stability and Growth Pact (SGP) - the draft amendment to Regulation
(EC) 1466/97 - is to keep a closer eye on expenditure developments vis-à-vis a sustainable rate
of medium-term economic growth. This approach encapsulates the main intuition of sustainable
public finances into a rule of prudent fiscal behaviour whereby over the long term government
expenditures should not grow faster than economic growth, unless taxes or other revenues are
raised.
Before, but especially in the aftermath of the crisis, it became also apparent that in view of declining
rates of average economic growth respecting the 3% of GDP reference value of the Treaty would
no longer be sufficient to ensure a declining debt ratio. As a result of this, the legislative package,
notable the draft amendment to Regulation (EC) 1467/97 proposes a numerical benchmark for
sufficiently diminishing debt ratios. While high and increasing public debt ratios may not have
been at the origin of the crisis, market credibility would not be regained now unless public debt –
which increased by 20 points of GDP since 2007 - is put firmly on a downwards path.
Still under the heading of fiscal surveillance, the package also calls on Member States to improve
domestic fiscal frameworks. The rationale for this proposal is simple: as evidenced by past
experience, respecting the commitments under the SGP cannot be expected to derive only from
the EU; domestic budgetary arrangements need to be consistent with the obligations under the
Pact.
The most important extension of EU economic governance implied by the Commission’s
legislative package relates to the prevention and correction of macroeconomic imbalances. It
addresses the most serious and particularly bitter lesson of the crisis - a lesson for the economic
profession as a whole - namely that fiscal discipline, coupled with low and stable inflation, is
not sufficient to guarantee overall macro-financial stability. Countries nominally strong on the
fiscal side, but experiencing persistent external imbalances have been the first victims of financial
crisis. In turn, macroeconomic imbalances, financial instabilities and budgetary weakness have
given rise to a negative feedback loop that has aggravated the initial shock. The new surveillance
framework mapped out in the package aims at detecting, as early as possible, macroeconomic
imbalances so as to allow a timely formulation of corrective policies.
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Finally, the package addresses the main weakness of the SGP mark I (1997) and II (2005 reform):
lack of enforcement. It encompasses a new battery of graduated sanctions that are meant to
strengthen the application of the commonly agreed rules. Past experience clearly showed that
peer pressure and moral suasion, although important, are not sufficient to ensure compliance.
Moreover, the degree of deterrence of existing sanctions, those under the corrective arm of the
SGP, was low because they can kick in only at the very end of the surveillance procedure.
Although significant, the Commission’s reform package of 29 September 2010 does not exhaust
the EU efforts to strengthen EU economic governance in the aftermath of the crisis. As mentioned
above, when Greece entered a sovereign debt crisis in spring 2010, policy makers where faced
with the choice between refusing to help the ailing country and risk a meltdown of financial
markets in the euro area at large or finding a way of providing financial assistance.
The main difficulty consisted in the fact that providing financial assistance to euro-area Member
States was alien to the logic of existing provisions. A forceful implementation of the SGP in
combination with the no-bail out clause of the Treaty was meant to prevent any sovereign debt
crisis. Once the unthinkable eventually happened, the lack of provisions to deal with an outright
crisis turned into a clear handicap. Uncertainty about what would happen in case a country faces
illiquidity or insolvency has heightened concerns of financial markets and added to the pressure
on distressed countries.
The EFSF and the EFSM were put in place as temporary instruments to fill the gap in the existing
governance framework. The intention was and is to deploy them, if necessary until 2013, when
they should be replaced by a permanent crisis resolution mechanism, the ESM.
The main features of such a permanent mechanism were sketched out in the conclusions of
the meeting of the European Council on 16-17 December 2010. The ESM will grant financial
assistance to euro-area Member States on the basis of a stringent economic and fiscal adjustment
programme, including strict elements of conditionality. Moreover, the assistance of the ESM will
involve the participation of private sector creditors fully consistent with existing IMF rules.2 To
implement the ESM, the Council also agreed to amend Art. 136 of the Treaty via the simplified
revision procedure provided for in Art. 48(6) TEU.
3. ARE WE GRADUALLY MOVING TOWARDS FISCAL FEDERALISM?
To a number of observers, especially from the academic world, the reshaping of EMU governance
proposed by the Commission combined with the crisis resolution mechanisms deliberated by
the Council do not go far enough. They argue that the EMU will not function properly unless
the centralisation of monetary policy making is accompanied by an equal centralisation of fiscal
policy including a federal fiscal transfer mechanism.
The crisis has without any doubt reminded us that in the EMU more policy co-ordination is
essential. Moreover, the decision to put in place resolution mechanisms to deal with sovereign
debt crises has confirmed the basic understanding that the economies of the euro area share a
common fate in both good and bad times, including the very bad ones. Therefore, it may be useful
to examine whether, beyond the innovations to EU economic governance proposed in response

2

See Conclusions of European Council of 16-17 December 2011,
http://www.consilium.europa.eu/uedocs/cms_data/docs/pressdata/en/ec/118578.pdf
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to the crisis, novel elements of fiscal federalism are required to ensure a smooth-functioning of
the EMU in the long-run.
Some basics of fiscal federalism
The main argument underpinning the concept of fiscal federalism is straightforward: a system
of centralised monetary policy making where individual members give up the exchange rate
as stabilisation tool can only work smoothly if there is a federal fiscal mechanism that has the
capacity to react to country-specific shocks and more generally to intervene in fiscal matters at
the central level. The expression ‘fiscal federalism’ is, however, typically avoided in the political
arena because it has acquired an negative connotation with national constituencies, a negative
connotation which reflects the more general and fairly strong political reluctance among many
EU Member States - both among governments and national parliaments - to accept a further
centralisation of economic policy.
However, in spite of this general aversion, proposals which at the end of the day amount to
elements of fiscal federalism, such as an EU Treasury or coordination of tax policies, have persisted
over time and have experienced a revival in the wake of the crisis.
In the context of European integration, an advocacy for fiscal federalism was for the first time
advanced in the so-called MacDougal report, which in 1977, well before the actual advent of
monetary union, looked at the role of public finances.3 The concern a monetary union would
not survive, or at least encounter serious difficulties without a corresponding fiscal union, had a
renaissance at the end of the 1980s, beginning of the 1990s when the actual foundations of the
monetary union were designed and eventually approved. At the end, these concerns had a limited
impact on the actual course of action, for a number of reasons:
(i) The prevailing assessment was that the time was not ripe for additional degrees of economic
or political integration.
(ii) With time, it was assumed, monetary integration would pull more political integration in its
wake, and in the meantime the SGP would keep national fiscal policy within the limits compatible
with a smooth functioning of EMU.
(iii) The early endorsement of federal fiscal mechanisms reflected a very favourable and benevolent
view of fiscal policy making, a view which over the years has been revised as actual policy making
consistently departed from the normative prescriptions of the discipline. In stead of keeping
a counter-cyclical stance, discretionary fiscal policy was mostly pro- or at best a-cyclical and
exhibited a clear deficit bias.
(iv) As the integration of financial markets progressed, it was argued that central transfer
mechanism would no longer be necessary as the possibility to borrow across border would
protect Member States against asymmetric shocks.

3

http://ec.europa.eu/economy_finance/emu_history/documentation/chapter8/19770401en73macdougall
repvol1.pdf
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With the benefit of hindsight, especially in the wake of the crisis, the stabilising role of financial
markets has been put into question and cross-border financial flows, by fuelling unsustainable
asset or real estate bubbles have actually contributed to economic volatility
in a number of countries. If so, certain elements of federal fiscal mechanisms can contribute to
the overall stability of the EMU. This insight is clearly reflected in the policy initiatives mentioned
above. First, the new regulatory and supervisory architecture of the European financial systems,
including the creation of the ESRB, aims at mending the existing regulatory holes and preventing
macro-financial risks. Second, the crisis resolution mechanisms can be viewed as a specific type
of fiscal federalism that deals with particularly large and severe asymmetric shocks in the euro
area (see below).
The conventional instrument of fiscal federalism is a common budget or, more generally,
an arrangement enshrined in law to redistribute income across regions or states in response
to economic developments that affect the latter in different ways. Prominent examples are the
“Finanzausgleich” in Germany and Austria, a system of financial equalisation in Canada and
Australia, or the federal government budget in the USA. The EU has also endowed itself with a
federal fiscal instrument, the EU budget, from the very beginning and its size is now at around 1%
of the Union’s GNI. However, the EU budget was not conceived as an instrument of risk-sharing
across Member States, i.e. an instrument that would allow for the stabilisation of country-specific
temporary economic shocks.
A federal insurance against country-specific shocks is regularly advocated in connection with
fiscal federalism. Such insurance offers a sharing of risks whereby transfers are channelled via the
federal level to countries finding themselves in economic difficulties of a temporary nature. For
instance, countries or regions whose per capita consumption or unemployment rate temporarily
declined below the union’s average would receive transfers from the countries whose per capita
consumption or unemployment rate stayed temporarily above the union’s average.4
The key rational for pooling or sharing risks is simple. Countries can face higher interest rates
for borrowing funds on the capital market when the economy slows and income declines than
they receive on funds invested when the economy recovers and income is high. Under such
circumstances, pooling consumption or unemployment smoothing policies will yield a reduction
of aggregate costs of borrowing and smooth key macroeconomic variables within states or regions.
Fiscal federalism in the EU?
When the sovereign debt crisis erupted in 2009, a number of observes embraced some form of
fiscal federalism and questioned the effectiveness of the “Maastricht assignment” by arguing that
a monetary union without a fiscal union would be incomplete and, as a result, not sustainable.
However, the idea of a quantum leap in fiscal policy integration, including the creation of a fullyfledged insurance mechanism for the euro area, was, in the end, not translated into concrete
policy proposals. First of all, in spite of the fears concerning the stability of the euro area, the
political conditions for a major centralisation of fiscal policy proved elusive. However, political
4

Existing systems of fiscal federalism are not pure risk-sharing arrangements. They typically combine pure
transfer mechanisms (e.g. based on per-capita income or other structural features) with elements of risk
sharing. In actual practice the difference between the two is not always clear cut as pure transfers may also
play the role of automatic stabilisers in the event of a temporary shock to a specific region or country.
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appetite was not the only reason: the crisis did not invalidate the conceptual difficulties and
practical obstacles associated with the implementation of a federal fiscal insurance mechanism.
Indeed, leaving aside purely political considerations, there are a number of important reasons
why the EU has not developed a fully-fledged risk-sharing mechanism so far.
First, country-specific developments in the Euro area should not per se lead to fiscal transfers.
Under the basic Maastricht assignment, fiscal rules were designed to force Member States to
create in good times the budgetary leeway to react to country-specific shocks without breaching
the 3% of GDP reference value of the Treaty. Lack of enforcement of the SGP in the pre-crisis
period, not a problem with the consistency of the rules themselves, did not allow to create the
necessary fiscal room for manoeuvre in several countries.
Second, the implementation of risk-sharing mechanisms involves a number of important
practical difficulties. In order to function effectively the mechanism would have to be tied to an
objective formula determining the size and direction of transfers. If transfers were determined
in a discretionary fashion by governments the mechanism would (i) be mortgaged by lengthy
political discussions, (ii) give rise to a classical common pool problem whereby one country
would want to benefit from transfers paid by other countries ignoring the full cost of taxation,
and (iii) open the door to other distributional aims unrelated to the insurance against temporary
economic risks thereby resulting in a so-called ‘transfers Union’. Moreover, fiscal insurance may
be the wrong policy recipe: a fiscal insurance mechanism can only tackle cyclical fluctuations.
In the case of permanent shocks, instead, fiscal transfers would aggravate the problem. But then,
economic shocks do not come with a label. It is very difficult if not impossible to consistently
distinguish cyclical shocks from structural and permanent shocks in real time, i.e. the moment
they happen. Hence, there is the clear risk of generating permanent flows if transfers are solely
based on simple differences with respect to the union’s average.
Finally, a union-wide fiscal insurance mechanism entails risks of moral hazard. States or regions
that are entitled to transfers in the event of unfavourable shocks may lower their own efforts
aimed at protecting their citizens against consumption fluctuations and/or fluctuations in
unemployment or be compensated for shocks originating from policy mistakes. Countries may
also be tempted to overstate their potential output level compared to actual output - thereby
claiming a negative output gap - in order to minimise the payments into the insurance mechanism
or maximise the transfer they receive from the mechanism. Moreover, euro-area countries may
be tempted to (ab)use the insurance mechanism as a way to overcome the borrowing constraint
imposed by the Treaty.
The ongoing reform of EU economic governance embodies a careful balance between what is
required in the light of the crisis and what is feasible in practice and under current political
circumstances. Specifically, the reform, while completing the governance architecture of the EMU
without changing the mainstays of the Maastricht assignment, tries to avert the many pitfalls of a
fully-fledged mechanism mentioned above.
First, a stronger and more effective preventive arm of the SGP will ensure that Member States
do create the fiscal space in good economic times they need to withstand economic downturns.
This would be amply sufficient to deal with ‘normal’ economic shocks while the necessary leeway
in the regulation will remain in the event of ‘exceptional’ shocks. Moreover, the surveillance of
macroeconomic imbalances (and the operation of the ESRB) should allow putting in place the
right policy responses at an early stage before the economy gets off course.
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Second, the two temporary crisis resolution mechanisms created in 2010 - the EFSF and EFSM
- and their designated permanent successor – the ESM – introduce circumscribed elements of a
federal fiscal insurance but make sure that financial support is temporary and offered in the event
of extreme risks jeopardising the financial stability of the euro area as a whole. This is meant to
avoid the shift to a transfers Union and address the issue of shock identification.
Finally, assistance is subject to stringent conditionality, non-concessional pricing and close
monitoring. In the rare event of debt unsustainability, private sector involvement is foreseen
under the ESM. All this will allow minimise the problem of moral hazard.
On the whole, while the ongoing governance reform does not represent a decisive step towards
fully-fledged fiscal federalism, it goes a long way towards addressing the key lessons of the
crisis. Once implemented, it will offer stronger and more effective instruments. Conceivably, the
reform will not be the ultimate answer to all future problems. As European integration continues,
governance will evolve with it.
4. CONCLUSIONS
The post-2007 financial and economic crisis, in the wake of which some euro-area Member States
faced the risk of sovereign insolvency, has revived the fundamental question of what type of
economic governance is needed to make the EMU sustainable in the long run.
In an attempt to respond in a pragmatic and effective way to the challenges posed by the crisis,
the Commission has taken a number of initiatives and advanced a number of proposals on how
to strengthen EU economic governance. Overall, the reform process was guided by current
needs and political viability. The basic Maastricht assignment - centralised monetary policy
making combined with decentralised fiscal policy making subject to common rules – is being
strengthened and complemented by mechanisms of crisis resolution. These mechanisms entail
elements of fiscal risk sharing that are circumscribed to instances of severe crises and are subject
to strict conditionality.
Proposals for more substantial and unconditional elements of fiscal federalism have been and will
continue to be a recurring feature in the more fundamental debate about the future of the EU.
This holds particularly true for Euro bonds or a European debt agency. Both suggestions were
advanced before the crisis and renewed in the wake of the crisis. However, important practical
obstacles on the road towards stronger and broader elements of fiscal federalism persist and
are not likely to be surmounted in the short to medium run. Similarly, the political appetite,
at least among Member States, for replacing existing EU spending policies with a fully-fledged
cross-country risk-sharing mechanism or to significantly augment the EU budget for such an
instrument, does not currently exist. Thus, a stronger degree of fiscal federalism via the EU budget
or other community channels is not on the cards. Gradual advances passing through a number
of intermediate stages, including in the form of intergovernmental initiatives, are more likely to
happen.
The overt tension between the lack of political consensus about a stronger centralisation of fiscal
policy and the recurring bid for a more fundamental revamping of EU governance architecture,
including in particular mechanisms that amount to clear elements of fiscal federalism in all but
name, can be viewed as a symptom of the current stage of economic integration in Europe.
In the long term these tensions will be overcome: either because fiscal governance will evolve
accordingly or because other elements of economic governance will give.
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European Commission Directorate General Economic and
Financial Affairs Note for the attention of the European
Parliament’s
Special Committee on the Financial, Economic and Social Crisis (CRIS)
Financing the real Economy by Project Bonds
25 February 2011, Brussels

In the context of financing the real economy in Europe, the term “Eurobonds” is often used in the
public debate but in different contexts and it refers to different concepts. This note presents these
concepts and reports on a new approach by using project bonds.
Scene Setter
Besides the “project bonds”, the term “Eurobonds” is often used to describe the concept of common
issuance by Euro Area Member states. This issue has been dealt with in the paper “EUROPEAN
SOVEREIGN DEBT markets - Recent developments and policy options” submitted to the Committee
in February 2011.
Furthermore it is used for bonds issued by the EU to finance it’s lending under the crisis related
facilities. This activity is presented in the second part of this note.
Thirdly it is used for an initiative recently launched by the Commission for Project Bonds which is
explained below.
1. Europe 2020 Project Bond Initiative
The aim of the “EU project bond initiative” is to address various gaps in the debt financing of
large infrastructure projects, principally in capital markets. In this context, the Commission
will not issue bonds itself, but will provide budgetary funding for a financial instrument in
order to absorb part of the risk of a project, which may then finance itself via bonds instead
of loans. The EU risk participation will be capped, e.g. there will be no contingent liabilities to
the EU budget.
Europe2020 calls for large-scale, cross-border investments in order to underpin the Europe 2020
flagship actions and develop smart, upgraded and fully interconnected infrastructures to foster
the completion of the internal market, notably in transport, energy and ICT networks. The quality
and density of infrastructure varies considerably across the EU with significant investment needs
for new infrastructure in some areas and for maintenance and upgrades of existing infrastructure
in others.
The estimated investment needs for the next 10 years in the areas of transport, energy and
ICT alone amount to EUR 1.5 to 2 trillion, i.e. EUR 150-200 billion per annum. It is generally
acknowledged that investing in infrastructure has significant indirect benefits, which are arguably
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of greater importance than the direct economic benefits5. Nonetheless, the direct impact on
economic growth and jobs should not be ignored in the current climate.
Infrastructure investments have strongly felt the impact of the financial crisis, the sovereign debt
crisis and the subsequent need to return to manageable deficit and debt levels in the Member
States. Public funding is being scaled back and/or postponed while private sources of funding
have dried up. Essentially, project finance volumes (which do not only comprise loans and bonds)
dropped from around EUR 100 billion per annum to EUR 60 billion. In addition, the issuance of
private project bonds has largely come to a halt as a result of the financial crisis. . At the same time,
maturities of loans have shortened significantly to three to seven years, which is much too short
compared with the life of the underlying physical assets of up to several decades. In this context,
the increased lending for infrastructure projects by the EIB and other International Financial
Institutions has been crucial.
A number of steps could be taken at the EU level to improve the framework for infrastructure
investments, to attract senior lenders such as banks and institutional investors to longer term
lending solutions and to restore capital market activity by supporting project bond issues.
Numerous experts have called for a European level project bond solution in order to revive in
particular capital market and infrastructure finance activities.
However, a European project bond initiative should not compete with the financing already
available for such projects in the markets and the risk of crowding out private finance of projects
should be borne in mind when deciding on financial/capital market incentives to be offered and
on projects to be supported.
Therefore the Initiative will use EU funds to attract additional private sector financing of
individual infrastructure projects through the capital markets with the intention of acting as a
catalyst for to the re-establishment of capital markets as a significant source of financing in this
area, while increasing overall funding to infrastructure projects. This will minimise distortions
of capital markets. The Initiative would be available to those projects that are economically and
technically sound and cost-effective and that have a real prospect of financial viability. All projects
would, of course, be assessed in detail by the EIB, which has significant expertise in infrastructure
financing, to determine the robustness of their financing structure.
Transport and energy projects would seem to be particularly well-suited for the Europe 2020
Project Bond Initiative, while certain ICT projects could also benefit. The intention is therefore to
focus on TEN-T, TEN-E and principally broadband projects in EU-27.
The general design is the subject of a consultation paper, which will be launched on 28 February
2011 by Commissioner Rehn and President Maystadt. The consultation phase will run until 2
May 2011 and there will be a conference on 5 April 2011 in Brussels to discuss the Initiative with
stakeholders from a multitude of sectors.
The aim is present Council and EP with a proposal in June at the time of the legislative proposals
for the next MFF, which will provide the context for the use of financial instruments using the EU
budget for the next programming period.

5

Empirical evidence shows a generally positive impact of infrastructure investment on long-term growth,
although this effect varies across countries and sectors. See for instance OECD Economics
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2. EU bonds to finance lending under EFSM, BoP, and MFA
2.1. Introduction
The Commission itself, on behalf of the European Union (the issuer), borrows under the EU
Treaty from the capital markets. The purpose of the EU funding is to finance loans granted by the
EU under different loan programmes on a “back-to-back” basis. These are the European Financial
Stabilisation Mechanism (EFSM), the Balance-of-Payments Facility for non-euro area Member
States (BoP) and the Macro-financial Assistance operations for third countries (MFA). Legal basis
are specific Council Regulations (BoP, EFSM) or Decisions (MFA).
2.2. Borrowing and lending programmes
The EFSM has a borrowing and lending capacity of EUR 60 billion. As the EFSM is of temporary
nature in the context of the financial crisis, it is reviewed semi-annually including its capacity.
The BoP Facility has a borrowing and lending capacity of EUR 50 billion (out of which EUR 12
billion used). Created in 1975, several borrowing and corresponding lending operations were
carried out over the following twenty years aiming at supporting the balance of payments of
Member States under particular financial threats or difficulties. The increased number of eligible
Member States following enlargement and the intensity of the international financial crisis called
for the BOP facility to be activated again and increased in December 2008 from EUR 12 billion to
EUR 25 billion in order to respond to the potential needs. Another increase to the current EUR
50 billion borrowing ceiling was decided in May 2009 in order to continue being able to react
quickly to any further demand for BOP assistance.
The EU’s current total borrowing limit of EUR 110 billion (EFSM and BoP) plus the borrowings
for the MfA instrument2 constrained by the budgetary capacity providing a pm line to ensure
timely debt service on all EU bonds even in case of loan defaults.
Lending under the BoP and MfA instruments6 is without a margin over borrowing costs, i.e. strict
back-to-back. For EFSM loans a margin of 292.5 basis points is charged in line with the Council
Implementing Decision of 7.12.2010.7
The Commission has also borrowed funds for the needs of the Euratom loan facility which finances
investments in Member States relating to projects for the industrial production of electricity
in nuclear power stations and for installations in the fuel cycle. The Euratom loan facility also
extends to financing to countries in Central and Eastern Europe to improve the safety level of
nuclear power stations and installations in the nuclear fuel cycle in service or under construction,
as well as for the decommissioning of installations. In 1990 the Council fixed a borrowing limit
of EUR 4 billion. The amount currently available for new loans amounts to EUR 626 million.
The last borrowing under Euratom was made in 2009 for an amount of USD 10 million with
outstanding borrowings and loans of EUR 460 million. The Commission is currently carrying

6

7

no overall borrowing limit, limits set case by case in Council Decisions; current outstanding EUR 500
million
OJ L30, p.34 of 4.2.2011 http://eur-lex.europa.eu/LexUriServ/
LexUriServ.do?uri=OJ:L:2011:030:0034:0039:EN:PDF
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out an evaluation of the Euratom loan facility to support an impact assessment to be launched
in 2012.
The Commission had also borrowed funds for the needs of the European Coal and Steel
Community (ECSC). With the expiry of the ECSC Treaty in 2002 this activity has come to an end.
The total volume of the around 1 000 borrowings amounted to EUR 24.5 billion. The percentage
of public issues was 46%. The funds were raised to nearly 90% in DEM, USD, CHF, GBP, ITL, FRF
and ECU.
The Commission provides an annual report on the borrowing and lending activities of the EU to
the European Parliament and the Council.
2.3. The EU as a borrower
The EU’s AAA/Aaa/AAA ratings8 reflect that it has the strongest possible credit strength in its
own right. In case of a default under a loan, the EU’s debt obligations are covered by the EU
general budget. Member States are legally obliged, de facto jointly and severally, to make sure that
the EU’s budget is balanced, i.e. always has sufficient funds available to ensure the service of its
debt.
The EU’s credit strength is reflected in the conditions of the borrowing, which in turn are passed
on to the loan beneficiaries. In fact, the interest rates achieved through the issuance of EU bonds
compare favourably to the best in their reference group which is the Sovereign Supranational
Agency Sector (SSA). EU bonds denominated in euro now mainly price at a lower yields than
EIB bonds.
The secondary market performance of the EU benchmark bonds is in line with the bonds issued
by its peers and confirms the strong standing of the EU as a first quality benchmark bond issuer.
Since the reactivation of the BoP facility end 2008 the EU has launched seven benchmark bonds
under this instrument for a total of EUR 12 billion funding loans to Hungary, Romania and
Latvia. The first EUR 5 billion issue under the EFSM was done in January 2011 to fund a loan to
Ireland.
The total funding programme for 2011 is up to EUR 19 billion.

8

EURATOM and ECSC as separate issuers also have AAA ratings
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CRIS Public Hearing on “European Economic Governance and the EU
Tools for Economic and Social Recovery” 18 March 2010

Speech by Mr George A. Papandreou, Prime Minister of Greece
Ladies and gentlemen, it’s always a great honour to address the European Parliament. In the last
five months since I have been elected, I have been on numerous panels, interviews, discussions,
international meetings, conferences, but this is a special honour, as I am addressing not only the
European Parliament, but I would call it the most important democratic institution of democratic
governance in the European Union, one which has a major role to play.
And I could also say that the European Parliament very often is ahead of the work of even
our national parliaments, and many times concerns the many issues that the European Union is
facing and the challenges we have in our project of integration, which is both enlarging but also
deepening our structures.
We have fought, and I personally also in my capacity in the past as foreign minister and then in the
presidency when we were coming up to the so-called then Constitution, which then become the
Lisbon Treaty, we fought very hard to ensure that the European Parliament is strengthened, and
I do believe that this body will become a very influential decision-making body in the European
Union, which can take initiatives on behalf of our citizens.
And one such initiative of course is the creation of your Committee on the Financial, Economic
and – as you also add very rightly – Social Crisis which we are facing.
How would I define the crisis? First of all, taking a wider view, it is a crisis of global governance,
I could add global democratic governance. And as we celebrated the end of the Cold War, we did
also not see that history had not ended and problems were still there. And as the state mechanisms
of the bureaucratic former communist bloc fell apart, we became too dogmatic in believing in the
forces of the market and that we had created a new ruler, which was the unregulated markets, and
behind these unregulated markets were, I would say, certain forces which actually captured very
often the market or even captured our politics.
And this is what we have seen with the crisis two years ago. The fact that there was lack of
transparency, the fact that behind the so-called innovation we had devices which were able to
avoid any kind of monitoring or any kind of best practices created bubbles, and these bubbles
have been paid for, unluckily, by our citizens around the world and by those who had little or even
no responsibility.
So I think this is a big challenge, and right now our citizens do feel that we, as an international
community, almost two years into this crisis, even though we are moving out of it slowly, we
haven’t been able to make the necessary reforms and changes. And this is a big challenge, and this
also shows a sense of impotence, and that is a very dangerous sense for our citizens, because if
our citizens lose their confidence in the credibility of our institutions, our democratic institutions,
whether at the national or the European or the international level, then they will look towards
other methods, populism, violence, fundamentalisms, extremism, polarisation. That would be
what we will see in our societies around the world.
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So we have to learn our lessons, and I believe that the European Union is, in itself, a lesson in the
making, in the sense that we are an institution which is governing a wider region with the types
of rules and the types of pooled sovereignty which can become a very important model for our
globalising economy, and not only our economy but for other important issues, issues such as
climate change, issues such as dealing with migration or poverty, and so on.
So now I would warn against – and I am glad that you are discussing this in this Committee – the
fact that many are saying we should just go back to business as usual. We can’t do that. As I said,
the price is high, and one of the prices right now is the high unemployment, reduced salaries and
a future which is possibly bleak.
So I think that we need to send a strong message and in the next G20 meeting, where the
European Union and a number of European members participate, this is a great opportunity to
push forward an agenda of the types of necessary regulations which we would like to see.
I had, in my many meetings the past few weeks with a number of leaders in the European Union,
meetings in London with Gordon Brown and Jose Luis Zapatero, I went to Berlin and talked
with Angela Merkel and Paris with Nicolas Sarkozy, with the head of the Eurogroup, Jean-Claude
Juncker. And out of this also came an initiative which we took concerning the CDSs, as they are
called, the default swaps.
I was also able to discuss this last week with President Barack Obama in the United States, asking
on behalf of us that we have some more vigorous and rigorous decision-making on the issue of
regulation at the international level, and I was pleased that at least the answer was a positive one.
Now, sometimes in the details is where the devil lies, but obviously the fact that this is understood
in the United States at the highest of levels is an important sign.
Now, what does all this have to do with Greece? We are at the centre of an acute and complex
crisis, a crisis first of all caused by a number of internal structural problems, which were then
exacerbated by global financial problems, the financial crisis. And as you said, Mr. President, the
intense pressure of opportunistic speculation.
I would like to be very clear here, that I am not looking for a scapegoat. I am not looking to
put responsibility - paradoxical, and you mentioned this, that our fate is decided by those same
forces, whether they be those on the credit default swap market or the rating agencies, that failed
to recognise fundamental flaws in the global financial system and were very responsible also for
these flaws, since they did not monitor them well. And today we are paying because they are
monitoring us, even though we are the ones that bailed them out.
So it is very paradoxical. Our people’s tax money, our tax money, bailed out these banks, and yet
now they are hitting us for the deficit we accrued in order to bail them out. And our people are
paying for this.
Now, that is the second point I wanted to make, that yes, we know and I know that Greece has
its structural problems but there is a number of problem also which we must deal with, and that
is the issue of creating the necessary steps in order to protect the necessary changes that we are
making.
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Let me give you an honest account of what we are doing, what is happening in Greece.
I was elected five months ago, our government was elected, on a strong mandate for change. So we
are ready to make changes and we are already doing so. We have done so in a manner that I think
never before in Greece have we taken so many measures, so many changes in such an immediate
timeframe.
Obviously, the first thing we had to do is bring back the confidence in our economy, and I would
say the credibility of our country. This was the immediate task.
The medium and long-term task is to make deeper structural reforms which will put us on the path
of competitiveness, particularly changing our developmental model, and we see that Greece can
become a very thriving economy, has great potential to become a thriving economy, particularly
in the area of green technology and investment and in our natural and human capital, through
education and health care.
But today we are tackling the huge burden of our budget deficit, and this has needed fundamental,
immediate reforms. They are under way. They are very severe, and we passed the last week the
most severe austerity measures in Greece’s modern history.
We have taken these measures not only to save our economy but to prove that there is the necessary
political courage, the necessary political credibility of our country, but also because we believe
we are part of a community, the European Union community, in the true sense of the word, a
community of values, and we want to live up to our responsibilities within this community, the
European Union.
And we are demonstrating our commitment to protect the stability of our common European
currency.
I have told the people of Greece the 2010 must be and will be a year of the drastic reforms across
all levels of our government: changes in our tax system, changes in our security system, major
changes in our public administration – we are cutting down the levels of governance from five to
three – changes in our education system, and of course our development model.
But as I said, the social and the institutional changes cannot be executed as swiftly as futures or
credit default swaps. You cannot sell short on social commitments and political responsibilities.
And habits and institutions that need to be changed – that takes time to be implemented.
So we are taking immediate measures, but in order to make deeper structural changes, yes, they
will take some time. Not a long time, but it will take some time.
And we have, I would say, the majority of the Greek public which are supporting these reforms.
They are bold reforms, and they of course will help our economy.
We did what we did, but if we keep borrowing at very high rates – and this is the challenge we
have – we cannot sustain the deficit reduction that these hard measures aim to achieve. As a
matter of fact, we are asking our people – workers, wage earners, pensioners – to take a cut, in
order to that we cut the deficit. And that can be eaten up, that can be lost in a few moments of
speculation on the world market, where some people behind a computer somewhere in some
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other city, maybe even outside of Europe, can simply, with a few buttons, take all that effort that
we are making and just put it into their pockets. That is what we want to avoid.
So we are not asking for help, as some reckless country just wanting to live off the wealth of
others. We are not asking for money from the Germans, the French, or the Italians or other
workers or taxpayers. What we are saying is we need the strong political support in order to make
these necessary reforms, and making sure that we are not going to pay more than necessary in
order to get these reforms enacted.
And that’s why we are saying let’s work together, let’s act together, let’s act in a strong way, so that
we will not have to pay higher taxes, we will not have higher unemployment, we will not have a
slower economic recovery. And this of course has to do with the fact that we need to, as was put
by my Finance Minister very well, put a loaded gun on the table to make sure that the markets
will respond in a positive way.
Greece accounts for approximately 2% of the European Union’s GDP. However, the economic
conditions and the situation can have a larger impact than that figure implies. In the past weeks,
people have talked about the possible contagion effect. I think the fact that we have taken action
has been able to stop that rhetoric.
However, this is a European issue. That is why Europe needs to take action. We are both a monetary
union, those who are in the monetary union, but we are also a political union, and this is part of
the reason why we are in the monetary union.
It is a deepening of our relationship, and it is a deepening of our mutual commitment to make
sure that we can deal with problems that we face.
And so in the debate that goes around the world whether Europe will fail or whether Europe is on
the map, I would say we need more Europe rather than less Europe. And I say this because first of
all, even though the EU is a hugely ambitious and complex project, it in fact is a precursor, in my
mind, of what we need in a wider globalising economy and world.
We are a union of 27 nations, 16 in the monetary union. We have our own languages, our
experiences, our own idiosyncrasies. But we have been sealing our fate together in a way which
has been unique, and pooling our sovereignty in order to deal with the major challenges around
the world.
And if Europe after the Second World War was a peace project, and still is in many parts of
Europe, such as in the Balkans and for Cyprus and in Greek-Turkish relations, it is a catalyst for
deepening peace processes and finding solutions, it is also today, I believe, a project of how we will
deal with globalisation at a wider level. And this is why we need more Europe.
I would like to end that by simply reiterating also what Dominique Strauss-Kahn said, from what
I heard, yesterday: We must not lose this opportunity to fix the global financial system. I hope that
Greece, we are dealing with our problem and we are dealing with it also at the European level, at
an ad hoc level.
However, this should give food for thought for the types of institutions changes needed. People
are talking about a possible European Monetary Fund. What would go into a European Monetary
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Fund? And what the content of a European Monetary Fund would be and how it would work is
of course up for debate.
These are important issues. These are issues which need to be put on the table, if we want to
strengthen our European Union, if we want to strengthen our cooperation. However, these are
issues which don’t deal with the immediate problem that we have, and that is that we are taking
the measures that we needed to take, but we also need at the same time to be able to borrow at
rates which are normal, similar at least to what other countries in the European Union and the
monetary union can do.
So I would like to thank you for inviting me here today. I wish you every success in the difficult
task you have undertaken, and I would be glad not only to hear your questions but also even some
of your suggestions, as we are a family here, a union, in trying to deal with these complex, difficult
and challenging problems, and doing so in the best of ways. Thank you very much.
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CRIS Committee Delegation Visits
Objectives
As part of the CRIS Committee’s investigation into the causes of the financial, economic and
social crisis, and with the view to forming recommendations for the future, a series of delegation
visits were held to certain key countries.
The first delegation was undertaken in December 2009 to Basel and Geneva with the intention
of meeting with experts and high-level management from the Swiss banking sector and officials
from the World Trade Organisation (WTO) and ILO. In March Committee members then visited
Riga, Latvia, with the objective of analysing the critical situation of a Member State which had
been particularly affected by the financial, economic and social crisis. A visit to China took place
in May with the intention of holding meetings in Beijing with representatives of the National
People’s Congress, the Ministry of Finance, the Ministry of Commerce and the People’s Bank of
China. In Shanghai the CRIS Committee met with representatives of the Financial Services Office
of the Shanghai Municipality, the European Union Chamber of Commerce and the Shanghai
Stock Exchange. They also held a joint workshop with the Shanghai EXPO. The final delegation
in the run-up to the mid-term report was held in June 2010 to Washington and New York. The
purpose of this visit was to discuss how far both sides of the Atlantic shared the same challenges
and were working towards the same solutions in tackling the financial and economic crisis. It was
of paramount importance for the Committee to assess the potential of transatlantic cooperation in
the crisis. The visit further developed already existing contacts between the European Parliament
(EP) and the US Congress on financial and economic issues, and was of great importance for the
Transatlantic Legislators Dialogues’ agenda.
In the second term of its mandate, the CRIS Committee aimed to establish a strong dialogue with
National Parliaments and therefore held a series of delegation visits to Member States particularly
affected by the crisis. On 5 January 2011 members visited Prague, with discussions focussing
on the findings of the CRIS Committee and the Czech responses to the CRIS Committee
questionnaire (for further details please see section 7). Shortly thereafter the Committee sent a
delegation to Lisbon and Madrid. These meetings were especially important for the Committee’s
work, in view of the unfolding government debt crisis and the wish of the CRIS Committee to
incorporate as much input as possible from National Parliaments in the final report. The purpose
of the delegation to London was to have an exchange of views with Members of the UK National
Parliament and representatives of the government, as a country whose economy is very much
based on financial markets and whose citizens were particularly hard hit by the government’s
austerity programme. The final delegation visit was to Athens and was important for three
reasons. First, it was a fact-finding mission about the implementation of the support mechanism
amounting to the EUR 110 billion loan to Greece. Second, it was an exercise in applying the
correct policy to an economy hard hit by the financial crisis. Third, it offered the opportunity
to learn from the austerity programme undertaken by the government and its impact on the
unfolding crisis.
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Delegation Visit to Basel and Geneva, Switzerland
3-4 December 2009
Members in Attendance: Wolf Klinz, Pervenche Berès, Pascal Canfin, Othmar Karas, Sergio
Cofferati, Sirpa Pietikainen, Roberts Zile, Jean-Paul Gauzès, Dennis De Jong
Main Topics of Discussion
Meeting with Mr Stefan Walter, Secretary General and Mr Bill Coen, Deputy Secretary General
of the Basel Committee on Banking Supervision (BCBS)
The BCBS outlined briefly the main features of its forthcoming reform package. Key issues which
were addressed included financial innovation, the build-up of leverage (on and off balance sheets),
complex products, capital erosion, liquidity risk, underwriting standards, risk management and
transparency. The subsequent discussion considered the issue of how to reform the financial
system to prevent the recurrence of a crisis of this magnitude, how to ensure the uniform
implementation of G20 agreements, and the cyclicality of capital requirements.
Meeting with Mr Svein Andresen, Secretary General of the Financial Stability Board (FSB)
Mr Andresen outlined the role and priorities of the FSB as the successor of the Financial Stability
Forum. The ensuing discussion went on to consider the institutional framework, the FSB’s
relationship with the IMF and the work of the FSB on the issue of compensation (as entrusted to
it by the G20).
Meeting with Mr Ingo Fender, Special Advisor on Financial Stability Policy for the BIS Monetary
and Economics Department
The meeting with the BIS Monetary and Economics Department discussed economic surveillance,
particularly in relation to banks, market confidence, product regulation, and the supervision
of market players as opposed to the markets themselves. Questions were raised regarding the
future of securitisation markets, transparency, the impact of the crisis on public finances, fiscal
imbalances, and the regulation of financial markets.
Business lunch with Mr Jaime Caruana, General Manager of the BIS, Mr Stefan Walter, Secretary
General and Mr Bill Coen, Deputy Secretary General of the BCBS
A general debate took place on, inter alia, the role of international financial bodies in providing
early warnings on possible problems. The BIS had predicted the current crisis but did not manage
to trigger reactions that could have prevented its outbreak. Participants discussed possibilities for
improving future communication strategies.
Meeting with Mr Jaime Caruana, General Manager of the BIS
Members raised concerns about the financial institutions’ reaction to the crisis, their low
confidence in the financial system, the question of financial stability and possible future risks to
the financial system. Mr Caruana confirmed that confidence is still vulnerable and that possible
ways of rebuilding such confidence remain a top priority. Issues under discussion included the
implementation of the BCBS standards, toxic assets, lack of transparency and communication
with regard to the winding-down of assets, and the role of central banks in ensuring stability and
in monitoring for possible bubbles. Mr Caruana suggested high accounting provisions, increased
capital ratios and ex-ante financed deposit guarantee schemes as measures to prevent crises in
the future.
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Reception with the Ambassadors of Sweden, Spain and Belgium
Topics of discussion included the results of the Swedish Presidency as well as the priorities of the
forthcoming Spanish and Belgian Presidencies.
Business dinner with Mr Juan Somavìa, Director General of the ILO
The main issue discussed concerned global governance and international cooperation, namely
the role of ILO within the global governance system and, in particular, its dialogue with the WTO.
The ILO outlined its difficulties in promoting global labour standards but also considered its
encouraging results. They considered the difficulties of cooperation between ILO and WTO, the
ILO involvement in the G20, and its debate with the WTO. Ideas on how to enhance cooperation
with the EU were also exchanged. In light of the new status of the EU after the Lisbon Treaty, it
was suggested that the EU should play a leading role in promoting enhanced labour standards.
The idea of creating “labour attaché posts” in Commission delegations also emerged.
Business breakfast with Mr Patrick Odier, Chairman of the Swiss Bankers Association (SBA),
Mr James Nason, Head of International Communications for the SBA, and Mr Steve Bernard,
Director of the Geneva Financial Centre Foundation (GFCF)
The meeting saw an open and comprehensive discussion of the impact of the financial crisis
on the Swiss banking industry. The discussion considered furthermore the potential for the EU
to export reference standards in financial regulation, and, in light of this, the importance of
striking the right balance in order to avoid pushing industry away from the regulated area into
less regulated market segments or markets. The suggestion of a possible supplementary guarantee
fund was raised, whilst emerging markets and increased public debt were highlighted as areas for
concern for the financial sector.
Meeting with Mr Pascal Lamy, Director General of the WTO
Discussions with the WTO highlighted the issue that heavily trade-reliant countries, typically
developing countries, have been most severely hit by the financial crisis. The short-term aim of
the WTO was therefore outlined as helping the world economy exit the recession, whilst in the
long term it will focus on developing countries and reducing trade barriers. Members took the
opportunity to exchange thoughts on the role of international trade in economic recovery, the
possible conclusion of the Doha Round, the impact of the crisis on developing countries, and
the macroeconomic aspects of the crisis in the globalised economy. The discussion additionally
related the issue of international trade to climate change and the possible green benefits of
increased efficiencies through trade.
Meeting with Mr Kari Tapiola, Executive Director of the Standards and Fundamental Principles
and Rights at Work Sector, Mr José-Manuel Salazar, Executive Director of the Employment
Sector, and additional representatives of the ILO senior management
During the meeting with the ILO, MEPs discussed the impact of the financial crisis on employment
and the distribution of wealth. Key issues in the discussion were demographic challenges and the
pension system, globalised labour markets and the role of the ILO within the global governance
system, in particular its dialogue with the WTO.
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Delegation Visit to Riga, Latvia
29-31 March 2010
Members in Attendance: Wolf Klinz, Pervenche Berès, Sven Giegold, Roberts Zīle, Regina Bastos,
Theodor Dumitru Stolojan and Arturs Krišjānis Kariņš
Main Topics of Discussion
Meeting with Mr Māris Kālis, Chair of the Executive Board and Mr Kārlis Bauze, Head of the
Monetary Policy Department of the Bank of Latvia
The meeting focussed largely upon the Latvian exit strategy, including austerity measures,
export-driven growth and the internal devaluation of the LV-Lats through massive wage cuts.
The discussion brought up issues such as the role of social policy and unions in the crisis, the
experience of Latvia in previous crises, in particular 1995 and 1998, and the construction boom
which preceded the crisis.

The Latvian delegation

Meeting with Mr Guntis Bērziņš, Chair of the Budget Committee and Ms Karīna Pētersone,
Chair of the European Affairs Committee in the Latvian Parliament (Saeima)
Discussions with representatives of the Latvian Parliament considered firstly the origins of the
crisis in Latvia, before going on to consider the IMF and EU assistance programmes and the EU
2020 strategy. All parties involved in the discussion agreed with the view of the Bank of Latvia
that the devaluation of the LV-Lats was no alternative to the internal devaluation of the currency.
Meeting with Mr Juris Pūce, State Secretary, and other representatives of the Ministry of
Economics
During the meeting with the Ministry of Economics the Deputy Secretary of State gave a
presentation on the macroeconomic situation in Latvia, recalling in particular the known
domestic roots of the crisis. The presentation went on to consider the exit strategy put in place
and the issues surrounding the use of EU structural and cohesion funds in times of crisis. The
ensuing discussion considered the structure of Latvian exports, the debt burden of the economy,
the provision of loans and the role of SMEs in job creation post-crisis.
Meeting with Mr Einars Repše, Minister of Finance
Mr Repše emphasised that the first step on the road out of the crisis must be to recognise the
mistakes of the past, in particular the loose fiscal policy and excessive wage growth of boom
years. The discussion centered mainly around the challenges to the tax system, the risks to the
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exit strategy, unemployment, the role and responsibility of banks as well as the danger of mass
migration out of Latvia.
Meeting with Ms Irēna Krūmane, Chair, and Mr Jānis Brazovskis, Deputy Chair of the Financial
and Capital Market Commission
The meeting began with an introduction to the financial market structure of the country. The
discussion that followed included mainly issues relating to pre-crisis aggressive lending, the
dependence on Sweden and the views of the authorities regarding the future EU models for
supervision.
Meeting with Mr Jānis Ošlejs, CEO of SMEs Primkiss and Molport
The meeting provided an introduction to the business models of both companies and an insight
into their experiences of the crisis. It seems that both SMEs are surviving the crisis with difficulty,
with their debts being rolled over every three months by the banks. Mr Ošlejs criticised the role
the EU had thus far played in Latvia. He argued for much more public investment in times of
crisis, and called the government policy of “internal devaluation” mistaken.
Meeting with Mr Egīls Baldzēns, Vice President of the Free Trade Union Confederation of Lativa
The meeting focussed on the reforms undertaken by the Latvian government. The delegation was
told that trade unions were against rising taxes and wage cuts, but in turn were calling for more
education and training programmes for workers and the unemployed. The unions saw the focus
on growth, as well as the fiscal policy imposed on Latvia by the EU and the IMF, as unhelpful
to both employers and businesses. The ensuing discussion evolved around the implementation
of wage cuts by the Latvian government, the role of trade unions with regard to fixing wages in
different sectors or businesses, the issue of youth unemployment, the social problems triggered
by the crisis, and the emigration problem.
Meeting with Mr Teodors Tverijons, President of the Association of Latvian Commercial Banks,
Mr Aivars Ozoliņs, President of DnB Nord Bank, Mr Ainārs Ozols, President and Chairman
of the Board of SEB bank, Mr Māris Mačinskis, Head of Swedbank and Mr Nils Melngailis,
Chairman of the Board of Parex Bank
The discussion centred around banks’ responsibilities regarding pre-crisis aggressive lending,
government support and reforms of insolvency legislation, as well as the banks’ duty to restart
lending to the real economy in order to aid the recovery. The bankers assured members that they
had not lost any of the state assistance granted to them and that they would pay it back once the
situation stabilises.
Meeting with Ms Elīna Egle, Director General of the Employers Confederation of Latvia
The importance of the EU single market was firstly emphasised as being crucial to Latvian
competitiveness and productivity. MEPs raised questions about the labour market in Latvia, the
role of SMEs, how small companies can be provided with loans from banks in the crisis, and how
innovation could be further enhanced through incentive programmes. Members also raised the
topic of the EU globalisation fund and the EU cohesion fund, the behaviour of banks in the crisis,
and how banks could be made responsible through the easing of debts.
Meeting with Prime Minister Valdis Dombrovskis
Mr Dombrovskis offered a positive view of Latvia’s situation, whilst also emphasising the
importance of ensuring that social safety nets are in place for the most vulnerable in society. The
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Prime Minister declared his basic agreement with the five principles of the EU 2020 strategy,
adding that the EU needed better mechanisms than the Open Method of Coordination, which
had not yielded the desired results. Further questions raised included the general sentiment of
the population, social peace and the absence of unrest, the abrupt reversal of the current account
deficit into a surplus, as well as bad debt and the new insolvency legislation which was in the
pipeline.
Meeting with Mr Uldis Augulis, Minister of Welfare
The meeting considered the challenges of the welfare system in Latvia, which had been starkly
exacerbated by the crisis. The discussion with members concentrated on fighting poverty,
maintaining social cohesion, the challenge of migration during the crisis and pension reform.
The members urged the Minister to take note of existing EU programmes in his field, such as the
microfinance facility as well as the European Globalisation Fund.

Sven Giegold (Greens/EFA)

Roberts Zīle (ECR)
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Delegation Visit to Beijing and Shanghai, China
24-29th May 2010
Members in Attendance: Wolf Klinz, Pervenche Berès, Othmar Karas, Olle Schmidt, Frank Engel,
Regina Bastos and Magdalena Alvarez

The China delegation

Main Topics of Discussion
Meeting with Serge Abou, EU Ambassador
The delegation opened with an introductory briefing session with EU Ambassador Serge Abou,
who provided MEPs with an overview of current EU-China relations and the effects of the
financial crisis on the Chinese economy. Emphasis was given to China’s fast response to the crisis
whilst presenting the country as one where opportunities and challenges come in equal measure.
Meeting with Mr Yi Cheng, Deputy Director General, Research Bureau, People’s Bank of China
The meeting focussed on monetary policy, exchange rates and financial stability. There was
an emphasis on the importance to China of a strong euro and stability within the Eurozone.
Discussions also extended to China’s main growth engines, these being export and globalisation,
favourable demographic development, immigration, and the high level of savings that finance the
domestic economy.
Meeting with Ms Wu Changhua, Director for Greater China, The Climate Group
Ms Changhua provided the delegation with information on its aim and structure and China’s
environmental goals. In the discussion that followed she emphasised that China does not want to
be left behind in climate discussions, urging the EU to work more strategically through pursuing
an environmental policy driven by economic opportunities.
Meeting with Mr Liu Mingkang, Chairman of the China Banking Regulatory Commission
(CBRC)
Mr Mingkang firstly provided Committee members with an outline of the role of the CBRC, in
terms of drawing up regulations for the prudential oversight of financial institutions, conducting
consolidated and risk-based supervision, and enhancing transparency. It focuses on monitoring,
mitigating and assessing risk in the Chinese banking industry and strengthening internal control
systems. He showed strong support for the FSB and BCBS. A final major topic of the discussion
was the sovereign debt crisis in the Eurozone.
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Meeting with Mr Yin Zhongqing, Vice Chairman of the National Peoples Congress’ Economic
and Financial Committee
The meeting opened with an introduction from the CRIS Committee Chairman in which he stressed
the importance of open markets, a regulatory level playing field and the absences of regulatory
arbitrage. Mr Zhongqing, stated that the financial crisis was caused by the US subprime market and
not by global imbalances. He admitted that the current prevalence of Chinese exports is due to the
low labour cost of the country, but emphasised that foreign companies choose to shift production to
China. He added that the transformation of the growth pattern of China is crucial to transforming
the reliance on exports and FDIs and creating a larger Chinese middle class, stimulating imports
from Europe and the US, and improving the trade relationships for both partners.
Meeting with Mr Zhu Guangyao, Vice Minister of Finance
Mr Guangyao highlighted that a change of mentality is required with regard to global financial
reform, and that more transparent and accountable global institutions are necessary, capable of
supporting local development and social stability around the world. He argued that the main
challenges for internal reform concern the development of the social security system to cover
rural areas. He also expressed concerns over the Greek debt crisis and his support for the rescue
measures undertaken by the EU. Finally, he pointed out the weaknesses associated with a common
currency without a coordinated fiscal system.
Mr Jason Bedford, Manager of Financial Services and Mr Terrance Fong, Senior Partner of
KPMG
Committee members were presented with KPMG’s annual “Mainland China Banking Survey”
which suggests that, unlike in the western banking sector, financial innovation is best left to smaller,
non-bank financial institutions which may be less commercially threatening while still allowing
China to benefit from financial innovation. KPMG stressed, however, that the Chinese banking
sector is more heavily regulated than its western equivalents. In addition, a high proportion of
the Chinese economy is still underfinanced, in particular SMEs. Moreover, the Chinese banking
market is rather closed, with little of the money going abroad and rather closed capital accounts.
Meeting with Mr Klaus Rohland, Country Director, and Mr Ardo Hansson, Chief Economist of
the World Bank
Mr Rohland attributed the successful reaction to the crisis to China’s centralised structure but
cautioned that China faces the ‘middle income trap’, where the development strategy from poor
to middle income is very different to that from middle income to wealthy. China also faces a
demographic problem, whereby the one-child policy will have consequences for the pension and
health care system in China. Furthermore, China is also confronted with environmental challenges,
whilst the lack of sturdy social security is the cause of the high savings-rate in the country.
Meeting with Mr Ren Jianming, Director of Transparency International (TI), Anti-Corruption
and Governance Research Centre
The delegation was informed that the Tsinghua Centre has been able to spread its message of
“Clean China”, free of corruption. At the time of the meeting China was still rated at 3.2 (out of
10) on the TI Corruption Perception Index, signalling no significant change after ten years.
Meeting with Mr Jin Liqun, Chairman of the Board of Supervisors, China Investment
Corporation (CIC)
The meeting with the Chairman of the Board of Supervisors, CIC provided the delegation with
information on the aims of the sovereign wealth fund of China to act as a long-term investor.
Returns on investments must be higher than US treasury bonds, but remain safe, stable and
reliable. At the same time CIC aims at promoting benefits for the recipient countries. Mr Liqun
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explained that CIC is one of the very few sovereign wealth funds that publish any data and
expects the CIC reporting to be expanded.
Working dinner with Ms Lyn Kok, Vice President of the European Chamber of Commerce in
China and Mr. Jens Rübbert Vice Chair of the Banking & Securities Working Group
The EU Chamber of Commerce in China - Banking & Securities Group is an independent
organisation that works for EU business and operates a network of chambers across mainland
China. Its main aims are to lobby for the interest of EU business in China and to share information
between EU and Chinese business.
Meeting with Mr Wang Guo Gang, Director of the Chinese Academy of Social Sciences (CASS),
Mr Qin Aihua, Assistant Professor of Economics at the Institute of European Studies, Professor
Hu Bin, Director of Research, and Dr Cheng Lian, Director and Deputy Head of the International
Finance Research Office at the Institute of Finance and Banking
Mr Guo Gang explained China’s position on issues such as financial regulation reform, the
Renmimbi exchange rate and foreign reserve. He blamed the lack of action by European policy
makers during the US subprime crisis as the tipping point in the sovereign debt crisis. With
regard to the EU-Chinese relationship, it was argued that the closed nature of the markets had
protected it during the crisis and that opening it must be a gradual process.
Meeting with Professor Xue Lan, Dean of the School of Public Policy and Management (SPPM)
and Professor Hu Angang, Professor at the SPPM, Tsinghua University
Following presentations on Chinese structural and social reforms, environment and development,
the discussion with representatives of Tsinghua University looked at the export opportunities
presented to other countries by Chinese development and the challenges which remain for China.
Meeting with Mr Liu Shi’an, Vice President, Mr Si Tu Da’nian, Senior Manager of the Research
Centre and Mr Li Yingying, Global Business Development Department of the Shanghai Stock
Exchange
The discussion considered the issue of the opening of the Chinese financial markets to international
participants. The Vice President of the SSE shared this vision for a fully convertible RMB and a
complete market-opening, and affirmed China’s commitment to this aim. Other important issues
raised concerned an alternative to the established Credit Rating Agency (CRA) model and the
question of whether China was planning a ban on OTC trading and activities outside the stock
exchange.
Meeting with Mr Fang Xinghai, Financial Services Office (FSO) of the Shanghai Municipality
The meeting considered the issue of the convertibility of the RMB and the opening of markets.
Mr Xinghai of the FSO rejected proposals regarding financial taxes and bank levies, describing
them as distortions to the markets and inherently unattractive to global investors.
Official lunch hosted by Ms Yang Dinghua, Vice Chairwoman of the Standing Committee of the
Shanghai People’s Congress.
The exchange of views with Ms Dinghua centred on Shanghai’s role as a financial hub, on hosting
the China EXPO, sustainable cities for the future and the financial crisis.
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Meeting with Prof. Rolf D. Cremer, Dean and Vice President of the China Europe International
Business School, Prof. Horst Loechel, Director of the German Centre for Banking and Finance,
Mr David Gosset, Director of the EU China Centre for Business and International Relations,
and Prof. Hellmut Schuette, Distinguished Professor of Management, European Chair for
Global Governance and Sino-European Business Relations
Themes of the meeting with the China Europe International Business School included the
dynamism of the Chinese economy, the optimism of the society, and the notion that China
is modernising. It was stressed that the risk of marginalisation of the western world was a
consequence of the incapacity of the western world to open itself up to the Chinese emerging
economy. There was also a great interest from both professors and students concerning the euro
crisis and how the MEPs would regard the EUR 750 billion European economic stabilisation
mechanism.
Joint workshop at the Shanghai EXPO
CRIS Committee - Delegation for Relations with P.R. China
“EU-China - revisited partnership in the aftermath of the global financial, economic and social
crisis”
Keynote speaker: President Jerzy Buzek
Speakers: Chairman Wolf Klinz, Chairman Enzo Rivellini and Mr Zha Peixin, Vice Chairman
of the Foreign Affairs Committee of the NPC of China, Prof Dr Horst Loechel, China-Europe
International Business School and Mr Chen Xingdong, Managing Director and Chief China
Economist, Head of China Business Development, BNP Paribas Securities Asia
The CRIS delegation, together with the EP delegation for relations with the People’s Republic of
China, organised a joint workshop at the Shanghai EXPO. Ambassador Abou officially welcomed
the guests and President Buzek delivered a key-note speech, followed by introductory speeches
by Chairman Klinz, Chairman Rivellini and Mr Zha Peixin, Vice Chairman of the Foreign Affairs
Committee of the NPC of China. In his speech Mr Klinz emphasised the strong commitment for
a stable EU-China relationship and a strong EU and euro. The ensuing discussion touched on
issues such as areas of possible cooperation between the EU and China, global imbalances as a
cause of the crisis, and the social impacts on citizens both in Europe and in China. Prof. Loechel
mentioned the following four areas for EU-Chinese cooperation: reform of global financial
institutions; the design of a new world currency system; coordination of macroeconomic policy
and, finally, financial regulation.

Rapporteur Pervenche Berès (S&D) and
Othmar Karas (EPP)

Frank Engel (EPP)
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Delegation Visit to the United States
8-11 June 2010

Members in Attendance: Wolf Klinz, Pervenche Berès, Othmar Karas, Olle Schmidt, Kay
Swinburne, Sirpa Pietikäinen, Danuta Maria Hübner, Burkhard Balz, and Elisa Ferreira
Main Topics of Discussion
Meeting with Mr John Lipsky, First Deputy Managing Director of the International Monetary
Fund (IMF), Mr Ajai Chopra, Acting Director of the European Department on the Impact of the
Crisis on Europe and Policy Challenges, and Mr Ranjit Teja, Deputy Director, Strategy, Policy
and Review Department on the Fund’s Crisis Responses and Implications for the IMF Reform
The visit began with a meeting with the directors of the IMF which discussed the meeting of
finance ministers of the G20 and detailed the broad consensus of that meeting that the financial
sector should bear the cost of resolution through a bank levy or Financial Transactions Tax
(FTT). There was, however, a strong emphasis that better outcomes would have been possible
through more ambitious reforms from all states, in particular structural reforms for emerging
countries and fiscal adjustment programmes for countries with high public debt. Other key topics
included the relatively weaker position of eurozone countries in the crisis compared to the USA
and UK and the implications of IMF reforms.
Meeting with Mr Troy Paredes, Commissioner, Securities and Exchange Commission (SEC)
Mr Paredes expressed concern that the post-crisis dynamic may lead to overregulation, whilst
balancing the benefits of cross-Atlantic cooperation with the importance of competition. It
was explained that hedge funds will now have to register with the SEC, whilst also stressing the
importance of capital adequacy over regulation.
Meeting with Otaviano Canuto, Vice President, and Mr Carlos Braga, Deputy Vice President of
the Poverty Reduction and Economic Management (PREM) Network at the World Bank
The meeting with the World Bank focussed primarily on macro-vulnerabilities and fiscal aspects
in developing countries, in particular the impact of the crisis on poverty and inequality. It was
noted that there was a lesser effect in emerging countries than developing countries, particularly
those with open economies, who experienced a drop in quality of jobs and income levels and
were noted to be at risk of suffering from a drop in official development assistance.
Meeting with Mr Phil Angelides, Chairman and Ms Brooksley Born, Vice Chairwoman of the
US FCIC
A highlight of the visit was the meeting with the Committee’s US counterparts at the FCIC.
The discussions considered the state of play and working methods of the two committees, a
major difference being their objectives: in the US this was purely inquisitive, with no mandate to
identify recommendations. It was agreed to be essential to look into the transatlantic implications
of regulation and to improve coordination.
Meeting with Mr David Wilcox, Deputy Director of the Division of Research and Statistics
(R&S) at the Federal Reserve Bank (FRB), Mr William English, Deputy Director of the Division
of Monetary Affairs and Mr Tom Connors, Deputy Director of the Division of International
Finance as well as other members of the FRB senior management
The meeting with the FRB in Washington underlined their confidence in the euro and the
Economic and Monetary Union (EMU) and their cooperation with the ECB. The US had existing
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stimulus programmes, financial assistance and automatic stabilisers which served as safe havens
and contributed to the fall in US interest rates. The FRB insisted that the role of monetary policy
in the crisis had been minimal, and that its failures were mainly in its role as a regulator.
Meeting with Mr Mark Sobel, Deputy Assistant Secretary for International Monetary and
Financial Policy, and Mrs Susan Baker, Deputy Director of the Office of International Banking
and Securities Markets at the US Department of Treasury
The meeting with the US Department of Treasury focussed largely on the theme of sustainability,
with demographic challenges and the debt/GDP ratio as key topics within that discussion. Treasury
representatives expressed concern about the European focus on consolidation regarding global
imbalances. Other topics included capital liquidity and the need for crisis resolution regimes,
OTC regulation and consumer protection.
Meeting with Ms Fran Burwell, Vice President and Director of the Programme on Transatlantic
Relations at the Atlantic Council, as well as other members of the Atlantic Council senior
management and advisors
The meeting with the Atlantic Council discussed the issues of “reform versus change of business
model”. The participants considered the current financial market reforms as only a first step
in legislation, and looked at the insufficient stimulus for employment growth after the crisis.
Additional topics included the issue of sequencing growth versus austerity; global imbalance
as the root cause of the crisis; the euro-crisis as a consequence of market integration without
adequate governance structures; structural rigidities in Europe; and, finally, the need to increase
private investment and productivity.
Meetings with Congressman Brad Sherman, Democrat, Congressman Paul E. Kanjorski,
Democrat and Chairman of the Capital Markets Subcommittee, and Senator Richard C. Shelby,
Republican Ranking Member
In the light of the imminent vote on the financial market reform bill, MEPs met with members
of Congress and the Senate, who emphasised the importance of EU-US cooperation. Key topics
included the idea of “too big to fail” corporations, the responsibility of the CRAs, the role of
derivatives in the crisis, investor protection and the Volcker rule (which prohibits banks from
engaging in proprietary trading unrelated to clients needs.). Other important issues included
systemic risk rules, resolution authority, corporate governance and remuneration in the US. It
was additionally suggested that there is a strong movement towards more federalism in the US,
whilst Senator Richard C. Shelby explained that most Republicans voted against the reform bill.
Meeting with Mr Jesse Rothstein, Chief Economist for the Labor Department, and Mr William
Brumfield, Europe Area Advisor
The meeting with the US Department of Labor offered an insight into the employment situation
in the US in light of the crisis. The crisis led to a significant increase in unemployment, creating
a risk of loss of skills and as well as a rise in poverty rates. The experts explained that the US
prolonged unemployment insurance whilst also reducing working time and that it is also pushing
for core labour standards in international trade agreements.
Meeting with Mr Ridgin Cohen, corporate lawyer, hosted by ING
Mr Cohen identified the key causes of the crisis as a lack of adequate regulation in financial systems,
banks and classes of institutions; bad regulation driving out good regulation; the choice between
mass bail-outs and the systemic crisis; and the unwillingness to adopt a regulatory act to deal with
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asset bubbles. Other key themes of the discussion included the implications of the Senate bill on
the shadow banking and mortgage banking system; the issue of separating propriety trading from
banking; capital requirements and Basel II; and the importance of consumer protection.
Meeting with Mr Michael Evans, Vice Chairman, and Mr Craig Broderick, Chief Risk Officer of
the Goldman Sachs Group, as well as other members of the Goldman Sachs senior management
The Committee members met with representatives of Goldman Sachs, discussing firstly the bank’s
responsibility in the crisis, in particular its role in assisting the Greek government’s efforts to
mask the true extent of its deficit through currency swaps in 2002. Other key issues discussed
included corporate governance and derivatives.
Working lunch hosted by Mr Kurt N. Schacht, Managing Director of the Chartered Financial
Analysts Institute (CFA), Mr Charles Cronin, Head of the Standards and Financial Market
Integrity Division for CFA, and Mr Jim Allen, Head of Capital Market Policy for CFA, with key
figures from the hedge fund industry
The CFA hosted a meeting with key figures from the hedge fund industry, in which they criticised
the fact that there is still no regulation of derivatives. The meeting considered the topics of
securitisation and the changes in the way banks are financed, as well as the issue of bank secured
mortgages as a means of eliminating responsibility. In the discussion of the reform bill some
major themes included systemic oversight and the resolution authority, the destabilising effect of
short selling, and a potential disclosure regime.
Roundtable with, inter alia, Professors Glenn Hubbard and Bruce Greenwald of the Columbia
University Center on Capitalism and Society as well as Ms Karin Lissakers, Director, and Mr
Antoine Heuty, Deputy Director of the Revenue Watch Institute
Discussions with Professors from the Columbia University Center on Capitalism and Society
centred around the causes of the crisis, the state of play with the financial reform bill, and the
potential outlook of the post-crisis US economy - stressing overproduction in the real economy
and predicting low growth rates. Further focus was on corporate governance and risk-taking.
Meeting with Mr William L. Rutledge, Executive Vice President of the Bank Supervision Group,
and other senior officials from the Federal Reserve Bank of New York
The meeting highlighted the fact that the reform process has already taken place independently of
regulators, with higher liquidity standards, more cautious investment policy and more intrusive
supervision already imposed. The need for increased supervision, which will fall largely to the
FRB, was made clear. Another important point was the need for international coordination,
before discussions turned to the roles of the Systemic Risk Council and the Central Bank. The
Committee members were finally given an insight into the events of the bankruptcy of Lehman
Brothers and the failure of the rescue plan.
Meeting with Mr Duncan Niederauer, Chief Executive Officer, Mr John K. Halvey, Group
Executive Vice President and General Counsel, and Mr Jeff H. Eubank, Senior Vice President of
Global Affairs and Government Relations at NYSE/Euronext
The meeting provided MEPs with an insight into the positive aspects of the crisis, namely the
possibility of finally allowing more global interaction of financial market actors, regulators and
legislators. The discussions also addressed the positive aspects of the reform bill, but highlighted its
few potential shortfalls, with the bill merely setting a framework which regulators will implement.
Further subjects included the Volcker rule and the issue of corporate governance and CRAs.
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Meeting with Mr Paul Volcker, Chairman of the Economic Recovery Advisory Board
During this short and informal meeting, members discussed with Mr Volcker the so called
“Volcker rule”, which prohibits a bank from engaging in propriety trading.
Meeting with Mr Peter T. Grauer, Chairman of Bloomberg L.P.
Mr Grauer offered his perception of the reform bill, with particular reference to capital
requirements, liquidity rules and OTC. He questioned the possibility of a double dip recession
and looked at the political perspectives of the Obama Administration. The discussion also covered
the euro crisis, the Basel II and CRD IV reform packages and their implementation in the US.

Burkhard Balz (EPP), Danuta Hübner (EPP) and
Chairman Wolf Klinz (ALDE)

Kay Swinburne (ECR)
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Delegation Visit to Lisbon and Madrid
11-13 January 2011
Members in Attendance: Wolf Klinz, Miguel Portas, Othmar Karas, Olle Schmidt, Roberts Zīle,
Regina Bastos, Frank Engel, José Manuel García-Margallo y Marfil, Danuta Maria Hübner, Elisa
Ferreira, Antolín Sánchez Presedo, Arturs Krišjānis Kariņs, and Enrique Guerrero Salom

Meeting with Mariano Gago, Portuguese
Minister of Science and Technology

Chairman Wolf Klinz (ALDE), Olle Schmidt
(ALDE) and Elisa Ferreira (S&D) with Mariano
Gago, Minister of Science and Technology

Main Topics of Discussion
Meeting with Mr Mariano Gago, Minister of Science, Technology and Higher Education,
Professor Manuel Heitor, Secretary of State, Mr José António Barros of the Portugese
Entrepreneurs Association (AEP) and some SME owners
The meeting considered the steady increase in reconstruction and development (R&D) seen
in Portugal in the last 20 years, and the question of how Portugal could get out of the crisis,
in particular through innovation and focussing on key SME sectors. The SME representatives
confirmed that their success had been based on good products directed at the export market and
on a rapid reaction to market needs and opportunities.
Meeting with Ms Teodora Cardoso, Member of the Board and Ms Ana Cristina Leal, Chief
Economist at the Bank of Portugal
The meeting considered the contraction of Portuguese economic activity and the argument that
higher growth for Portugal would only be achieved through a strong growth in exports and
increasing competiveness. The problems for Portuguese banks and the government of getting
funds in the wholesale markets were also highlighted, as were the strong readjustments which
would be needed to bring Portugal’s external deficit into balance within the next five years.
Another important topic under discussion was whether it would be necessary to call in the IMF.
Further questions discussed were whether there was sufficient coordination between the different
Portuguese governmental bodies and agencies during the crisis; whether commercial banks
would need a bail-out; and the role of financial markets in the government debt crisis.
Meeting with the Mr Emanuel Santos, Deputy Minister of Finance and the Budget
Mr Santos spoke on the government’s plans to bolster the economy in the coming years. From
2005 the government had undertaken structural actions to correct the budget deficit. Portugal
plans to achieve this reduction by focussing on the EU 2020 strategy, building up export
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capacities through innovation and stimulating the recovery through the added impact of efforts
in the higher education sector R&D. Objectives for the 2011 budget are to ensure public finance
sustainability and support competition. Key topics in the discussion included whether Portugal
will need financial support from the IMF and the EFSF, or if the planned austerity measures will
suffice to get Portugal out of the public deficit crisis. Eurobonds were also discussed, as well as the
question of how the Portuguese economy could encourage growth despite the austerity measures.
The Minister showed confidence that Portugal would overcome the crisis without needing an EU
bail out.
Informal working dinner with Prof. António de Sousa, President of the Associação de Bancos
Portugueses (ABP), Mr João Mendes Rodrigues, Secretary General of the ABP, and the CEOs
of all major Portuguese banks
At this informal meeting with the ABP all the major Portuguese banks were represented by their
CEOs, who confirmed that their problem was not toxic debt or over-leverage, but rather liquidity
issues and refinancing of the market as Portugal’s sovereign rating created a drying-up of the
interbank market.
Informal meeting with Prof. Campos e Cunha, Member of the CRIS Expert Panel
Prof. Campos e Cunha gave a critical analysis of the Portuguese situation from the academic
point of view, stressing that the crisis in Portugal was not caused by the banking sector itself, but
that the current public debt crisis has negatively impacted the banks. He particularly emphasised
that there was a need for fundamental, long-term structural reforms and welcomed the EU
involvement and pressure on Portugal to help solve the financial, budgetary and economic crisis.
Working lunch at the EP office with social partners (UGT, CGTP, CCP, CTP, CAP) and with
industrial partners (CIP, AEP, AIP and ACEGE)
The meeting with social and industrial partners comprised of all the major trade unions and
industrial associations in Portugal. The main themes of the discussion were associated with
Portugal’s structural problems, particularly improvements in education and support for SMEs
versus the globalised competitive market, the demographic deficit and an exaggerated internal
sales boost after joining the euro. The representatives agreed that the Portuguese economy should
have been restructured during the phases of low interest rates in the early years of the eurozone
and that the best way out of the crisis would be to boost exports while restricting internal demand.
There was consensus that re-industrialisation with a focus on added-value companies in the high
tech and services sectors, as well as an added focus on research, would be a way out of the crisis.
Finally, it was noted that stronger coordination of economic and social policies should take place
at EU level.
Meeting with Ms Isabel Jonet, Director of Banco Alimentar
Ms Jonet explained that the situation in Portugal was at its most critical since 1927. It was noted
that the high unemployment rate of 10.7% demonstrated the seriousness of the situation. 42%
of Portugal’s population would be beneath the poverty line if they did not receive some form of
state benefit.
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Working dinner with Bank BBVA, Mr Carlos Torres (Head of Corporate Development
and Strategy), Mr Eduardo Arbizu (Head of Legal Services), Mr Román Escolano (Head of
Institutional Relations), Mr José Luis Escrivá (Chief Economist), Mr Rafael Domenech (Chief
Economist) and Mr Javier Arias (Head Representative to the EU)
The meeting considered the Spanish economy and its capacity to overcome the crisis through
reform. Topics included the solidity of the Spanish banking sector, the burden of doubt as to how
the Spanish government would reduce public debt and generate growth, the liquidity of Spanish
banks, and the push for strong consolidation in the savings banks. Further issues which were
considered were the structural reforms, economic governance, Eurobonds and the SGP.
Meeting at the Ministry of Economy and Finance with the Director General of Economic
Policy, Mr Juan Enrique Gradolph Cadierno
The meeting with the Director General of Economic Policy at the Ministry of Economy and
Finance looked at the topics of the fiscal deficit, labour market reform and the pension sector, the
housing market, the minimum wage level, prospects for growth versus austerity measures, and
SMEs.
Meeting with the Bank of Spain’s Deputy Governor, Mr Javier Ariztegui Yáñez, Ms Eloise
Ortega, Director of the Department of the Economy and Previsioning, Mr Pablo Hernandez
de Cos, Head of the Department of Economic Policies, Mr Juan Ayuso Huertas, Director of the
Department of Monetary and Financial Studies
The meeting outlined the problems which have occurred with savings banks and economic
reform in Spain. Topics of discussion included the challenging relationship between the savings
banks sector and the building sector. Additional topics included the scope for government reform
and the government commitment to reducing the deficit, the issue of how to regain confidence
and trust in the market, the timing of structural reforms planned in Spain, and the role of savings
in the private sector. The need for a further banking stress tests was also discussed.
In both Portugal and Spain MEPs also met with representatives of the National Parliaments within
the framework of the Committee’s second mandate which aimed to hold extensive dialogue with
National Parliaments. Discussions related in particular to the CRIS Committee Questionnaire.
For details of these meetings please see the relevant pages in section 6.

Meeting at the Spanish Ministry of Finance
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CRIS Committee Delegation to the UK
26-27 January 2011-05-06
Members in Attendance: Wolf Klinz, Pervenche Berès, Pascal Canfin, Othmar Karas, Kay
Swinburne, Burkhard Balz, Vicky Ford and Werner Langen
Main Topics of Discussion
Meeting with Mr Charles Bean, Deputy Governor, Monetary Policy and Mr Paul Fisher,
Executive Director of Markets for the Bank of England (BoE)
The meeting looked firstly at the UK’s fiscal consolidation policies and in particular the UK deficit
reduction plan. The discussions went on to focus on the review of the supervision system and
the lack of information flow before the crisis. Proactive and strong regulation and a tight control
of the financial markets were highlighted as lessons which could be drawn from countries less
affected by the crisis. The meeting went on to discuss the issue of how to deal with systemically
important institutions and capital adequacy for banks. They also touched on questions relating to
Basel III, the issue of “too big to fail” “living wills”. The BoE additionally commented on the fact
that the UK went into deficits during a period of growth meaning that during the downturn it was
obliged to consolidate debt. The BoE showed a favourable attitude towards Eurobonds, and finally
emphasised that consolidating the budget should not be at the expense of growth and investment.
Meeting with Mr Mark Hoban, Financial Secretary to the Treasury, HM Treasury
The meeting with HM Treasury looked firstly at the UK’s economic and fiscal situation and
recent forecasts, before going on to discuss the importance of an international level playing field
in financial market regulation, public deficits, government debt, and the importance of keeping
interest rates low. Basel III and the G20 process were also raised, as well as the question of
European economic governance and greater European cooperation. Further important topics
under discussion included a possible FTT, bank levies and activities taxes, as well as the need to
reconcile budget consolidation and growth policies.
Meeting with Mr Brendan Barber, Secretary General of the Trade Union Congress (TUC)
Mr Barber spoke to MEPs of his concern that the (then) newly elected government focuses
on deficit reduction, cutting public expenditure and public jobs, and increasing value added
taxes, measures which could lead to a prolonged period of contraction and slow growth of the
economy, as well as significant job losses. The prospect of a weakened welfare system combined
with the abolition of the future jobs fund and the weak system of vocational training would,
according to Mr Barber, increase a negative attitude towards free movement of workers within
the EU. Furthermore the UK government is changing the system of labour disputes by reducing
labour protection, and Mr Barber expressed doubts about the commitment of the government
to reforming the bonuses and renumeration policy in the financial market sector. Also under
discussion were the issues of the overreliance of the UK economy on the financial services and
the UK education system.
During this visit members of the CRIS Committee met with members of the UK House of
Parliament’s Work and Pensions Committee, as well as members of the House of Lords. These
discussions were once again held in the context of the wider dialogue which the CRIS Committee
held with Member States’ National Parliaments. Please see the relevant pages in section 6 for more
information.
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Delegation visit to Athens, Greece
21-22 March 2011
Members in Attendance: Wolf Klinz, Frank Engel, Olle Schmidt, Nikolaos Chountis, Roberts
Zīle, Kinga Göncz, Antolín Sánchez Presedo, Anni Podimata, Hans-Peter Martin and Theodoros
Skylakakis						
Main Topics of Discussion
Meeting with Ms Eleni Dendrinou-Louri and Mr Ioannis Papadakis, Deputy Governors of the
Bank of Greece (BoG)
The representatives of the BoG gave presentations on fiscal developments and outlook, key
performance indicators and developments in the real economy. They also stressed the differences
between the Greek and Irish banking systems. The ensuing debate considered the fact that the
Adjustment Programme has not derailed and that there have been signs indicating towards
slight economic growth by the end of 2011 compared to the recession of 2010. Topics discussed
included the Greek efforts towards structural reforms, the proposed sale of EUR 50bn worth of
state owned real estate, and the issue of non-performing loans. The bank’s deputy governor Ms
Dendrinou-Louri argued that Greek banks proved to be resilient in the crisis due to their lack
of toxic assets, whilst also arguing that the next round of stress tests would have to be vigorous.
Meeting with Mr Charis Pamboukis, Minister of State to the Prime Minister
The meeting considered European governance issues and the establishment of new European
financial mechanisms. Other topics included the adjustment measures taken by the Greek
government and the need to provide a vision of the future for the Greek people, possibly through
further measures taking into consideration Greece’s tourism, cultural and energy potential. The
discussion looked at the long-term perspectives of the issue, as well as Euro-scepticism, the future
of the single currency and the differing lessons of the crisis for Greece and the EU. Mr Pamboukis
argued that the single currency ought to be built around checks and balances and monitoring
mechanisms. Countries would need to find their competitive advantage so that they would be
able to focus on it in times of austerity.
Μeeting with Mr Vassilis Rapanos, Mr Nicholas Nanopoulos, Mr Demetrios Mantzounis, Mr
Stavros Lekkakos, Mr Alexandros Manos, Mr Spyros Filaretos and Mr Christos Gortsos, the
Presidium of the Hellenic Banking Association (hba)
The representatives of the HBA stressed that in Greece there was no banking crisis, but a state
debt crisis, and that private debt in Greece has been below the EU average. The main issue for
Greek banks had been liquidity. A specific Greek economic concern raised in the discussion was
the underground economy which is around 30%, and which paradoxically has been an advantage
in acting as a social buffer. The main reason for tax evasion has been the weak institutional
framework of the tax authority, and, if tax evasion were solved, the grey economy would be
integrated into the real economy, boosting the official GDP. The ensuing discussion related to the
restructuring of debt, Greece’s capacity to sustain a 4.5%-5% annual deficit decrease until 2036,
the banks’ exposure to central banking, the question of moral hazards, the attitude of “no pay
taxes”, and the long term sustainability of banks.
Μeeting with Mr Filippos Sachinidis, Deputy Minister of Finance, and Prof. Elias Plaskovitis,
Secretary-General
The Deputy Minister of Finance briefly summarised the measures and the policy and reform
efforts made by the Greek Government to respond to the crisis, in light of the third review of the
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Memorandum (the Greek austerity plan which refers to budgetary consolidation and structural
reform). The aim had been for fiscal consolidation, structural changes and the safeguarding of
the financial sector. The subsequent discussion considered the negative risks the government was
facing in its efforts to fulfil Greece’s international commitments; the revenue and expenditure
side of the budget; whether the case of Murphy’s Law (the principle that “anything that can go
wrong, will go wrong”) were applicable to Greece today; and the FTT. MEPs went on to question
whether the Government had the intention of imposing austerity measures on the political class,
and to ask about the mandate of the new body of auditors, the tax-exempting provisions, and
the privatisation scheme. The Deputy Minister stressed that the re-organisation of tax collection
had been a priority; that there had been a concerted effort towards improving tax collection in
order to balance the budget; and that the privatisation programme had been attended, whilst also
expressing his support for a FTT.
Μeeting with Mr George Petrakos, Secretary-General for public investment
Mr Petrakos outlined the main priorities of the public programme of investment as being the
support of infrastructure projects, private initiatives to enhance competitiveness and small-scale
investment for new enterprises. He spoke on new forms of financing, the creation of a fund for
entrepreneurship, and the law on investment and supplementary laws recently adopted by the
Hellenic Parliament. The ensuing discussion considered Greece’s new development strategy in
relation to the EU Structural Funds and means of attracting private funding. It was stressed that
more should have been done in the sector of utilities and finally pointed out that in some EU
projects, such as the globalisation fund, the strict criteria have not favoured Greek applications.
Μeeting with Representatives of the Hellenic Confederation of Professionals, Craftsmen
and Merchants (GSEVEE) - Mr D. Asimakopoulos, Mr G. Kavvathas, Mr V. Ioannou, Mr N.
Skorinis, Mr D. Gravaris and Mr Ch. Ioannou
Representatives of the GSEVEE explained that 99.5% of businesses of the non-financial
economy are companies with up to 49 employees, and raised some of their concerns relating
to competitiveness (structural problems and administrative costs) and the recession (liquidity
difficulties, employment perspectives and investment opportunities). The discussion considered
the lack of trust towards the EU and the sense of Greece being used as a scapegoat. The critical
topic in looking at the Memorandum was the unfair tax policy, with the government mainly
increasing indirect taxes. Other key topics in the discussion included the view that investing in
big businesses has brought very limited results whilst SMEs have created jobs despite being in
need of financing, the exclusion of SMEs from the social dialogue, state expenditure versus tax
rates, and so-called legal tax avoidance, namely having entire sectors of the economy, such as
shipping and construction, tax-exempt.
Breakfast meeting with Prof. Loukas Tsoukalis and Prof. Yannis Stournaras
The meeting with Professor Loukas Tsoukalis and Professor Yannis Stournaras focused on a
range of topics, largely related to the Memorandum. In particular, there was a focus on the
austerity measures implemented by the Greek government, on problems with tax evasion and
on further measures necessary for structural reform. The professors also gave an insight into the
political landscape of Greece: in a sense, the Memorandum has split the political class into two
camps: the pro and the anti-Memorandum.
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Section 5: delegations

Meeting with representatives of the General Confederation of Greek Workers (GSEE) and its
Labour Institute (INE-GSEE): Mr St. Anestis, Mr Th. Vasilopoulos, Mr G. Kakariaris, Mr S.
Rombolis and P. Linardos
The GSEE representatives spoke of the detrimental effects of the approach pursued by the
Government in implementing the Adjustment Programme, in that it has increased unemployment
due the closures of businesses, increased poverty due to a cut on wages, salaries and pensions and
led to high inflation. Unemployment amongst the young is also worryingly now a record high in
the EU. The INE-GSEE representatives presented the fruit of their research into health, pensions,
wages and employment, wage costs, profits and competitiveness, and growth prospects. Another
study on climate change and the green economy did not support the view that the Greek crisis
would be solved through the so-called “greening” of the economy.
Meetings were also held with representatives of the Greek National Parliament, details of which
can be found in section 6.

Meeting with Philippos Petsalnikos, President of the Greek Parliament
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Section 6: DIALOGUE WITH THE EU NATIONAL PARLIAMENTS

Questions from the EP CRIS Committee to National Parliaments’
Committees on the Resolution of the European Parliament

1. What specific EU projects, actions and legislative proposals would you favour in order
to improve the potential of the EU economy in terms of sustainability, competitiveness
and employment in a ten-year perspective, taking into account the EU 2020 strategy
and the functioning of the Internal Market? How would you like to promote innovation,
competitiveness and long term investments particularly for Small and Medium Enterprises
(SMEs)?
2. What financial resources do you favour at EU level in order to re-launch the economic
recovery of the EU, taking into account the principles of sustainability, subsidiarity and
solidarity? Are you in favour of introducing own financing mechanisms at EU level, such as
so-called ‘Euro-bonds’ as a tool to finance specific EU projects?
3. Are you in favour of the introduction of a financial transaction tax?
4. What further actions can be undertaken at EU and national level in order to increase territorial
and regional and social cohesion and stimulate an inclusive and mobile labour market and
the sustainability of our social patterns?
5. Which mechanisms should be established to create effective European economic governance
in order to overcome macroeconomic imbalances, exit from the public debt crisis and prevent
its recurrence in the Member States, while fostering growth, employment and social cohesion?
Would you favour a permanent crisis resolution mechanism at EU level?
6. Given the adoption of the legislative package on EU prudential supervision, the US financial
market reform bill and the Basel committee proposals, which further action should be taken
at global and, in particular, at EU level in order to stabilize and reform the financial markets
with a view to long term investment and sustainable development?
7. Would you recommend a reform of the global financial and economic governance structures,
such as a reform of the G20, the IMF and the World Bank? If yes, what would be the basis of
a new institutional structure? What form of coordination should be achieved at global level?
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QUESTION 1

QUESTION 2

QUESTION 3

QUESTION 4

QUESTION 5

QUESTION 6

QUESTION 7

What specific
EU projects,
actions and
legislative proposals would
you favour in
order to improve the potential of the
EU economy
in terms of
sustainability,
competitiveness and
employment
in a ten-year
perspective,
taking into
account the
EU 2020 strategy and the
functioning
of the Internal
Market? How
would you like
to promote
innovation,
competitiveness and long
term investments particularly for Small
and Medium
Enterprises
(SMEs)?

What financial
resources do
you favour
at EU level
in order to
re-launch the
economic
recovery of
the EU, taking
into account
the principles
of sustainability, subsidiarity
and solidarity? Are you
in favour of
introducing
own financing
mechanisms at
EU level, such
as so-called
‘Euro-bonds’
as a tool to finance specific
EU projects?

Are you in
favour of the
introduction
of a financial
transaction
tax?

What further
actions can
be undertaken at EU
and national
level in order
to increase
territorial and
regional and
social cohesion
and stimulate
an
inclusive and
mobile labour
market and the
sustainability
of our social
patterns?

Which mechanisms should
be established
to create effective European
economic
governance in
order to overcome macroeconomic
imbalances,
exit from the
public debt
crisis and
prevent its
recurrence in
the Member
States, while
fostering
growth, employment and
social cohesion? Would
you favour a
permanent
crisis resolution mechanism at EU
level?

Given the
adoption of
the legislative
package on
EU prudential
supervision,
the US financial market
reform bill
and the Basel
committee
proposals,
which further
action should
be taken at
global and, in
particular, at
EU level in order to stabilize
and reform
the financial
markets with a
view to long
term investment and
sustainable development?

Would you
recommend
a reform of
the global
financial and
economic governance structures, such as
a reform of
the G20, the
IMF and the
World Bank?
If yes, what
would be the
basis of a new
institutional
structure?
What form
of coordination should
be achieved at
global level?
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AUSTRIA (Bundesrat)
NO
MENTION

NO
MENTION

A broad based NO
MENTION
financial
transaction tax
that is implemented globally or in the
EU/eurozone
can generate
significant
fiscal revenues without
negative side
effects on the
real economy.
The tax rate
should be low,
as this will
reduce distortions and tax
evasion.

NO
MENTION

NO
Improve
transparency
MENTION
of markets,e.g.
derivatives.
By regulating markets
at EU-level,
the EU would
contribute
to furthering
the internal
market, deepening financial
markets and
strengthening
tax-sovereignty.

In favour of
the introduction of such
tax by voting
for the Act of
19 November
2004 introducing a tax on
the exchange
of currencies,
notes and
coins. Tax pursues two main
objectives: to
fight against
speculation on
the financial
markets and
to mobilise
additional
resources.

Credit institutions and
insurance
companies
presenting
systemic
risk should
draw up an
emergency
financial plan.
Advocate balance between
solidarity and
accountability
of borrower
countries.
For European
budgetary
trajectories to
be respected,
collaboration between
university
and research
centres.

Creation of a
European and
public rating
agency essential. Absence
of concrete
measures of
regulation of
the financial
products put
on the market.
Governance
of the IASB
will have to
be improved.
Parallel banking (“shadow
banking”) activities should
be monitored.

AUSTRIA (Nationalrat)
no answer
BELGIUM (House of Reps + Sen)
Allow sustainable employment.Quality
of public finances priority. Deepen
integration
of internal
market and
reinforce EU
social dimension (inclusion
and cohesion).
Construct
economy at
forefront of
energy challenges. Completion of European digital
market,reduce
administrative charges
that burden
companies.

EU’s own
financing:
European
tax,without
increase in
burden on
EU citizens or
companies, or
euro-bonds.
Recourse
to financial
market an
incentive to
cleanse public
finances. Tax
on speculative financial
transactions
enables financial means at
the EU level,
to finance European investment projects
(innovation,
R&D).

Expenditure
to support
growth:
infrastructure, human
capital, R&D,
innovation.
Favour Europe
2020:rapid
reduction of
national debt,
raising employment and
productivity
rates,increase
retirement
starting age,
bring it close
to legal starting age.
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Composition
of G20 not
very representative,
and decisionmaking insufficiently transparent. IMF
and the World
Bank:the
place of the
emerging and
developing
countries be
more important therein
than currently.
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BULGARIA (National Assembly)
Right of EU
citizens to
travel freely
within the
Union is of
paramount
importance
for stability
and efficiency
of the single
market. Members that have
restrictions on
access to their
labour markets should lift
them. Support
for efforts at
European and
national level
to facilitate
SMEs’ access
to funds and
boost their
innovative
activities and
global spread.

EU budget
role in implementing EU
added value
policies. Better
coordination
between EU
budget and
the national
budgets a
precondition
for improved
management,
transparency
and efficiency
of public
expenditure.
EU budget to
be retained
at present
level to meet
challenges
of climate
change, energy
dependence,
etc.

Not in favour
of introducing new taxes
in the finance
sector.

Cohesion
policy basic
solidarity
policy, focusing on the
most poorly
developed European regions
encountering
structural
problems.
Maintaining
a stable macroeconomic
environment
and a strong
institutional
framework
important
precondition
for Structural
Funds funding; Structural Funds
to achieve
visible results,
leading to real
enhancements
in people’s
living conditions.Common
agricultural
policy (CAP)
to remain a
Community
policy.
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Supports
realisation
of European semester.
Requirement
referring to
excessive
imbalances to
be removed.
National
cofinancing
of European
funds should
be excluded
from cost rule
requirement.
Early warning
mechanism to
be part of indepth review.
Unacceptable
to introduce
fines based
on newly
established
mechanism
for evaluating macroeconomic
imbalances.
Expand single
market. Participating in
design of the
future permanent crisis
resolution
mechanism;
only members
of eurozone should
participate
financially
in mechanism, to be
implemented
as a last resort.
Private creditors should
participate
in new crisis
resolution
mechanism.

Supports
meaningful amendments in the
international
finance architecture aimed
at ensuring
more effective
regulation of
the financial
markets and
introducing
the requirements of Basel
3 at EU level.
Initiatives to
ensure greater
protection for
consumers
of financial
services and
transparency
of the financial markets
are a crucial
aspect of the
stabilisation
and financial
market reform
at EU level.

In favour of
proposal for a
single package
of reforms of
the IMF, which
would increase
the institution’s financial
resources, enhance regional
and multilateral controls
and develop
greater sustainability and
flexibility in
the international currency system.
Iin favour of
G20 intentions
to improve
cooperation at global
level while
implementing
a policy aimed
at facilitating
the adaptation
to global macroeconomic
balances.
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CYPRUS (House of Representatives)
no answer
CZECH REPUBLIC (Chamber of Deputies)
no answer
CZECH REPUBLIC (Senate)
Attempts
to revive
the single
market should
be based
primarily on
removing the
obstacles to
its effective
functioning
and simplifying cross-border business
activities, new
energy connections and
a backbone
infrastructure,
joint purchases of energy
raw materials, match
university
students’ skills
and knowledge with the
needs of the
labour market,
strategy for
the integration and active
involvement
of older (and
experienced)
employees.

The Committee does
not believe
it necessary
to activate
additional
new resources
to kick-start
an economic
revival. Committee feels
it is now
necessary
to find the
correct balance between
consolidation
measures for
the recovery
of public
finances on
the one hand
while not
threatening
long-term
growth potential on the
other.

Financial
institutions
burdened with
obligations of
the new system of capital
requirements
(Basel III)
- should consider carefully
whether additional costs
might threaten
the healthy
functioning of
financial markets, vitally
important for
kick-starting
economic
growth. No
consensus in
the field of
bank levies and taxes
found at G20
level.Introduction of
such levies
in the EU
alone would
disadvantage
the EU banking sector to
worldwide
competition.

Increase in
economic, social and territorial cohesion
as frontline
tasks of the
EU. Cohesion
policy key
tool for the
achievement
of intelligent
and sustainable growth
supporting
integration in
Member States
and regions.
Prepare for the
demographic
challenges
resulting from
ageing population. Adequacy
of pension
income should
be resolved at
national level;
discussion of
an increase in
retirement age.
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Fundamental
and beneficial
that agreement was
reached on
establishment
of a permanent stability
mechanism
to supersede
the current
European
Financial Stability Facility
(EFSF). general support for
reinforcement
of the administration and
management
of economic
governance in
the EU. agrees
with the new
method of
imposing
penalties
on the basis
of ‘reverse
majority’ voting. Disagrees
with the symmetrical approach to the
assessment of
certain indicators, such as
the balance of
payments current account.

Supervision of
the financial
market should
remain in
the hands of
the national
bodies. Reinforcement of
transparency
for short positions; greatest
risk involved
in uncovered
short selling
lies in a failure
to settle a
trade, and
it therefore
considers it
correct to
introduce buyin procedures
and fines for
delay in settlement. Most
important to
be the correct
implementation of the
conclusions
of the Basel
Committee
on Banking
Supervision.

It is essential
to ensure the
unified inclusion of the EU
in international financial
institutions
and in international fora.
IMF reforms
should include
agreement to
strengthen
the role of
dynamically
developing
countries
through
reform of IMF
administration
and management, and
reform of the
quota system.
The Committee welcomes
the conclusions of the
G20 summit.
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DENMARK (Parl)
Remove
administrative burdens.
Greater
emphasis on
infrastructure
projects which
provide added
value for the
entire EU,
e.g. transport, communication
and energy
networks. Targeted financial
support at
European
level. Essential
to strengthen
research in
sustainable
energy.

NO
MENTION

Even a very
small tax
on financial
transactions
would curb
the speculative deals
running into
billions which
contributed to
destabilising
the financial
markets.

Three objectives for
internal
market:being
among world’s
most competitive and
innovative
markets,being
socially
responsible,
where competition does
not undermine
pay and working conditions,
being a green
with high
environmental
and consumer
standards.

ESTONIA (Riigikogu)
no answer
FINLAND (Parl)
only FI
FRANCE (Assemblée Nationale)
no answer
FRANCE (Senate)
no answer
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Aggressive tax
avoidance a
problem. The
EU should
exert pressure on those
member states
which act as
tax havens,
tighten accounting
requirements
for international companies and seek
to force tax
havens outside the EU to
change their
legislation.

Call the EU to
allow the Basel
proposals to
be implemented in EU in a
manner which
acknowledges
that mortgage
bonds are
as liquid as
government
bonds. Therefore, mortgage
bonds should
be allowed to
count fully
towards the
liquidity of
credit institutions, just like
government
bonds.

If Europe
wants any
influence
on negotiations, this will
require the EU
to adopt an
ambitious and
joint strategy
on how to ensure sustainable global
development.
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GERMANY (Parl)
The Bundestag NO
position on
MENTION
the EU 2020
strategy stated
in a motion
tabled by the
parliamentary groups
of the CDU/
CSU and FDP
(Bundestag
Printed Paper
17/1758)).
With regard to
the promotion of small
and medium
enterprises
(SMEs), the
Bundestag
has stated its
position on
the proposal
for a directive
to revise the
Small Business
Act with its
decision of
6 June 2010,
adopted at the
recommendation of the
Committee on
Legal Affairs
(Bundestag
Printed Paper
17/1610).

NO
MENTION

In relation to
the stimulation of the
labour market
at national
level,German
Bundestag’s
adoption, on
8 July 2010,
of a draft
law brought
forward by
the Federal
Government
that aims
to improve
employment
opportunities in the
labour market
(Employment
Opportunities Act)
(Bundestag
Printed Paper
17/1945).

GERMANY (Parl)
no answer
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Motion for
a resolution,
tabled by the
CDU/CSU
and FDP
parliamentary
groups, on
the European
Council of
28/29 October
2010 and the
G20 Summit
of 11/12 November 2010
(Bundestag
Printed Paper
17/3408),
adopted by
the Bundestag on 27
October 2010.
A motion by
the CDU/
CSU and FDP
parliamentary groups
(Bundestag
Printed Paper
17/4082), the
Bundestag
adopted a
decision of
2 December
2010 on support measures
for Ireland
and the stabilisation of the
euro, thereby
stating its position on these
issues.

On 17 July
NO
2010 the Bun- MENTION
destag adopted
a draft law
brought
forward by
the Federal
Government
on the legal
bases for
supervision
of remuneration systems
in institutions
and insurance
companies
(Bundestag
Printed Paper
17/1291). The
Bundestag
is considering relevant
EU documents and
has requested
the Federal
Government
to continue
to report on
this issue
to intensify
debate about
EU matters in
the Bundestag
plenary.
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GREECE (Parl)
EU 2020
strategy a
framework for
growth and
employment
intended to
tackle the fiscal crisis and
strengthen
the Internal
Market. Better
tax coordination through
a harmonisation of the
corporate tax
base and VAT
rates, significantly reduce
bureaucracy
for SMEs, particularly in the
field of public
contracts.
for the EU
to win in the
competitiveness stakes, it
must seek a
more dynamic
presence
in international markets,
principally
through the
penetration
and establishment of European products
in emerging
markets.

Greece is
in favour
of issuing
Euro-bonds
help restore
confidence
and reduce interest rates on
government
bonds and
would have a
significant impact as regards
the stimulation of growth
and the
redistribution
of resources
in favour of
development
and social
policies.

Support the
introduction
of a tax on financial transactions. The
risk of double
taxation must
be avoided
and particular
attention paid
to the way the
tax is imposed
so that problems are not
created with
the banks’ own
capital and/or
their competitiveness.

Cohesion
Policy among
policies with
greatest success.Reduction
in inequalities
among the
more backward regions
versus the
developed.
Important
instruments
available to
the EU are
the cohesion
policy and
the common
agricultural
policy.Promotion of investment within
an integrated
and cohesive
sustainable
development
strategy, utilisation of human resources,
fighting unemployment,
improving
competitiveness and
encouraging
innovative
action in all
sectors.
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Improve
European
economic
governance
mechanisms
through
a tightening of fiscal
discipline;
imposition
of macroeconomic
supervision
should also be
strengthened.
The European Semester
will lead to
enhanced
coordination covering
all elements
of financial
supervision of
the Stability
and Growth
Pact. We
support a permanent crisis
resolution
mechanism.
Sanctions
should be examined carefully so that
they do not
create more
problems than
those they set
out to solve.
No political
sanctions, in
particular
the idea of
removal of the
right to vote.

More effective
control of
OTC derivatives, to ensure
greater transparency and
less risk. Rating agencies
should also
operate with
stricter criteria
to produce objective assessments. More
control over
hedge funds.
Restriction on
the operation of short
selling and
credit default
swaps,largely
responsible
for speculative
attacks and
an unjustified
rise in interest
rates.

Coordination
of Member
States should
be strengthened, there
should be
more preparation for the
formulation of
positions prior
to G20 meetings. Support
for IMF recent
changes, equal
treatment for
developed
and emerging economies and the
percentage for
each country
corresponding
to its economic position.
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HOLLAND (House of Representatives of the States General)
EU expenditures: Savings
must be
found in next
EU budget.
Expenditures should
European
provide clear
research
added value
money needs
compared
to be distributed now and to private
in the future
initiatives
and national
based on the
policy. EU’s
quality of the
proposals. Re- own resources:
search applica- Simple and
tions must be transparent
simplified. Eu- financing for
EU budget.
ropean funds
Preferably,
should work
fixed percentwith a ‘highage of the
trust’ financing system, in Gross National Income.
which there
Introducing
is retrospeca European
tive, random
tax is not
monitoring.
desirable.
Euro bonds:
likewise not
convinced that
EU should
have its own
financing
instruments,
to finance
specific EU
projects.
European
level solution
to intellectual
property issues

A tax on
transactions
can best be
implemented
worldwide,
because,
otherwise, this
tax will be too
easy to evade.

Subsidiarity
to be strictly
maintained
in regulations
concerning
labour market
policy and
social policy.
Member States
should retain
latitude to
shape their
social systems.
The Cohesion Policy
(ESF, ERDF
and Cohesion
Fund) should
be directed
at the poorer
regions in the
less wealthy
Member
States, awarding made
conditional
on the results
achieved.

HOLLAND (Senate)
no answer
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Holland
endorses the
outlines of
the permanent crisis
mechanism,
including
strict policy
conditions; involvement by
the IMF and
the option of
examining
case-by-case
whether
and how the
private sector
must be involved in the
process.

Tightening
the Stability
and Growth
Pact will help
to win back
the financial
markets’ confidence.

Because the
financial sector operates
across both
Europe and
the world,
European
and global
regulation of
this sector is
preferable.
This is, to start
with, the best
manner to
safeguard the
Dutch financial system.
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HUNGARY (National Assembly)
Enhance the
economic
potential of
the Union.
Great importance of the
Europe 2020
strategy that
give impetus
to economic
growth and
competitiveness. Firm
support of the
Single Market.
Innovation a
key factor in
the economic
potential and
competitiveness of the
EU, strong
support for all
Research and
Development
initiatives.

Multiannual financial
framework
should be
based on common policies
of EU and
on principles
of Europe
2020 strategy. Should
be sustainable
and honor
principles of
subsidiarity
and solidarity, should be
agreed upon
by all Member
States, without
creating
exceptions as
these hinder
growth and
competitiveness.

To maintain
equal competition in the
EU-wide financial sector,
it is necessary
to coordinate
the taxation system.
Different tax
rates have the
potential to
distort competition which
might weaken
the comparative advantage
of European
markets as
part of the
global financial system.

Common European policies
as the most
unique tools to
enhance territorial, regional
and social cohesion. Great
committment
to creation
of a common
energy policy
and a single
energy market,
to enhance energy security
of the EU.

IRELAND (House of Reps)
no answer
IRELAND (Senate)
no answer
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Committment
to strengthening the
economic
governance of
the EU: one
of the most
important
goals of the
Hungarian
Presidency is
to guide the
completion of
the first ever
European
Semester.
Committment
to the creation
of a permanent crisis
mechanism,
essential to
diminishing
the possibilities of future
crises.

Focus on enhancing economic growth
and prevention of future
crises. Direct
attention to
market actors
(e.g. banks,
hedge funds,
etc) that might
pose potential dangers
to financial
stability.

Global
financial
institutions
should be
more inclusive
and pay more
attention to
the prevention
of potential
crises. Reform
process of the
fundamentals of global
financial
institutions,
e.g. IBRD,
IMF, should
enhance the
coordinative
nature of all
instruments
and take
into account
the national
diversity of
all concerned
countries.
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ITALY (Chamber of Deputies)
Improve access of SMEs
to capital markets, revision
of guidelines
for the development of the
trans-European transport
network
(TEN-T),
establishment
of regulatory
framework for
the development of
public-private
partnerships (PPPs),
proposal for
introducing
a common
consolidated
corporate tax
base, resolving
problems of
double taxation or double
non-taxation
as a result
of tax rule
disparities, review VAT system, support
development
of socially
innovative
corporate
projects, ensure improved
symmetry
in access to
public procurement in
industrialised
nations and
major emerging economies.

Issuing,
possibly by
European Investment Bank
and European
Bank for Reconstruction
and Development, European bonds
to re-launch
European
recovery, for
funding largescale infrastructural network projects,
to complete
internal market, research
projects and
ecological
overhaul
of industry.
Promote issue
of European
bonds (project
bonds) by
private sector and the
European
budget, to
improve their
rating and
attract funding through
EIB, from
other financial
institutions
and private investors on the
capital market,
such as pension funds and
insurers.

A feasibility
study could
be produced
aimed at
defining a
proposal for
a financial
transaction
tax system,
excluding
national public
debt bonds
issued by the
European
institutions,
revenues
from which
would be used
mainly for
reducing the
debt of Member States,
provided that
this would
involve regulation at EU
level and take
into account
the global level
playing field,
while ensuring
that levels of
overall fiscal
pressure are
not altered.

Cohesion
policy a key
element of
the Europe
2020 Strategy, reducing
the structural differences between
countries
and regions,
improving and
adjusting the
competitiveness in the
individual
regions. Any
attempt to
re-nationalise
regional
policy must be
avoided when
reviewing
EU budget;
approach must
tailored to the
needs of the
less favoured
regions, not
strictly linked
to GDP but
rather taking
account of the
unemployment rate.

ITALY (Senate)
no answer
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Study feasibility of a
mutual issue
and management of a
proportion
of Members’
sovereign
debt, providing basis for
more complex
multilateral
surveillance
with assistance from
the EMF, to
ensure eurozone market
is more attractive, and
for joint debt
management;
for the new
macroeconomic surveillance model,
risk indicators should
provide an
accurate reflection of the
medium-term
prospects of
the economies
of the various
countries;
proposal for
using exceptional and
extraordinary
tax revenues
exclusively to
cover public
debt needs
to be studied
further.

Making full
use of the potential of the
new European
framework
of financial supervision and,
the new European System
of Financial
Supervisors
(ESFS), proceeding rapidly to adopt
one or more
harmonised
regulatory
frameworks or
‘codes’ (single
rulebooks)
applicable to
all financial
institutions
and legally
binding, hopes
that a system
of international supervision
can be set up
to monitor the
work of the
rating agencies, the most
of important
of which operate globally.

Support the
resolution of
the European
Parliament
in its call for
initiatives to
enhance the
effectiveness,
global reach
and accountability of the
IMF and other
UN institutions, believes
that the G20
should be
involved, and
that a dedicated meeting
could be
called to deal
with questions
relating to
the crisis and
global governance.
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LATVIA (Parl)
Europe 2020
Strategy
should focus
on economic
cohesion,
including
measures promoting competitiveness of
less developed
rural areas,
support aimed
at improving competitiveness,
productivity,
efficiency and
modernisation of rural
enterprises
(especially
SMEs), fostering diversification of
rural economy.
Effective
functioning
of the EU
single market
a priority.

Issue of great
importance
in terms of
the liquidity of state
funds. Any
changes that
reduce the
amount of the
EU financing
available to
Latvia would
simultaneously increase
the need for
additional
financing.

Latvia does
not support
introduction
of the financial
transaction tax
neither at the
Latvian nor
EU level.

Implementation of the
Europe 2020
Strategy will
largely depend
on regional/
national development strategies developed
through
collaboration between
regional and
local partners
and that provide economic
growth incentives adapted
to the specifics
of territorial
development
and thus contribute to the
implementation of territorial cohesion.
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Support for
the legislative initiative
which will
provide
a unified
procedure for
the preventing, managing
and resolving
the crisis in
the financial
sector. Latvia
supports
the European Stability
Mechanism;
however, it
is essential
to have strict
regulations
for receiving
assistance
within this
framework.

Instead of
increasing the
number of
areas subject
to the reform,
it is necessary to draft
high-quality
legislation that
would also focus on mutual
coordination
of measures
and requirements. Greater
attention
should be paid
to protecting
consumer
interests and
educating
consumers
regarding
financial services.

A significant integral
element of the
IMF and the
WB reforms
needed to
strengthen
coordination
and cooperation with
international
institutions
and discussion
forums such
as G20 and the
UN. The IMF
quota and
administrative reform
as a sound
basis for IMF
to become a
stronger institution that
will promote
global financial stability
and growth.
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LITHUANIA (Parl)
If the Europe
2020 strategy
is to be credible, greater
compatibility and
complementarily are needed
between
the national
budgets and
the EU budget.
The EU
budget should
play a greater
role in terms
of pooling
resources. It is
important to
support SMEs
by facilitating
their access to
credit, through
support for
guarantee
schemes and
creation of
a guarantee
fund. Ought
to reduce the
number of
administrative
procedures related to public
procurement
and to cut red
tape.

When
developing
Eurobonds
to finance
specific EU
projects, it is
essential that
the following
conditions
are met: bond
issue for
projects which
will generate
income in the
future and
allow projectfinancing
companies
to clear their
debts; funds
should be
borrowed to
implement
projects of
strategic
importance,
including projects related to
major sources
of energy.

Taxation on
the financial
sector considered only after
assessing the
possible effect
of other postcrisis measures
(strengthening
of banking
regulation
(Basel III)
and levies on
banks if they
are imposed).
Tax imposed
in a coordinated way and
at global level.
If no consensus achieved,
useless to
introduce tax
in EU alone,
since it could
give rise to active relocation
of financial
centres outside
the EU.

Increase
energy independence
of Members
to establish
fully functioning internal
energy market,
encouraging
integration of
renewable energy resources.
Economic, social and territorial cohesion
of EU regions
the principle
objective. European Social
Fund a constituent part of
EU cohesion
policy. Education placed at
the heart of
the Union’s
economic
strategy with
investment in
all aspects.

LUXEMBOURG (Chamber of Dep)
no answer
MALTA (House of Reps)
no answer
POLAND (Sejm)
no answer
POLAND (Senate)
no answer
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Support the
strengthening
of the prevention and correction parts
of the Stability
and Growth
Pact with
more focus
on limiting
the growth of
public sector
expenditure in
the Member States.
Support for
enhancing of
sanctions. National budget
planning
regulations
also important for ensuring budgetary
discipline.

The major
focus should
be placed
on effective
completion
of initiatives
undertaken
and proper
and timely
fulfilment of
International
obligations
undertaken
on global,
regional, and
national levels.

It is essential
to strengthen
the existing
international
financial
organisations
that have
deeply rooted
traditions
and avoid
establishing
new ones that
can result in
an additional
administrative burden.
Lithuania is
in favour of
a transparent
representation
of interests of
all countries
and a possibility to express
their own
opinions.
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PORTUGAL (Parl)
Broaden: Initiatives related
to Industrial
Policy, Policy
of Innovation,
and Efficiency
of Resources,
Promotion of
energy efficiency, energy
infrastructures
and electric
mobility,Promotion
of methods
of support to
simplify the
regulatory
environment
of the SME,
improvement
of access to
financing and
promotion
of internationalisation.
Strengthen
the inductive
methods to
reinforce competitiveness
and internationalisation
of its companies, namely
the SME, thus
promoting
growth and
employment.
Pursuit of European goals
regarding Climate/Energy
and simplify
environmental
regulation.

Alter coordination of
the economic
policies of the
EU,need to
complement
the Stability
and Growth
Pact with
instruments
that respond
to macroeconomic
imbalances.
Introduction
of “Eurobonds”at
EU level
could serve
to finance”
europrojects”
and contribute to greater
integration of
EU markets,
but may
contribute to
maintaining
elevated debt
levels.

Discussion
still at an
embryonic
level: essential
to equate and
quantify all
potential impacts (positive
and negative)
which such a
tax may have
on the costs
of financing
companies,
including the
impact on the
markets in the
event of a lack
of harmonisation on a
global scale.

Cohesion policy inductive
of economic
development
(economic
growth and
job creation),
social and
territorial
development,
not seen as
a cost but an
opportunity
for development. Strict
coordination
of the policy
with National Reform
Plan,European
Common Strategic Picture
and Plan for
Stability and
Convergence.
Coordination
of economic
and financial
mechanisms,
involvement of civil
society,fighting
unemployment, and
fighting poverty and social
exclusion are
key.

ROMANIA (Chamber of Dep)
no answer
ROMANIA (Senate)
no answer
SLOVAKIA (Parl)
only SL
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“European
Semester”will
allow greater
coordination between
Member
States and
EU at level of
budget policies, without
harming
sovereignty
of Members.
Strengthen
the Stability
and Growth
Pact, ensuring
effective compliance with
the imposition of control
mechanisms.
Agree with
the creation
of a European Stability
Mechanism.
Automatic
mechanism
should be created that will
go into effect
automatically,
not subjective
and discretionary, based
on adequate
and multidisciplinary
indicators,
characterising national
reality, such
as education,
health, the
labour market,
innovation.

Strengthen
credibility of
the financial system,
investing in
education of
investors, giving information prior to
contracting
financial products, harmonisation of rules.
Reinforced
protection
mechanisms
and a clear
and harmonised
regulatory
framework to
resolve crisis
in an orderly
manner will
have a great
positive impact. Priorityto strengthening financial
supervision
and improving
transparency
of rating agencies.

Reform of
world institutions should
be carried
out to allow
those new
economies to
participate
more actively,
but also to
increase their
financial
contributions.
The representation of
the Eurozone
in the IMF
and other IIF
should reflect
the level of
integration associated with
the Economic
and Monetary
Union.
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SLOVENIA (National Assembly)
“Cross-border
activities” of
major importance. EU 2020
as a concrete
programme
for strategic
investments
and employment to tackle
the economic
crisis and
strengthen
the internal
market.

“Euro-bonds”
for important EU
level projects:
infrastructure,
development,
ecological,
energy-related
and projects
with a clear
effect on
improvement
of a long-term
competitive
position of the
EU. Structural
reforms necessary. Key objective should
be to reduce
high debts in
all levels of a
country and
not to transfer
debts at EU
level.

Financial
transaction tax
reasonable to
equalize position of financial services
with services
and goods,to
reduce excessive price
variations on
markets or
reduce attacks
of speculators which
jeopardize
economic performance and
supply of the
population.

It is reasonable to keep
the present
volume of
the cohesion
policy and not
to shorten its
funds in the
next financial
framework.
No additional
measures are
required, but
a greater efficiency of the
current ones.

SLOVENIA (National Council)
no answer
SPAIN (Chamber of Dep)
no answer
SPAIN (Senado)
no answer
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Members
comply with
Stability and
Growth Pact
and implement reforms
to ensure
long-term
stability and
sustainability
of public finances. Commission and
ECB assess
sustainability
of macroeconomic movements and
balances, risks
to financial
stability, provide review of
competitiveness, risks and
weaknesses of
countries.

The Bank
of Slovenia
welcomes the
agreement on
the introduction of the Basel III regime
at EU level
hoping that
other world’s
economies
will observe
its provision
as well.

Ensure
adequate
implementation of the
international
supervision of
systematically
important
risks in individual states
and ensure
mechanisms
for their
correction.
Reform of
quotas and the
reform of governance of the
International
Monetary
Fund adopted
at the level
of Executive
Directors of
the IMF in
December
2010 is key.
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SWEDEN (Parl)
Growing role
NO
MENTION
of small and
medium-sized
companies
needs to be
taken into
account. Need
more focus on
competitiveness, R&D,
strategic
investments
in infrastructural projects,
and exchange
programmes
in the field
of education.
Legal matters
as serious
cross-border
crime, trafficking in human
beings, drug
smuggling and
terrorism also
need increased
resources.

NO
MENTION

Creating a
common fund
as an alternative to the
International
Monetary
Fund (IMF)
would require
a treaty
amendment,
there is
considerable
disagreement
in the member
states about
giving up
large parts of
their financial
power to save
the precarious
EMU project.
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Necessary to
take measures at EU
level, with
national level
and regional
level interplay. A future
strategy aimed
at long-term
structural
growth, aimed
at increasing
the competitive edge of
the European
economies
and consequently also
Europe’s
long-term
employment
situation.

It is necessary to find a
solution that
can conduce
remuneration
policies that
are compatible with
requirements
for sound
and effective
risk management and
that ensure
a long-term
perspective in
the activities
of financial
companies.

NO
MENTION
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UK (House of Lords)
The Digital
Agenda is key
to improving
Europe’s competitiveness
in the coming
years. Surprising lack of
cross-border
internet trade
and this
appears to
be a wasted
opportunity.
The Innovation Union is
another of the
seven flagship
initiatives;
innovation
should be
encouraged.

Good evidence regarding the use of
tax coordination as a
means to improving SME
access to the
single market.
Accordingly, strong
interest in
the inclusion
in the Single
Market Act of
a proposal for
a Common
Consolidated
Corporation
Tax Base.

NO
MENTION

We are in
the process
of producing
a report on
the Financial
Framework
from 2014, and
will be considering cohesion
policy as part
of this report.

UK (House of Commons)
Report in
phase of
preparation
and will be
sent once
completed
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We are currently in the
process of
producing a
report on the
whole range
of proposals
put forward
by the Commission,
and the Van
Rompuy task
force, which
is due to be
published in
March.

The EU
should work
towards an
overt countercyclical capital
regime. “Strike
a balance”
between financial stability
and ensuring
banks are able
to provide
credit. Financial regulation
can contribute
to competitive, prosperous financial
institutions,
but potential
impact of
regulations on
the financial
sector’s competitiveness
must be borne
in mind.

The EU
can play a
leading role
in producing reforms
that provide
a standard
for global
solutions, but
regulation
must be in
coordination
with global
initiatives. EU
should not
lose touch
with a global
approach on
credit rating
agencies. The
economic and
financial sector is global in
scope and integration, and
international
coordination
is essential to
avoid regulatory arbitrage.
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Consultations with National Parliaments
In an attempt to maximise the number of National Parliaments consulted, the CRIS Committee
invited some Member State representatives for an exchange of views in Brussels in parallel with
delegation visits to Member States such as London, Lisbon and Madrid.
Exchange of Views with Mr Jan de Wit, Chairman of the Dutch Parliament’s “Temporary Inquiry
Committee into the Financial System”
27 October 2010

On 27 October 2010 Mr Jan de Wit, Chairman of the Dutch Parliament’s Temporary Inquiry
Committee into the Financial System, addressed the CRIS Committee.
The Dutch committee was created in July 2009 with the aim of establishing the causes of
the turbulent developments in the financial system, and, on the basis of its findings, to give
recommendations for a more properly functioning system. Mr de Wit presented the findings
of his Inquiry Committee, which had recently produced a mid-term report on the causes and
structural effects of the crisis on the financial system in the Netherlands.
In the first part of its mandate, the inquiry committee focussed on identifying the causes of the
crisis and the lessons to be drawn from it. Ultimately, it devised a set of recommendations to be
implemented to counter the crisis, by relying on concrete case studies. The final report for this
first mandate was produced in May 2010 and adopted by consensus by the Dutch Parliament in
September 2010. The report calls for better macroeconomic surveillance by the Dutch National
Bank and the Netherlands Bureau for Economic Policy Analysis, together with a new banking
code no longer based on banks’ self-regulation. Weak spots in regulations were identified, and
measures were taken to ensure stricter capital requirements and better supervision.
At the time of the meeting the committee was due to begin work for a second term; this was
expected to be a more legally binding official enquiry into actions undertaken by the Dutch
government during the crisis, in particular government interventions in the financial sector.
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Exchange of Views between the CRIS Committee Chairman and Members of the Committee
on European Affairs in the Senate of the Parliament of the Czech Republic, Prague, Including
the Committee’s Chairman, Senator Luděk Sefzig
5 January 2011
On 5 January 2011, CRIS Committee Chairman Mr Wolf Klinz met with the chairman of the
Czech Republic’s Committee on European Affairs in Prague.
The committee members stressed that the Czech Senate strongly supports closer cooperation
between the European Parliament and National Parliaments and that the Committee on EU
Affairs wanted to actively engage in the debate that the CRIS Committee has launched.
The senators noted the importance of the creation of a single market, of enhanced EU infrastructure,
and of investment in education, research and development. It was further noted that SMEs should
have a “one-stop-shop” contact for all administrative questions. Enhancing social and regional
cohesion was seen as a priority, and the EU 2020 strategy was strongly supported.
It was noted that the EU budget should not be further increased. There was scepticism regarding
the idea of introducing Eurobonds, and also reluctance towards the idea that national fiscal policies
should come under EU competences. The Senate would, however, support stronger surveillance
mechanisms under the SGP. The senators were quite clearly opposed to the CRIS suggestion that
a FTT be introduce at EU level.
The Czech Republic has, as a result of the financial crisis, merged the separate financial services
supervisory authorities into one single regulator, which is seen as the most effective way of
regulating financial markets. Senators noted that the newly created EU regulatory agencies
should also have been merged (instead of having three separate bodies), but expressed the hope
that financial supervision may in the future become more effective in Europe. It was noted that
national supervisory bodies are working more closely with financial institutions, and the need to
take subsidiaries into account in the discussion was also highlighted.
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Exchange of Views with Representatives of the Portuguese and Spanish Parliaments
11-14 January 2011
Between 11 and 14 January 2011 the CRIS Committee held a delegation visit to Portugal and
Spain, where they had the opportunity to meet with representatives of the National Parliaments.
On 12 January Mr Jaime Gama, Speaker of the Portuguese Parliament, gave the delegation an
overview on the current crisis and the measures he believed would be necessary at European
level. He noted that the crisis was not limited to one country but should be seen as an EU issue,
and expressed the hope that the final CRIS report would include concrete calls for EU measures.
The discussion considered the position of Portugal vis-à-vis Euro area governance, the EU
budget, and the re-launch of the economy. Mr Gama offered his advice on the delimitation of the
scope of the European Semester and suggested a clear framework to overcome the current weak
structure, whereby a permanent rescue mechanism and clearly written rules in the SGP would
be essential to European economic governance. Finally, Mr Gama expressed confidence that the
Portuguese government would take the necessary measures to correct the fiscal deficit; however
these measures would only come into effect in 2011 and would be scrutinised closely by the
Portuguese Parliament.

Press Conference at the Portuguese Parliament

A broad discussion was then held with members of the European Affairs Committee, the Finance
and Budget Committee, the Committee on Economic Affairs, Innovation and Energy, and the
Committee on Labour, Social Security and Public Administration. The meeting considered the
Portuguese economic situation and a possible appeal to IMF funds, whilst also referring to the
CRIS Committee’s consultations with National Parliaments. Key themes included the EU 2020
strategy, its focus on cohesion policy and its possible positive impact in combating the crisis;
economic governance and the potential for closer collaboration at EU level; the sustainability of
our social model; and the role of financial markets.
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The meeting with the President of the Social and Economic Committee of Portugal saw broad
consensus on the view that stimulating exports would be a viable exit strategy for Portugal. Other
issues included increasing competiveness through a revision of labour law; the need for the EU
to address those areas which had been industrialised and were now the poorest; the EU’s financial
resources in relation to the current situation and the aims of the EU 2020 strategy, and finally
Eurobonds.
The meeting with members of the Spanish Congress on 13 January opened with a short overview
of the legislative measures adopted by the National Parliament since the collapse of Lehman
Brothers. Further topics included the economic and domestic political situation in Spain, the
euro crisis, economic governance reform, the need for more Europe and the need for better
coordination in fiscal and economic policies.
Exchange of views with Mr Henri Emmannuelli, Chairman, and Mr Jean-François Mancel,
Rapporteur of the French Assemblée Nationale’s Inquiry Committee on the Speculation
Mechanisms which Affect the Functioning of the Economy
26 January 2011

The representatives of the French Inquiry Committee discussed with Members the major
concerns raised in their report, namely the presence of so called “dark pools”, anonymous largescale trades by financial institutions, which allowed for the extension of some products as well as
high frequency trading. This accounted for 50% of trading activity and hence played a major role
in creating systemic risk. They explained that in their hearings it had come to light that a major
risk posed by dealing rooms was the lack of risk management tracking the true risks associated
with some innovative products.
The subsequent discussion covered the wider topics which surround the issue of European
economic governance. The main questions arising from the discussion concerned the stimulation
of European growth, the prevention of default lending and the issue of controlling the financial
sector by strengthening the European supervisory authorities and acting on the question of a
FTT. It was noted that a global framework would be the ultimate solution but that this may not
be possible in the immediate future.
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Exchange of Views with representatives of the UK House of Parliament’s Work and Pensions
Committee and Members of the UK House of Lords
27 January 2011
On 27 January, as part of the CRIS Committee’s visit to the UK, MEPs had the opportunity to
meet with Dame Anne Begg, Ms Kate Green, Mr Alex Cunningham, and Mr Andrew Bingham of
the UK Parliament’s Work and Pensions Committee and many members of the House of Lords
including Lord Roper, Chairman of the EU Select Committee.
The meeting with representatives of the Work and Pensions Committee focused on employment
and job integration programmes, the role of the European Social Fund (ESF), the complexities
of accessing funds, and the conflicts between job creation initiatives and EU state aid legislation.
Further subjects discussed included the increasing hostility to EU internal immigration and EU
integration, which was particularly relevant in light of the success of ESF activities.
Members of the House of Lords informed CRIS members of their inquiry into the role of
auditors in the financial crisis. This meeting also provided the opportunity to discuss the FTT,
tax harmonisation and the issues surrounding CRAs. Members also discussed the proposal to
improve coordination on economic and financial policy and the question whether the UK would
support a treaty reform to establish a permanent crisis resolution mechanism.
Exchange of Views between the CRIS Committee Chairman and the Committee on European
Affairs, Deutscher Bundestag, German Parliament, Berlin
8 February 2011
On 8 February 2011 Mr Klinz met with members of the Deutscher Bundestag’s Committee on
European Affairs. Mr Klinz recalled the context of the consultation with National Parliaments
and stressed the dual nature of the crisis, namely it being a global financial crisis interlinked with
a public debt crisis. He then recalled the main political messages of the CRIS mid-term resolution
adopted in plenary on 20 October 2010, chiefly that there is a need for “more Europe” and closer
fiscal and economic coordination.
The discussion considered the origin of the banking crisis and whether against this background
it was acceptable for citizens to have to pay the costs, or whether banks ought to repay the money
spent on bail-outs. It was also noted that the focus on government debt was too narrow, as, for
instance, the USA also has a significantly higher public deficit ratio, but financial markets do not
speculate against the US. The measures already taken at EU level since the crisis were mentioned,
leading to a call for stricter enforcement of the Stability and Growth Pact. It was noted that
parliamentary accountability needs to be considered at both national and EU level.
It was also questioned whether the planned inter-governmental economic governance package
in Europe could lead to lower salaries and more EU internal imbalances. It was noted that the
German Constitutional Court will soon take a decision on the creation of the EFSF and that this
should be taken into greater account in Europe.
The Bundestag seemed to be split on the subject of Eurobonds, with the opposition in favour and
the majority coalition against. The idea of including an incentive to reduce public deficits was
also mentioned.
309

Special Committee ON the Financial, Economic and Social Crisis

Exchange of Views with representatives of the Greek Parliament
21-22 March 2011
On 22 March 2011, within the framework of the CRIS Committee delegation visit to Athens,
MEPs met with representatives of the Greek National Parliament.
In the meeting with the Vice President of the Hellenic Parliament Ms Rodoula Zisi, the importance
of dialogue between the EP and National Parliaments was stressed by both sides. The meeting
focussed on the social impact of the crisis and in particular Member States’ responsibility for
protecting the social fabric. The topics discussed included, in particular, the notable shortfalls
in financial supervision and lax policies. Mr Klinz appealed to the members of the Hellenic
Parliament to put aside the differences between political groups and agree on a common approach
to devising and implementing the necessary reform measures. In the ensuing exchange of views
the National Parliamentarians further elaborated on legislative acts already adopted by the
Hellenic Parliament together with legislative proposals pending before the Chamber, specifically,
financial regulation, austerity measures, and Greek public expenditure, including expenditure
on defence and investment. Topics of particular note included European solidarity, Eurobonds,
external competition, internal imbalances, the need for closer cooperation between the National
Parliaments and the EP in the field of legislation, wages in Greece, and Greek competitiveness.
The President of the Greek Parliament, Mr Philippos Petsalnikos, stressed that the crisis has
genuinely affected Greece, Ireland, Portugal, Spain and the whole of Europe, and has become a threat
to the entire EU. He also expressed his conviction that Greece would return to competitiveness
and straighten out its finances, calling for cooperation and solidarity from the Union, as had
previously been shown to other countries, rather than charity. He emphasised that Greece was
making the necessary structural changes and modernising, and provided the delegation with a
summary of the cuts in expenditure and in personnel of the Hellenic Parliament.

Meeting with the Hellenic Parliament
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Interparliamentary Committee Meeting
with National Parliaments
14 March 2011
On 14 March 2011 CRIS held an Interparliamentary Committee Meeting on the subject “Investing
in the real economy: a toolkit for growth, innovation and cohesion”. Representatives of National
Parliaments of all 27 Member States were invited to discuss the findings of the CRIS Committee’s
questionnaire, creating a platform for discussion which could involve National Parliaments of all
Member States in the Committee’s work towards the final report.
The first session of the meeting took place under the heading “European added value: strategic
long-term investment for growth and jobs” with Mr Thomas Mirow, President of the European
Bank for Reconstruction and Development, providing the keynote speech. Mr Mirow emphasised
that whilst the European economy did return to growth last year, there was persisting concern
and uncertainty in light of the crisis, with continued efforts to strengthen the Eurozone, severe
fiscal challenges remaining in West European countries, and the growth in Central and Eastern
Europe remaining to some extent determined by external developments. He suggested, however,
that there is a deeper reason for persisting concern, in that many weaknesses exposed by the crisis
have not yet been adequately addressed. Three areas were highlighted in his speech as paramount:
the strengthening of the real economy through a revival of the
European tradition of manufacture; redefining the financial sector, ensuring that the financial
sector once again becomes the servant of the real economy, not a goal in itself; and “greening”
the economy, using the gains in terms of savings or increased productivity to outweigh the
cost of new technologies. He suggested financing projects by supplementing public resources
with private investments, whereby the private sector would become engaged in activities which
are beneficial for the economy as a whole, with an emphasis on creating a framework which
encourages “responsible risk-taking”. The subsequent discussion raised the issue of Euroscepticism as a foremost political challenge. MEPs considered public debt and austerity measures,
and the importance of investment in energy. Energy was, however, pointed out as a policy area
which must be treated with extreme caution.

The Interparliamentary Committee Meeting
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The second session considered the topic “Investing in the EU economy, ensuring delivery of EU
2020 targets” with Mr Philippe Maystadt, President of the European Investment Bank, as keynote
speaker. Mr Maystadt emphasised that the EU2020 Strategy is primarily about increasing EU
growth potential through investment, suggesting that a contraction in investment was responsible
for the length and depth of the recession following the recent crisis. His speech considered the
scale of the challenges facing Europe today and how this inevitably requires doing more with
less, with the need to optimise the EU budget and with the EIB Group raising funds on capital
markets. He explained how the combined use of EIB resources with the EU budget could help
deliver the EU 2020 Strategy. The subsequent discussion raised the issue of SMEs as essential
to the European economy; discussed Project Bonds; and considered the failure of the Lisbon
Strategy, which Mr Maystadt suggested as being due to its implementation rather than content.
The CRIS Committee Rapporteur, Ms Pervenche Berès concluded the session.

European Parliament President Jerzy Buzek, Rapporteur Pervenche Berès, President of the EIB Philippe Maystadt,
Former European Commission President Jacques Delors and Walter Götz, Head of CRIS Secretariat

This high-level discussion was followed by a dinner in the presence of Mr Jerzy Buzek, President of
the European Parliament, and Mr Jacques Delors, former President of the European Commission
and founder of the French think-tank “Notre Europe”. In terms of possible action at an EU level,
across al 27 Member States, Mr Delors spoke of the importance of competition policy in the
financial markets; of social aspects, in particular the need for solidarity, and of the interdependence
of EU countries, implying both an economic and social cohesion. He spoke of cooperation as the
“missing link” in European construction, stating that “social Europe also means solidarity - it
also means economic and social cohesion”. The European budget was discussed as a means of
inventing new resources with Mr Delors emphasising a belief that Eurobonds only stand a chance
of working if they are intended for future spending.
Mr Delors also mentioned action which could be taken at an EMU level, across the 17 members of
the monetary union. Commenting on the distinction, he suggested that some European countries
go beyond the rules which apply to all 27 countries, and that allowing this differentiation has
facilitated a stronger EU. He suggested that, in considering any enlargement of the EU, we must
also consider “deepening” the union or risk a large but weak market. Mr Delors concluded by
calling for a minimum tax harmonisation and a guarantee for the markets, and by emphasising
the need for an economic fund for the EMU, stating that “if the euro fails, European dreams will
be destroyed. It is in the world as it is, in technological mutation, that Europe has the choice
between two solutions - survival or decline”.
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Speech by Mr Jacques Delors,
Former European Commission President
at the joint CRIS/ECON dinner following the
CRIS Interparliamentary Meeting with National Parliaments
European Parliament
Brussels, 14 March 2011

Chairs, Members of Parliament,
Ladies and gentlemen,
Thank you for inviting me to talk to you today and, in particular, for allowing me to attend this
afternoon’s meeting. I learned a great deal from it, with all the different complexities that can be
explained by your countries of origin or political affiliations. I am aware of the theme of these two
days, and I am not going to repeat the analyses or the diagnoses made by the European authorities
and experts. I will take them as my starting point, with the aim of answering the political question
that concerns us all. What can we do on a European level? In order to give a realistic response,
we have to take three levels of decision-making into account (not forgetting the decentralised
authorities): the national level, the European level and the global level. In trying to clarify this
issue, I would like to briefly put three pre-conditions before you:
Firstly, we cannot ignore the diversity of national situations, even if the European Parliament, the
Commission and the Council of Ministers have to think in European terms. Political structures
and situations, the distribution of added value between agriculture, industry and services in
each country, and the specific features of different social models all need to be considered, not
forgetting the different demographic situations. Consequently, in member countries where the
standard of living varies between 40 and 130, on the basis of a European average of 100, it is
essential that the directions proposed are appropriate to this diversity of situations.
Secondly, I am going to use the analytical model I proposed at the time of the Single European
Act (1985), which revived European integration through the single market, economic and social
cohesion, social dialogue, etc. Regardless of foreign policy, which is not of concern to us today, I
think that our union is based on three principles that draw their inspiration from the Single Act:
competition that stimulates, cooperation that strengthens and solidarity that unites. And this
solidarity that unites is not merely a question of ethics or political preference but a consequence
of the growing interdependence between our countries.
Finally, the third requirement that cannot be overlooked is that of keeping to the contract that
unites the EU27. I will speak later about the particular problems of the EMU17 but, for the
moment, I simply wish to say that the rules of the EU27 contract must be respected. There are
exclusive responsibilities, national responsibilities and, in the middle, a vast array of shared
responsibilities; too vast in my opinion, because this has become a source of misunderstandings
and ill-advised initiatives. The difficulty with shared responsibilities is the need for a common
approach in line with the three principles above, whilst also remaining faithful to the principle of
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subsidiarity. This principle should not just be raised when a country has difficulties with a certain
aspect of the Treaty. Subsidiarity is essential for democracy and civic responsibility.
I repeat, however, that we have to consider what Europe can do on these two levels, whilst obviously
respecting the Treaties of the EU27 and EMU17. I do not wish to dwell on this, and at the risk
of annoying a number of you, I shall not talk about methods, although you will be aware that
I remain a fervent supporter of the Community method, as opposed to the intergovernmental
method and, contrary to what I learned from a speech in Bruges, the so-called Union method.
Even after a careful re-reading of that speech, it seems to me that the Union method is scarcely
any different from the intergovernmental method. That discussion, however, is for another day
and is not relevant to the matter in hand.
***
Let me talk, then, about the European Union level:
Competition that stimulates
I will focus first on competition. There is still work to be done in terms of deepening the single
market. That is why Mario Monti has been asked for a report on this. We need to make the most
of all the good ideas. I will give just a few examples: energy, which is close to the President of the
European Parliament’s heart, services and, within services, transport in particular. There can be
no effective market without rules, however, and the first rule is competition policy. I am surprised
that, even in my own country, the use of this policy is often not understood. Of course, these
rules must also involve regulation of the banking and financial sectors. I have chosen an abstract
expression here because this is a daunting issue. How far should this reform go and how should
it be implemented? In global terms, this will be the G20’s task but, in fact, you can see that the
financial ideology is still there. It has gone through some rough times, and the taxpayer has footed
the bill. And yet it is clear that, despite the crisis, the banks and other financial institutions have
learned little. Rules are therefore necessary; quite drastic rules, I admit, given the complexity of
the system. But you will no longer hear today what has been said for the past 10 years, that what
matters is the creation of value. If you ask a banker, he will end up admitting that the creation
of value results in an increase in stock market prices. To use Tommaso Padao-Schioppa’s words,
this is the triumph of the short-term view. I would like to argue for the possibility of a European
initiative in relation to the broad principles of banking and financial regulation. A European
initiative would not create the problems that the ultra-liberals fear. On the contrary, the European
Union is important: when you look at GDP distribution, we are the number one trading power
in the world; we are attractive to foreign investors. We should not be afraid to put European-level
regulation in place, without being aggressive.
A rejection of social dumping is also an element of the single market, although we still, naturally,
have to respect the diversity of social models. We cannot expect Bulgaria or Romania to meet
the standards of the Netherlands or Germany overnight. Let me give you an example: there are
some countries in which social standards are set by law and others in which social standards are
established by a collective agreement, by a national agreement between unions and employers.
The European authorities and the Court of Justice have to respect this diversity. And that has not
always been the case.
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Solidarity that unites
Let me now talk about solidarity. I would first like to say, in response to a number of criticisms, that
solidarity is not synonymous with a lack of responsibility. Solidarity is, first of all, a movement that
reflects the interdependence of our countries: what would become of German exports if, tomorrow,
the euro were no longer to exist or if Europe were to break up? It also, however, represents an
attempt at convergence. I will give you an example: when the Union first implemented economic
and social cohesion, Portugal’s standard of living was 50% that of the European average. Twenty
years on, it is now 80%. Social Europe is also a part of this economic and social cohesion, and this
is one of the great successes of European integration. When the time comes to discuss budgetary
perspectives, it will be important not to talk only of constraints. Moreover, economic and social
cohesion must not be reduced to the distribution of cheques. It involves cooperation and an
exchange of good practices: the virtue of bottom-up practices, experiences implemented on the
ground in order to catch up, modernise infrastructure, develop rural regions. It will be essential
for the Commission to play a kind of mentoring role, as the best of these experiences will need
to be shared with other regions. This mentality has now disappeared. And yet there are many
positive lessons to be learned from regional development policies. There are, of course, still two
institutions that work on the basis of this initial mentality, but no-one listens to them very much:
the Economic and Social Committee and the Committee of the Regions. So, before taking any
decisions, it is absolutely essential to listen and to explain. That is the spirit of democracy and a
condition of effectiveness.
Cooperation that strengthens
This is, unfortunately, the missing link in European integration. I know that, among the 27
countries, there are some that do not wish to go any further down the path of integration, but
cooperation is not integration. We are not asking for new powers to be transferred to Europe. It
is a question of countries cooperating with one another, out of a concern for the common good
and pride in belonging to a community. This missing link, and I will come back to this, can clearly
be seen in the Economic and Monetary Union. I could give other examples: energy, application
of the 20/20/20 plan, the promotion of alternative energies, infrastructure optimisation, security
of supplies and, without wishing to be controversial, let me ask if any of you are proud to see
our heads of government troop off, one after the other, to see Mr Medvedev and Mr Putin to
ask a particular favour, a key role in gas supply or transportation? We talk of foreign policy and
yet, even on this matter, which is an economic issue first and foremost, we are not capable of
speaking with one voice! I could also illustrate my point with the Copenhagen meeting and the
Community’s weak external policy. Take trade for example: we have one Commissioner who
speaks on this issue, and he cannot say just he wants, he has to speak on the basis of instructions
from the Council of Ministers. At Copenhagen, Mr Barroso should have been our spokesperson.
And yet we saw three or four heads of state flex their muscles, stating their differences. So in the
end it was the other superpowers who came to an agreement... without Europe. Before talking
about a common foreign policy, we should thus begin to apply our good practices to areas such
as energy and the environment, which are areas of common interest. Along with President Buzek,
I advocated a European Energy Community. You can be sure that objections were raised almost
immediately: ‘Not another treaty; governments are tired of them’. However, this is not a matter of
signing another treaty but of being aware of where our common interests lie and what cooperation
could offer in this regard.
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This is also the case for infrastructure and transport. Mr Maystadt was very clear on this: faster,
cheaper transport is a factor of competition. And, finally, there is higher education - I was glad
to be able to get the Erasmus programme accepted but we could go much further in the area of
education and research. In other words, cooperation involves a certain mentality, plus financial
incentives from the Union to stimulate this cooperation.
In terms of the Economic and Monetary Union, when the euro was not doing so well, some
Anglo-Saxon thinkers reasoned that there were only two possible systems: a national central
bank with a national state or a central European bank with a European government. I replied,
with evidence to support it, that no-one wanted a European government! The only alternative is
cooperation, in other words the coordination of national economic policies and joint regulation
of financial and monetary developments.
To come back to the wider budgetary debate
You have a strategic rendezvous in this regard, ladies and gentlemen of the national and European
parliaments: the European budget, or how to make good use of the public purse. Consider this
for a moment, although my example is absurd because it is too simple. Let us assume that each
country puts 100 euro extra into its national budget, and let us assume that, in another experiment,
we put 2 700 euro (27 x 100) into the Community budget. We then compare the effectiveness of
these two measures. The European budget can help to optimise the results of social and economic
measures and promote innovation. That is why we need to find additional resources. So let us
emphasise Europe’s needs, reasonable needs, and seek new sources of funding, ensuring good
management but management with an eye to the future, leaving behind national self-interest and
short-term obsessions.
As for Eurobonds, President Maystadt has already talked about these but I will do so again as
others are not of the same opinion. He made a clear distinction: I have never spoken of Eurobonds
in terms of financing or repaying national debts. Eurobonds are reserved for future expenditure:
the famous golden rule of Mr Gordon Brown. Mr Maystadt and the EIB must be congratulated
for having shown proof of financial engineering. It is possible, as he explained to us, to combine
a low European budgetary commitment, borrowing possibilities and a certain responsibility on
the part of the private sector.
In praise of differentiation
I must now come on to the specific problems of the Economic and Monetary Union. I know
that it shocks some of you to hear me talk of two Europes. I have never considered the EMU to
be the vanguard of the wider Union. However, I know that if there had not been a principle of
differentiation in Europe over the past 50 years then progress would not have been made. It is this
method that brought about Schengen and this method that led to the euro. Differentiation is a way
of enabling some countries to go further whilst respecting the general rules imposed on everyone,
the rules of the EU27. Since Europe will be enlarging again, to reject differentiation would be to
opt for a weak entity instead of a positive combination of both enlargement and deepening. The
Lisbon Treaty anticipated this differentiation: enhanced cooperation, although some countries
that have just joined us, and perhaps also some longer-standing members, do not want this. It is
not, however, a question of implementing a two-speed Europe! What do I mean by ‘weak entity’?
I mean a system focused on the single market, with ever fewer common policies. We know what
happens next, based on past experience: a lack of political will, a lack of joint purpose, each
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focusing on his own petty interests, with a good dose of protectionism and nationalism and a nod
to populism thrown in. It will be decadence, gilded to begin with, but then what?
The euro, the key to our destiny
First of all, although it is never pleasant to quote oneself, there was economic and monetary
balance in the Delors Committee report. Eight years on from this report, it was decided to focus
only on the monetary side of things. In 1997 I proposed an economic policy coordination pact
that was not accepted. One day someone will explain why, because the faults are far more widely
shared among the actors of that time than you might think. This defective integration meant that
the euro protected us until 2008, but it did not provide any stimulation. It even protected the
foolish acts of some countries. Imagine: for five years countries became indebted, their banks spent
extravagantly, and no-one lifted a finger in the eurozone Council of Ministers. It was pathetic.
If we had had this economic pillar, such financial instability would have been highlighted and
overcome. Nevertheless, we must not forget that, up until 2007, i.e. before the financial tsunami,
the euro’s results were good: 2.25% annual growth, 15 million new jobs, and a eurozone investment
rate higher than in any previous year (you have to go back to 1990 to find a similar figure).
The financial crisis turned this trend on its head, but it also pulled us up short. You hear talk
of economic government, but it is not an expression that people like. This turn of phrase was
condemned because ‘economic government’ implies, in the minds of some Member States, that
their central bank would no longer be independent. It is to avoid such misunderstandings that
I have never used this expression. I proposed an ‘economic policy coordination pact’, which is
not the same thing. Now the talk is of economic governance, this is the new buzz phrase. The
reasons for this are the diversity of situations and the distribution of powers. In producing this
euro pact, we need to be extremely vigilant. When two countries met at Deauville, they had every
right to dream. Take the example of salary indexation: there are two countries that implement
salary indexation, Belgium and Luxembourg. Do you think that these two countries are doing
worse than the others? I am certainly not going to try to convince you that the only criterion of
competitiveness will be the unit cost of labour; look at the works of Professor Kruger, winner of
the Nobel Prize for Economics, in which he explains the broad parameters of international trade,
and you will see that the unit cost of labour is not the only measure to take into consideration
when considering competitiveness.
A minimum level of fiscal harmonisation is, moreover, essential. The Irish should know. They
were showered with economic and social cohesion loans, and I was active in this regard. But I ask
you this: can we live in an Economic and Monetary Union, that is, a grouping in which a common
currency confers rights and duties on us, without a minimum of fiscal and social harmonisation?
Is it not the condition that will ensure, by means of a euro that stimulates it, that the Economic
and Monetary Union obtains the greatest success in terms of sustainable development, jobs and
social progress?
A market guarantee is required and progress has been made. A permanent financial stability fund
is going to be created and, at the risk of shocking you, I am a supporter of the German theory:
if any difficulties arise within this financial stability fund, we must ensure that it is not only the
institutions and taxpayers that take responsibility but also the private creditors. We cannot accept
a system in which some will never have to make a contribution but could, at any moment, put us
in a difficult situation.
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Finally, the Economic and Monetary Union requires a contingency fund in order to get the best
out of economic policy. During periods of impending recession, we can endeavour to mitigate
the consequences and the effects. In cases of overheating, however, we can focus on easing the
tensions.
This is what is needed. It is a question of finding rules that will enable us both to curb speculation and
respond to investor expectations. It is a question of moving towards coordinated macroeconomic
management in the medium term. I never believed in the Lisbon strategy, for one reason: there
was no realistic way of implementing it. From a wider perspective, higher education reform,
pension adaptation, social security system adaptation, improved employment policies: all of these
can only be successful in the long term. Within the Euro Plus Pact, which I am not happy with as
it currently stands but which can be perfected, some want automatic sanctions while others want
this to come from the Council of Ministers, i.e. a collective decision. I am undecided on this point,
given that the criteria are not yet finally established.
And so you see why, when talking about the EU27, I wanted to focus on the EMU17. It is not
a vanguard but it is my belief that if the euro fails, the European project, the European dream
will be as good as dead. There is one simple reason for this: in the world as it stands, with all
its environmental, technological, demographic and geopolitical challenges, Europe has only two
options: survival or decline...
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EXECUTIVE SUMMARY
The aim of the study is to provide advice on the importance and impact of the EU
decision-making structures on the final policy and market outcome. As a consequence,
the study assesses, on the basis of a counterfactual analysis, the consequences of
insufficient and delayed coordination. The study uses an empirical political economy
approach: it is facts- and data-based, but does not engage in economic modelling in
view of the complexity of the subject matter as well as the brevity of time for drafting
(January-April 2010).
The benchmark for this analysis is essentially: What might have been different, if
•

the EU had a perfectly coordinated and efficient decision making mechanism

•

the national recovery packages had been better coordinated,

•

there had been a larger EU dimension to recovery plans.

The areas to be covered are (1) growth and unemployment: actual vs. potential, (2)
public finances (deficits, debts, degree of co-ordination), (3) floating currencies vs.
monetary union, (4) loss of EU competitiveness versus the global economy, and (5)
competitive distortions within the internal market.

The cost of non-Europe in the crisis
Preceded by turbulence in the financial markets starting in 2007, the economic crisis
manifested itself on growth and employment in the second half of 2008. The crisis is
among the worst experienced by EU countries since the Second World War. A key
question is whether lack of co-ordinated economic policy-making within the EU has
added to its severity. This report presents some basic findings pertaining to the two
potential phases that lack of co-ordination in policy-making may apply to namely (1)
preventing the crisis in the first place and (2) mitigating and controlling the crisis once it
started to manifest itself.
Prevention
Prevention policies have almost by definition failed. There is a substantial consensus on
the origin of the crisis. While the financial crisis was the trigger, the root cause has been
a combination of a long period of overly expansionary macroeconomic policies in a
number of countries in conjunction with a financial system that, encouraged by lax
monetary policies as well as inadequate financial supervision, led to rapid expansion of
credit to households, firms and, ultimately Member States, that could ill afford it.
Macroeconomic policies
The EU countries that have seen the largest setbacks in economic activity (Spain,
Ireland, the Baltic countries, Greece and Portugal) are also the countries that in the
period up to the crisis recorded increasing imbalances in their economies through high
wage inflation, real estate bubbles and increasing current account deficits. While there
has been some complacency in recognising the risks that this represented to the
individual countries as well as to the EU as a whole, it is fair to say that a number of
high quality private and public economic institutions provided substantial warnings
several years in advance of the crisis.
The cost of non-prevention may amount to a staggering accumulated output loss of
20%-25% of EU GDP over the next 5-7 years. There is strong evidence from previous
episodes of larger setbacks in economic activity that economies only slowly recover from
economic crisis resulting from weakened financial systems and overspending in the
private sector:
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Firms and households with stretched balance sheets need long periods of consolidation;
economic resources need to shift from declining sectors such as construction into sectors
that can provide a more balanced growth, and some of the investment from the boom
years may to a certain extent be underutilised or even discarded.
Moreover, the unemployed lose skills from extended periods of non-activity. Based upon
these experiences, a recent OECD study concludes that economic activity in the EU (and
other OECD countries) may only fully recover in 2017, implying a long period of
underutilisation of economic resources, equivalent to the numbers referred to above1.
The non-prevention has a clear and common EU dimension in terms of failed common
policies.
The essential instrument for monitoring and supervising national
macroeconomic policies within the EU is the so-called “Stability and Growth pact”, which
commits all EU countries to submit yearly convergence programmes for vetting at the
EU level. While these programmes are discussed intensively by the (ECOFIN) Council
and often lead to clear policy recommendations to take corrective action,
implementation is in the hands of national governments. Provisions allowing for
sanctions in the case of “excessive deficits” do exist. However, these have never been
used; and no mechanisms exist for stopping a country from running overheated
economies that subsequently leads to major budgetary problems (as in Ireland and
Spain).
Financial systems
Financial regulation and supervision has also been found lacking. The rules governing
the amount of capital that banks most hold as a reserve when financing loans have
arguably been too lenient: The underlying risk of providing financing to households
(including mortgages) and firms (including real estate) have been underestimated. This
has been compounded by the rating agencies who, by classifying inherently risky
investments as relatively low-risk activities, allowed banks to undermine the strength of
their balance sheets relative to the risks they undertook. While these rules are set at a
global level – by the activities of the Bank of International Settlements (BIS) in Basel
and its regulating committees – the EU as a whole has been involved in defining EU
positions in the area and implementing its recommendations by way of directives etc. in
national law.
The fragmented nature of the supervision of financial regulation – with national
authorities largely in charge – has also failed to deal with the increasingly cross-border
nature of banking. This has particularly been a problem for some of the EU’s smaller
economies such as Ireland, the Baltic countries and other of the new Member States of
the community. These countries relied extensively on financing from non-domestic
banks during the upswing, in some cases with lending concentrated among a few foreign
banks. Once the crisis emerged, the parent company banks experienced large losses on
their positions, and substantially cut back on their new lending activities in their foreign
operations, which strengthened the economic problems that these countries faced in
terms of access to credit.
Arguably, this problem has been compounded by the fact that under current EU rules it
is the supervisory agency in the country of the parent company which has the task of
overseeing the risks that such banks undertake globally. The past few years show this
task was beyond their effective capacity. Iceland, while outside the EU, is the ultimate
test case of the problems associated with the current set-up.
All in all, it is difficult to escape the conclusion that the instruments that the EU has put
in place to ensure stable growth and financial stability failed to prevent a major
economic crisis.
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Mitigation and control
We find that over all, the EU's mitigation and control of the crisis has been a relative
success. However, we also identify a number of weak spots, largely resulting from the
institutional set-up.
While the crisis was detected quite late (in fact not until late 2008 as output started to
drop), the EU and its Member States were relatively quick in adopting measures to
underpin economic activities. The ECB has adopted a policy of very low interest rates as
well as massive direct market interventions to provide liquidity to financial institutions.
In line with conclusions drawn at the European Council in March 2009, Member States
had already in 2009 adopted fiscal stimulus packages to an estimated tune of 2% to 4%
of GDP for 2009 and 2010 as a whole for roughly 10 EU countries, while also largely
letting automatic stabilisers work for most countries. The overall size of macroeconomic
policy support has arguably been stronger than in earlier crises, e.g. in the early 1990s
and early 1980s. It has, however, as a whole been smaller than in the US where the
crisis is at least as severe. In any case, some ballpark estimates suggest that even
substantially higher stimulus packages would still have implied substantial losses of
output. Moreover, given the dire state of public finances in a number of EU countries,
sizeable additional fiscal loosening carries a risk of backfiring due to the risk of higher
interest rates moving forward.
Some issues have been raised both concerning the content of the fiscal stimulus
packages as well as the burden sharing between EU countries.
As regards content, measures have been directed towards activities that had the largest
effect within the country itself. The financial incentives to replace old cars with new cars
in car producing countries are one example. At least in theory, a more common
approach, recognising that Member States could benefit from support activities both in
their own, other EU countries as well as the global level, might have produced fewer
support mechanisms directed at individual industries. However, it would be difficult to
state that this could have produced much better results than those in place. The
structure of fiscal policies is very much a national prerogative and more co-ordination of
content before action would, without a shred of doubt, had postponed effective action.
The burden sharing of supporting the EU economy is a more delicate issue. The debate
has very much been centred around whether countries such as Germany with
substantial current account surpluses should do more to boost demand, thereby allowing
other countries with substantial current account deficits such as Spain to export
themselves out of the crisis. The response to this view has at least three elements. The
first element is that it was not lack of demand from German consumers that led to
overheating in other countries in the boom years: More external demand would just
have led to more overheating. The second element is that Germany’s fiscal position
might be less dire than others within the EU, but deficits are above levels consistent with
long term sustainability. Therefore, any serious stimuli going forward would need to be
consistent with fiscal consolidation. The third element is that rich countries with ageing
populations such as Germany and a number of other EU countries should naturally be
more inclined to run current account surpluses building up financial assets that can
provide good returns to its citizens when they retire in the decades to come.
Dealing with countries facing severe economic problems and emerging problems with
financing high debt and deficits burdens have arguably proven the most difficult for the
EU to handle during the crisis. Within the euro zone, the EU treaty specifically prevents
bailout of individual countries and there are neither other pre-arranged schemes for
dealing with countries in such troubles. This is no incident but follows from the fact that
the EU – at least as practice has shown – so far has had few instruments to prevent
countries from building up non-sustainable budget positions. Hence, effective sanctions
largely have to be delivered by financial markets.
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The European Council adopted in May 2010 a support package to provide support to
countries facing very costly conditions in debt markets. The implementation of that
package has yet to take place, implying a combination of IMF assistance and bilateral
loans from Member States, all conditional on continued budgetary vigilance by Greek
authorities. The lack of a more transparent ex ante framework for crisis resolution is
likely to have entailed some costs on all the parties: Partly by delaying the required
adjustment in the countries facing problems, partly by delaying the implementation of
support packages. Determining these costs is however a very difficult task. Moreover,
we conclude that the verdict is out about the long term consequences. If Greece and
others countries get back on track and regain financial market confidence, then the
package is a successful story about EU solidarity as a counterpart to national
responsibility and ability to deliver. If not, then the EU will again in 2-3 years face a
situation where it will have to choose between providing financial support to countries
with chronic fiscal problems or accept debt rescheduling of a member of the euro zone.
Finally, we would point to two internal market issues related to crisis management. First,
the rescue packages for banks were very much organised around national lines with
each Member State providing assistance to financial institutions legally headquartered
within its own national boundaries. The same applies to the massive expansion of the
coverage of deposit insurance schemes and provision of bank guarantees. As regards
the latter, there is some evidence that the pricing of such guarantees have been
distorted and created risks of uneven conditions for competition. The very national
approach stems from the fact that there was no prior institutional framework for dealing
with such problems and, arguably, that the EU Commission has been relatively lenient in
accepting guarantee schemes that had distortional elements.
Second, rescue actions in the auto industry have also evolved along national lines, and
with conditions attached to loan guarantees which apparently provided incentives to
favour production in the country providing the financial support.
However, it would be very difficult to say that either of these two issues in any way has
had a major impact on real economic activities to the degree that it has significantly
affected overall activity levels within the EU or individual countries.
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1. SCALE OF CRISIS AND POTENTIAL BENEFITS OF COOPERATION
Reviewing the scale of and policy response to this crisis, it is worth comparing it to
earlier set-backs in global economic activity cf. Figure 1. The lines in the figure represent
the level of economic activity (GDP) relative to its potential level in the countries forming
(most of) the present EU as well as US. When the line is below 0, it indicates that actual
economic activity is below potential or trend output levels. The figure suggests that over
the last 100 years, there have been four earlier substantial recessions namely:
•

The post 1929 crash.

•

In 1957-58 following the Korean War.

•

The first and second oil crises in early and late 1970s.

•

The set-back in the early 1990s following the German unification.

The present crisis is beyond doubt less severe than the one following the 1929 crash,
but at level with some of the worst post II world war recessions. For both the US and
EU, actual output is roughly 3% below its trend level, at level with the early 1990 crisis.
However, it is far from the catastrophic set back of the 1930s for either of these two
regions. The same picture emerges if we look at the global level:1 Industrial production
fell by 13% from mid-2008 to mid-2009 with half of that loss remaining. That can be
contrasted with a fall in industrial production by 2/3 in the three years after the mid1929 crash.
Figure 1: Historic output gaps for EU14 and USA, 1920-2011

Notes: EU14 is Austria, Belgium, Denmark, Finland, France, Germany, Greece, Ireland, Italy, Netherlands,
Portugal, Spain, Sweden and United Kingdom. The HP gap is the difference between GDP and potential GDP,
which is defined as the trend from imposing a HP-filter. In the figure, the HP gap is shown as a percentage of
potential GDP. From 1920 to 1991, historic Maddison data is used. Data from OECD is used from 1992.
Sources: Copenhagen Economics based on Maddison, OECD (2009b), and OECD (2008).

The severity of the crisis raises a basic question, namely whether lack of collective action
by the EU has added to the costs of this crisis in the two phases of the crises
•

Prevention, i.e. avoiding the build-up of imbalances.

•

Control and mitigation, i.e. reducing the adverse immediate impact on
employment and growth.

We will interpret “non-Europe action” in two dimensions.

1

Almunia, Bénétrix, Eichengreen, O’Rourke and Rua (2009).
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The first dimension is the failure to insure that the costs and benefits of national action
were aligned with the interest of the community as a whole. This the classical case of
spill-overs: A country may implement policies that create costs for other countries if
they do not bear the full costs (“negative spill-overs”) or fail to implement policies
because the benefits partly accrue to other countries and hence may attain low national
priority (“positive spill-overs”). We will discuss spill-overs mainly in the context of the
Stability and Growth pact and co-ordination of macroeconomic policies, primarily fiscal
policy, in the course of the two phases of the crisis.
The second dimension is the failure to put in place and use instruments that recognised
the necessity of an active, direct EU regulatory role to ensure stable growth and sound
risk management within and across borders in the financial system. The argument here
is not so much that the interests of the individual state and the EU as a whole may
differ, but that the activity to be regulated has an inherent EU dimension. The prime
example in the crisis has been the regulation and supervision of large financial
institutions with assets and liabilities in many individual EU Member States. This is a
classical case of the economics of “scale and scope”.
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2. PREVENTION
2.1.

Mixed picture of prescience up to the crisis

Preventive action requires early identification of risks. Hence, a key issue in terms of
prevention is whether the risks of a crisis were sufficiently understood prior to the crisis
and could have been addressed. Basically, we saw the crisis manifest itself by a sharp
deceleration of growth during 2008 turning into negative growth in 2009 for both the EU
and USA, cf. Figure 2. Annualised quarterly growth rates turned from plus 2% in early
2008 to below minus 3% by mid-2008, but have since rebounded sharply.
Figure 2: Real GDP growth in EU and USA, 2007-2009

Notes: Definition of Recession: 2 consecutive quarters of negative GDP-growth
Sources: Eurostat and Trading Economics (2010).

Even though the recession in the real economy started in late 2008, the crisis in the
financial markets that preceded the recession can be traced back to at least the third
quarter of 2007. The subprime crisis emerged in the US in early 2007 represented by an
increased number of bankruptcy filings from subprime lenders. In August 2007 the
interbank markets tightened considerably1 after which Northern Rock, a medium-sized
British bank, exposed the crisis when it was forced to approach the Bank of England for
financial assistance in September 2007. Although the financial markets experienced
crisis roughly a year before the real economy, the peak of the financial market crisis can
be argued to be aligned with the recession in the real economy. Not only did indicators
of European financial distress peak in the second half of 2008,2 that period also saw the
most prominent collection of victims of the financial crisis in the form of failures or takeovers (Lehman Brothers, AIG, Fannie Mae, Freddie Mac etc.).
The picture is mixed with regards to the ability of policy-makers and other institutions to
foresee the crisis. On the one hand, there were numerous warnings about financial
instability and problems emerging from high-quality and well-respected institutions inter
alia:
•

US Federal Reserve: Warned of risks posed by sub-prime mortgages in 2001.3

•

BIS: Warned that main stream forecast was too sanguine about underlying
imbalances in 2006,4 and of serious imbalances in the financial sector with
increasing downside risks for the real economy in early 2007.5

•

OECD: Warned about risks associated to falling house price rises in 20061 and
2007.2

1
The spread between the overnight interest swap (OIS) rate and the euro interbank offered rate (EURIBOR),
commonly applied as a measure of financial market distress, increased from roughly 10 basis points to 60
basis points over a few days in mid-August 2007, cf. ECB (2010), p. 2.
2
The spread between the OIS rate and the EURIBOR peaked at nearly 200 basis points in early October 2008,
cf. ECB (2010), p. 2.
3
FED(2001).
4
BIS (2006).
5
BIS (2007).
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On the other hand, there was optimism just before the crisis erupted, in particular from
G7 declarations as late as in mid-2007. They expressed confidence about robust,
sustained economic growth becoming more balanced and enhanced by the sophistication
of the financial sector cf. Table 1. Only from mid-2008, essentially after the beginning of
the crisis, were concerns expressed about the world economy facing “headwinds”.

Table 1: G7 and G8 statements on the global economy, 2007-2009
Institution

Date

G7 finance ministers
and
central
bank
governors

2009-10

G8 Finance Ministers
G7 finance ministers
and
central
bank
governors

2009-06

G8 Finance Ministers
G7 Finance Ministers
and
Central
Bank
Governors

2008-06

2009-02

2007-04

G7 Finance Ministers
and
Central
Bank
Governors

2007-04

G7 Finance Ministers
and
Central
Bank
Governors

2007-04

Statement
"signs of a global economic recovery ", "the prospects for
growth remain fragile "
"ongoing global economic and financial crisis", "the situation
remains uncertain and significant risks remain to economic and
financial stability"
"ongoing and severe global economic downturn and financial
turmoil", "This crisis has highlighted fundamental weaknesses in
the international financial system ",
"the world economy [...] now faces headwinds", "the world
economy continues to face uncertainty", "recent financial
turmoil has revealed the risks posed to the financial system",
"global economy is having its strongest sustained expansion in
more than 30 years and is becoming more balanced", "to help
ensure the global economic expansion remains robust",
"recent developments in global financial markets, including
hedge funds, which along with the emergence of advanced
financial techniques such as credit derivatives, have contributed
significantly to the efficiency of the financial system.",
"initiatives focused on issues around private pools of capital
intended to strengthen market discipline, risk management,
market infrastructure, information and valuation practices, are
essential contributions to global financial stability"

Source: Copenhagen Economics.

Moreover, whatever the concerns expressed the EU Commission, OECD and IMF were far
off in their optimism for growth relative to how the situation unfolded subsequently. As
late as in 2008, all these institutions provided forecasts of steady growth for the EU and
USA, with an accumulated difference in actual and projected levels of GDP of 4% by the
end of 2009 for the EU and somewhat less for the US, cf.
Figure 3.

1
2

OECD (2006a).
OECD (2007).
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Figure 3: GDP estimates for EU and USA from the first half of 2008
Panel a: EU

Panel b:USA

Notes: The GDP level is indexed such that 100 is the level at the end of 2007. The OECD estimates for the EU
covers only the euro area.
Sources: European Commission (2008), OECD (2008), IMF World Economic Outlook database from April 2008
and the OECD Economic Outlook 86 Database.

2.2. Severity of crisis linked to major prior clearly observable
imbalances
In the study, we have divided the EU countries into five groups based on performance as
well as structural and geographical features. The five country groups can be seen in
Table 2.
Table 2: Five groups of EU countries
”Misery Euro Area”
Baltic countries
Rest of Euro Area
UK, Sweden
Rest of Eastern Europe

Ireland, Spain, Greece, Portugal
Estonia, Latvia, Lithuania
Belgium, Germany, France, Italy, Cyprus, Luxembourg, Malta,
Netherlands, Austria, Slovenia, Slovakia, Finland, Denmark
UK, Sweden
Bulgaria, Czech Republic, Hungary, Poland, Romania

Notes: Denmark is included among the euro countries as its currency is pegged to the euro.
Source: Copenhagen Economics.

Of these five groups, by far the worst hit countries are what we have called the “Misery
Euro Area” and the Baltic countries cf. Figure 5. These two regions are characterised by
massive increases in unemployment rates of 9 to 13 percentage points and nearly no
growth in the period 2007 to 2010. These two groups of countries have performed far
worse than the rest of the EU. The countries with floating exchange regimes, UK and
Sweden, have had a performance that is marginally worse than the “Rest of Euro Area”
while the “Rest of Eastern Europe” on average has performed relatively well (though
concealing large internal differences).
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Figure 5: Accumulated increase in growth and unemployment rates in EU,
2007-2010

Notes: The accumulated growth and the unemployment figures for the country groups are calculated by
weighing the individual country figures by the countries’ GDP in 2007.
Sources: Copenhagen Economics based on European Commission (2009b) and Eurostat.

The countries with the worst macro performance under the crisis also exhibited
increasing signals of domestic imbalances well before the crisis. There were substantial
increases in net foreign lending as a result of strong domestic demand (private
consumption and real estate). Moreover, well above average wage inflations were
crowding out trade-exposed activities. In addition, there were substantial financial
market imbalances (real estate bubble, growing bank sector exposure). Two of these
potential imbalances, wage inflation and differences in current account balances, are
presented for the five groups of EU countries in Figure 5.
Figure 6: Average wage inflation and current account difference in EU

Notes: The figures for the country groups are calculated by weighing the individual country figures by the
countries’ GDP in 2007.
Sources: Copenhagen Economics based on European Commission (2009b) and Eurostat.

2.3.

Lax monetary policy contributed to the build-up of the crisis

Real short term interest rates have been exceptionally low for nearly 10 years in the US
and most of the EU. There is a relative well-developed economic consensus that
monetary policy should keep inflation rates below some target and maintain output
levels that are consistent with stable inflation. Following the crisis there has been an
extensive discussion on whether central banks should also keep a more direct eye on
financial bubbles, e.g. by raising short term interest rates, even when inflation is stable,
to calm the financial markets. We will not go into a comprehensive debate on this issue
but rather observe that based upon a relatively simple application of such rules, we
suggest that short term policy rates have been 1-2 percentage points too low in the EU,
and more in the US cf. Figure 7.
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The verdict of too loose monetary policies has been confirmed by more scientific
research in particular for the US, 1 but also for ECB. 2, 3 When including the financial
market argument in the assessment, the verdict of too loose monetary policy that
generated strong growth and indeed fuelled the financial imbalances becomes even
stronger.
Figure 7: Taylor rule recommendations in euro area and USA, 2000-2009
Panel a: Euro area

Panel b: USA

Notes: Panel a compares the actual nominal official ECB refi rates with the Taylor rule recommendation for the
euro area. Panel B compares the actual nominal federal funds rates with the Taylor rule recommendation for
the USA. In the Taylor rule calculations, both the inflation correction parameter and the output correction
parameter are set to 0.5, while the equilibrium real interest rate is set to 1%. The applied inflation rates are
annual average rates of change in Harmonized Indices of Consumer Prices (HICPs). For the USA the inflation
target is assumed to be 2%.
Sources: Output gap: AMECO database. Inflation target: ECB. Inflation: Eurostat. Refi rates for ECB:
Eurostat. Federal funds rates: Federal Reserve Statistical Release.

With monetary policies on the loose side, fiscal policies should have leaned somewhat in
the other direction in the period leading up to the crisis but they did not. Indeed,
underlying fiscal positions before the crisis were not impressive in view of output levels
often being above potential (cf. Figure 1), long term pressures from ageing populations,
and the need to keep room for manoeuvre for a rainy day which soon materialized.
Thus, most of the EU entered the recession with deficits cf. Figure 9.

Figure 7: General government financial balances in EU, 2000-2008
Panel a: Country groups

Panel b: Countries in Misery Euro Group
compared to EU average

Notes: The graphs depict the actual general government balances in selected countries.
Source: Eurostat.

1
2
3

For example ECB (2007) and Taylor (2009).
Kool (2005).
Sauer and Sturm (2003).
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The budget situation was in reality unsatisfactory before going into the crisis in all the
countries in the Misery Euro Area that subsequently faced severe economic problems.
Countries either already had sustained major structural deficits (Greece and Portugal),
cf. Figure 7 panel b, or had apparent structural surpluses masking exceptionally high
returns from taxes on consumption, indirect taxes and corporate taxes (Spain, Ireland
as well as the UK) that were reversed when the economy deteriorated, cf. Figure 8.
There is substantial recent research confirming that prior budget positions were inflated
by non-sustainable income associated with the asset bubble. In the case of Ireland,
there is evidence of the housing bubble inflating VAT and other indirect taxes, as well as
equity prices positively affecting personal income taxes.1 The problem with these types
of correlations is that extra income of a purely temporary nature will appear permanent
if not properly accounted for. This may in turn stimulate an expenditure relaxation that
will aggravate the fiscal position when the economic cycle turns.2
Figure 9: Selected tax income in UK, Spain and Ireland, 2000-2011

Notes: The graphs depict the sum of indirect taxes, capital tax and transfer receipts and direct tax on
business in percent of GDP.
Sources: OECD Economic Outlook 86 database.

Moreover, financial regulation and supervision had shown shortcomings.3
It did not detect failing financial risk management within financial firms, leading to
overstretched balance sheets and poor asset quality. It also had problems coping with
banks using more complex instruments. The capital requirements in Basel II placed
different asset classes with substantially different risks too much in the same class,
driving banks towards holding more of the riskier assets in a race for higher (expected)
returns without having to increase their capital base.
Cross-country banking ”exposure” an issue for some regions
Importantly in the context of this study, cross-country banking and “exposure” proved
to be an issue in the EU. This was especially the case for some of EU’s smaller
economies such as Ireland, the Baltic countries and other of the new Member States.
Research has shown that high inflows of funds from non-domestic banks can be
problematic which was exactly what happened in the aforementioned countries. Some of
the findings in the research are that:
•

Foreign banks in new Member States increasingly finance their local lending by
loans from their parent banks rather than local deposits.4

1

Cf. IMF (2010). Similar points are made in ECB (2009) that provides more general evidence that fiscal
policies have tended to strengthen rather than dampen fluctuations in economic activity.
Cf. IMF (2010).
3
Policy assessments post crisis are uniform in underlining these points. One example is OECD (2009c).
4
IMF (2008).
2
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•

Some new Member States were reliant on a relatively concentrated group of
banks in Germany, Austria and Sweden: If these banks faced serious problems,
credit contraction would become an issue somewhat beyond their control which
turns out to be a factor in the crisis.1

•

High reliance on short term finance rather than long term funding placed
countries such as Ireland and Baltic countries at risk.

2.4.

Triggering factors as opposed to underlying causes

While the defaults in the American subprime market and the ensuing turmoil in the
financial markets certainly played a role in the crisis, they should probably be viewed as
contributing factors rather than underlying causes. If the American subprime crisis was
an underlying cause one should expect that more integration with the USA would result
in a worse recession during the crisis. A simple comparison of EU’s and Canada’s
integration with USA and their performance during the crisis suggests that this was not
the case.
Table 3 shows the two areas’ trade with the USA (indicator of economic integration) and
amount of domestic banks’ outstanding claims vis-à-vis USA (indicator of financial
integration) in 2008. In 2008, Canada had trade with the US corresponding to 41.8% of
GDP while the EU only had trade with the US corresponding to 3.5% of GDP, i.e. Canada
had more than 10 times as much trade with the US in relative terms. When it comes to
outstanding claims of domestic banks from the US, Canada also has a higher level than
the EU, cf. Table 3.

Table 3: Indicators of EU’s and Canada’s economic integration with USA in 2008
Trade with USA
(pct. of GDP)
EU
Canada

3.5%
41.8%

Outstanding claims of domestic banks vis-a-vis
USA (pct. of GDP)
28.5%
31.4%

Note: The outstanding claims are the claims as of March 2008. The trade figures are converted into USD using
the EUR/USD-exchange rate of 01/01/2008.The consolidated banking statistics report banks’ on-balance sheet
financial claims (i.e. contractual lending) vis-à-vis the rest of the world and provide a measure of the risk
exposures of lenders’ national banking systems. The data cover contractual (immediate borrower) and ultimate
risk lending by the head office and all its branches and subsidiaries on a worldwide consolidated basis, net of
inter-office accounts. Reporting of lending in this way allows the allocation of claims to the bank entity that
would bear the losses as a result of default by borrowers.
Sources:
Trade:
European
Commission
trade
statistics
with
Canada,
http://trade.ec.europa.eu/doclib/html/113363.htm. Outstanding claims: BIS, consolidated banking statistics.
GDP: World Bank, World Development indicators database

1

IMF (2009a).
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It thus appears that Canada is more integrated with the US than the EU. Yet, during the
crisis, Canada performed better than the EU both in terms of GDP growth and
unemployment.1 A likely explanation for the paradox is that the EU, and especially the
Misery Euro Area, had built up imbalances in the years leading up to the crisis which
they suffered from when turmoil arose in the financial markets. When going into the
crisis, Canada had a public surplus, one-digit yearly percentage increases in real house
prices and a stable current account surplus. 2 Moreover, the high quality of financial
regulation and supervision in Canada implied that its banks had low levels of “toxic
assets” (i.e. high risk positions) in the US and domestically relative to a number of other
advanced economies including in the EU. In sum, both macro and financial sector
policies put Canada in a good position to weather the crisis.3 These facts held true only
for very few European countries when the crisis erupted.

2.5. Comparable crises generally led to long term economic
losses
Historical evidence suggests that large output losses after a crisis are not regained
quickly due to several factors. Persons being unemployed over extended periods – a
situation difficult to avoid with much higher levels of unemployment – will loose some of
their job relevant skills. Significant amounts of the investment that have been
channelled into inter alia the construction sector; may stay idle or be used at less than
full capacity as economic activity is shifted elsewhere. Empirical evidence suggests that
it may take 5-7 years to get close to former levels of employment.
As a result, the crisis may imply a net loss of 20%-25% of GDP. The losses dwarf the
gain of output that was derived by running somewhat above normal capacity levels prior
to crisis. Based upon such an analysis, OECD has projected a very weak recovery to full
utilization of full economic resources in the EU up to 2017 with a long period of
substantial difference between potential and actual activity. This difference is presented
as the area termed “lost output” in Figure 9 below. This area represents a total loss of
nearly 20% of potential GDP in the period from 2008 to 2017. Shortly before the crisis
erupted, from 2005 to 2008 the EU benefitted from producing above capacity as
illustrated by the “Gained output” in Figure 9. Finally, there is a loss of out from the drop
in potential GDP caused by the crisis, as represented by “Lost potential output” in Figure
9.

1

In the period 2008-2010, the euro area’s accumulated real GDP growth was -2.6% while the corresponding
for Canada was -0.3%. The euro area’s unemployment dropped 3.1% while Canada’s dropped 2.6% during the
period. Furthermore, Canada’s situation in terms of unemployment and GDP is projected to improve much
faster than the euro area’s: In 2011 Canada is expected to have 3.0% growth in real GDP and a drop in
unemployment of 0.6% compared to 2010, cf. OECD (2009b).
2
Cf. OECD (2009b). Other contributing factors to Canada’s moderate recession were strict capital
requirements for banks and requirements of default insurance for house owners with high mortgaging.
3
See for example IMF Article IV staff report on Canada (2009a).
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Figure 9: Gained and Lost output in EU, 2000-2017

Notes: EU includes EU15 and Poland. Lost potential output is the difference between medium term potential
growth forecasts from OECD (2008) and OECD (2009b). Lost/gained output is the difference between potential
GDP and actual/forecasted GDP.
Sources: OECD (2008) and OECD (2009b).

The loss is likely to be very unevenly spread over EU countries. For the Misery Euro
Area, it will average almost 4% of GDP per year for the period 2009 to 2017, while being
substantially smaller for the rest of euro zone, cf. Table 4.

Table 4: Annual loss of output relative to trend in EU, in per cent of GDP, 20052017
Country group
Misery Euro Area
Rest of Euro Area
UK, Sweden
Rest of Eastern Europe
EU

Total
-49.3
-20.8
-26.0
-18.2
-26.0

Average
-3.9
-1.6
-2.0
-1.4
-2.0

Note: As Baltic countries are not members of OECD they are not included in the analysis. Potential and actual
calculated according to Appendix 1.A1 in OECD (2009b). Output gain is calculated as accumulated output gap
from 2000 to 2008.
Source: OECD (2008) and OECD (2009b).

In addition to prospective serious losses of output, EU Member States will face higher
costs from government debt. All country groups had slightly lower public debt in 2007
than forecasted, but all have since experienced significant increases in their debt
estimates for 2011. Especially UK and the Misery Euro Area are projected to have
massive increases in public debt compared to previous estimates, cf. Table 5. A simple
calculation indicates that the social costs of increased public debt are in the range 0.1%0.4% of GDP annually. They represent the costs associated with the need for higher tax
rates to cover the debt burden and the adverse affect on labour supply that it will cause.
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Table 5: Lost welfare due to higher debt levels in EU, in per cent of GDP

Country group
Misery Euro Area
Rest of Euro Area
UK, Sweden
Rest of Eastern Europe
EU

Increase in expected debt
ratios in 2011 due to financial
crisis
38
18
36
14
23

Social cost of increased
public debt from 2011 and
onwards
0.4
0.2
0.4
0.1
0.2

Notes: The increase in expected debt in 2011 is calculated as the difference between the debt estimates made
by OECD in 2006 (OECD (2006b)) and 2009 (OECD (2009b)) for the year 2011. The estimates for 2011 made
in 2006 represent a linear interpolation of the debt estimates in 2007 and 2012. The debt levels for the
country groups are weighted with individual countries GDP. The calculation of the social cost of increased
public debt from 2011 and onwards assumes an interest rate of 5% and a marginal cost of public funds of
20%. It is calculated as (the difference in debt in 2011)*0,05*0,2. Some countries are not included in the
OECD estimates and are thus excluded from the calculation. These include: Cyprus, Malta, Slovenia, Slovakia,
Bulgaria, Romania and the Baltic countries.
Sources: OECD (2006b), OECD (2009b) and Eurostat.

2.6.

Prevention; overall evaluation

The Stability and Growth Pact
The Stability and Growth Pact is likely to be the most important preventive arm of the
EU’s macroeconomic policies. It focuses in practice on preventing EU countries from
running excessive deficits, hence undermining the common EU economy. Members of
the euro zone are subject to stricter requirements as well as potential sanctions.
The Stability and Growth pact requires the countries to have an annual government
deficit of no higher than 3% and a debt of less than 60% of GDP. Once a breach of the
pact is identified the Commission will issue recommendations to the country in question.
If the country does not take proper action to correct the breach the Commission has
authority to issue formal notices and sanctions in the form of a requirement of a noninterest bearing deposit or a fine to Member States of the euro zone. On the contrary,
the Commission can only issue recommendations to Member States that have not joined
the euro.1
Clearly, the Stability and Growth Pact has been insufficient in practice. Countries ran
budget positions that were non sustainable and provided insufficient or no cushion for a
situation of crisis. It has probably also suffered from being too focused on actual deficit
situations rather than mounting risks, leaving the EU Commission and ECOFIN with little
room for providing strong guidance, or at the limit sanctions, for countries with actual
surpluses but mounting imbalances. However, the malfunctioning may be attributed as
much to the implementation of it as to badly designed rules. There is an argument for
saying that the escalation of the Greek debt problem occurred partly because the
ECOFIN was too passive and did not insist on better auditing of public finance figures
that were clearly not aligned with reality.2

1
2

Cf. EU Council (1997).
Pisani and Sapir (2010).
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The Stability and Growth Pact derives its fundamental objective very much from the first
dimension of the cost of non-Europe, the prevention of negative spill-over effects. Both
types of breaches of the Stability and Growth Pact run the risk of increasing interest
rates in the long term for the area as a whole. If Member States are prevented from
building up non-sustainable debt positions then the risk of default should not arise.
Hence, there is less risk that other Member States at a certain point will have to step in
and provide assistance to a country facing the rising solvency risks as perceived by the
financial markets.
This is of course precisely the position the EU has been placed in now as the result of the
poor functioning of the Stability and Growth Pact.
There are presently a number of proposals circulating to strengthen the preventive arm
of EU’s macroeconomic policies such as expanding the scope of the review within the
Stability and Growth Pact and commit EU Member States to present their budget and
economic plans for peer review before national implementation1
As national budget policies are very much a national prerogative under the treaty, and
given the limited ability of the EU collectively to use the instruments available to
sanction countries in breach of budget criteria historically, strengthening these
instruments are likely to be an uphill struggle, but worth pursuing given the massive
economic problems the EU is facing.
We would suggest focusing on four relatively mundane, but yet important, areas that
are consistent with national autonomy over the budget process. 2 First, much stronger
on-going auditing of the budget numbers, including examination of the importance of
off-budget expenditures as well as contingent liabilities arising from government
guarantees. Second, a better assessment of the underlying structural budget positions:
the present assessment of cyclically adjusted positions relies on very mechanical
relationships between levels of economic activity which, as discussed above, proved
inadequate in a major downturn. In essence, we suggest that the economics of macro
prudential supervision is also applied to public deficit positions, by looking harder into
how taxes on consumption, capital and financial institutions are affected by major
fluctuations in the economy as well as unbalanced growth patterns.
Third, we recommend that forecasting of future budget positions becomes more explicit,
with more critical focus on future growth rates, its determinants plus expenditure and
revenue ratios. Some countries, such as the Netherlands, Canada and to a certain extent
the UK, aim to isolate budget forecasts somewhat from the political process3. Fourth,
there is a clearly a case for requiring countries getting closer to breaching the criteria in
Stability and Growth pact, and/or regarded to have potentially unbalanced growth
patterns, to be subject to more rigorous reporting of present and future budget
positions. At the limit, prior vetting of budget proposals at the EU level as suggested by
the EU Commission could be restricted to such countries.
Had these four elements been in place and enforced, the risks to public finance
positions in for example Greece, Spain, Portugal, Ireland and UK would likely have
appeared more clear and triggered a more intense debate in ECOFIN as well as at the
national level on the soundness of fiscal positions prior to the crisis.

The so called "European Semester" in COM(2010)250 final.
Our proposal for relatively mundane improvement of the monitoring process reflects partly our lack of faith in
a process where budgets are to be submitted to the EU for approval before they are presented to the national
Parliament. The time constraints will be very severe and the value added relative to much more consistent ongoing control through the convergence reports limited.
3
IMF(2010) provides an overview of the budgetary processes mainly in OECD countries. In the Netherlands
budget forecasts are provided by the Central Planning Bureau, characterized as an “independent” agency, in
Canada private sector forecast are used as in input in government projections while in UK budget assumptions
are submitted to the National Audit Office for review.
1
2

17

Special Committee ON the Financial, Economic and Social Crisis
The Cost of Non-Europe in the Crisis

__________________________________________________________________________________________
__

2.7.

Financial regulation and supervision

Financial risks also mounted with insufficient action being taken, suggesting a role for
reform. There is certainly a cost of non-Europe here as well, both regarding regulation
and supervision.
It is beyond the scope of this study to elaborate on the right approach to take in this
area, but we would like to underline that cross-country banking is an area that requires
action and where the “spill-over” arguments are strong. The case of the complex
nationalisation of the Benelux bank Fortis in 2008 as well the general debate on the “too
large to fail”-paradox during the crisis, highlights the need for improved cross-country
financial supervision.1
Particularly for smaller to medium-sized EU countries, the roles of supervising domestic
bank’s activities in other countries and understanding the risks that can be associated
with a strong concentration of non-domestic bank lending in the domestic economy,
proved to be difficult and a contributing factor in the crisis. Other supervisory
shortcomings that contributed to the crisis were insufficient supervision of liquidity
management, diverging supervisory styles, inadequate regulatory inclusiveness and
supervisory ineffectiveness that even sometimes had a counterproductive role by
creating negative herd behaviour.2
Improved regulation – not the least in the context of revised Basel rules for capital
adequacy and market transparency – plus increased co-operation between supervisory
authorities and a stronger role for common EU monitoring bodies are likely to reduce the
risks of a repeat of the present crisis.
Moreover, the regulatory framework and consequent supervision has very much focused
on micro-level supervision. The crisis has (again) demonstrated that individual financial
firm’s risk exposure in a crisis situation cannot be measured by “summing up” risks
associated with individual transactions in individual financial institutions in an economy
running along at normal speed. Once the economy starts to deteriorate, the quality of
assets as a whole may deteriorate, and price falls may be compounded as a large
number of firms start to liquidate holdings at the same time to maintain adequate and
legally required capital ratios.
The agreement to add a structure of macro prudential regulation and supervision – the
so-called European Systemic Risk Board composed inter alia by representatives from the
ECB– at the EU level should be seen in this light.

1
2

Cf. DG Internal Policies (2010).
Cf. DG Internal Policies (2010).
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3. MITIGATION AND CONTROL POLICIES
3.1. Macro
constraints

policy

response:

timing,

doses

and

emerging

Bearing in mind the late recognition of the seriousness of the crisis as discussed above,
the formal policy action and commitment cannot be characterized as being very late. In
October 2008 ECB started to ease the monetary policy, while the EU Commission called
for a recovery plan. In November the EU Commission adopted its own proposal for a
recovery plan (with a modest budgetary element given its limited budget in macro
terms) and by December the EU Council had approved a recovery plan. In March 2009
the EU-Council formally adopted what is officially a €500 billion stimulus package.
Massive fiscal loosening followed the March commitment to fiscal action. The EU saw
substantial increases in structural deficits in the EU and even larger increases in actual
deficits due to the fall in revenues and increase in social benefits (automatic stabilisers).
Actual average public deficits rose from 1% of GDP in 2007 to 7% in 2009 and are
expected to stay high, cf. Figure 10 panel a. The loosening of fiscal policies in US has
been even larger despite having faced an economic contraction at the margin smaller
than in the EU. An important difference is that discretionary policy easing has played a
much bigger role in the US as automatic stabilisers are smaller (lower tax rates and less
generous social assistance than in the EU), cf. Figure 10 panel b.
Figure 10: Output gap, structural and actual balances in euro area and USA,
2000-2011
Panel a: Euro area

Panel B: USA

Sources: OECD (2009b) and OECD Economic Outlook 86 database.

The overall easing of fiscal policies over the period 2007-2010 also seems relatively
strong compared to earlier, recent episodes of large economic contractions such as the
early 1980s and early 1990s. The severity of the recession was stronger in the period
2007 to 2010 but the response of fiscal policies even more so, cf.

Table 5. The ratio of fiscal easing to the severity of crisis was hence the largest in the
present crisis.
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Table 6: Fiscal easing from peak to trough during 3 EU recessions

Period
1979 to 1983
1989 to 1993
2007 to 2010

Fall in output trend
growth relative to GDP
4.1
5.4
6.1

Increase in net lending
as share of GDP
2.8
6.0
7.5

Fiscal easing as share
of contraction
0.7
1.1
1.2

Note: The fall in output gap relative to GDP is the difference between HP-gap as percentage of potential GDP
over time and is measured for EU14. The increase in net lending as a share of GDP is the difference in net
lending over time and is measured for EU14, but excluding Germany.
Sources: Copenhagen Economics based on Maddison Statistics and OECD (2009b).

In any case, the potential for even more expansionary policies may not that be that
large. A few examples may provide some perspective. If the OECD as a whole had
adopted discretionary policies equivalent to a further easing equal to 2% of GDP that
may have boosted overall GDP levels in the OECD area by perhaps 1%: That would still
leave OECD countries with massive increases in unemployment. Had the effort been only
in the euro area, then a 2% increase might increase euro area GDP by perhaps 1%.
Particularly in the early phases of the recovery, the size of the fiscal easing has been
roughly commensurate with the magnitude of the national crises under way from 2007
onwards and for the most part unrelated to the emerging fiscal constraints.1
However, fiscal constraints are starting to bite. For countries where public budgets were
under pressure already at the outset of the crisis, discretionary policies were not eased
at all in certain cases over the period 2007-2009 (Baltic countries and Ireland) while
Spain, Greece and Portugal have been forced to consolidate their fiscal policy in 2010 –
with further substantial consolidation under way.
At the same time, monetary policies have been aggressively eased from 2008 and
onwards, cf. Figure 11. The ECB has aggressively lowered nominal rates with present
rates being at an all-time low in the period of ECB’s history, as well as in the history of
the German Bundesbank. Real rates are more difficult to measure. The most appropriate
measure is nominal rates against expected inflation which has remained relatively stable
in the euro zone over the crisis suggesting that expected real rates have gone down as
well. A simple measure, using actual inflation instead of expected inflation, suggests that
the real interest rate dropped somewhat less than the nominal interest rate in the euro
area from 2008 to 2009. While the short-term nominal interest rates in the euro area
dropped 4.4% in the period from October 2008 to October 2009, the real interest rate
only dropped by 3.0% in the same period.2
Other regions in the EU have been broadly on the same track though with increasing
rates in Baltic states where the need to defend the peg with the euro and the emerging
major crisis has forced the policy rates up.

1

See European Commission (2009a), graph III.2.10, p. 69.
Based on Eurostat figures, comparing 3-month nominal interest rates with 3-month nominal interest rates
less the HICP excluding energy and unprocessed food for the Euro area. Using these figures, the nominal
interest rate dropped from 5.1% to 0.7% from October 2008 to October 2009 while the real interest rate
dropped from 2.7% to -0.3%.

2
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Figure 11: Short-term nominal interest rates in EU, 2000-2009

Notes: The interest rates are nominal 3-month interest rates.
Source: Eurostat.

In addition to traditional policy easing by way of lowering short term policy rates, the
ECB as well as Bank of England and the US Fed have used “unconventional” measures to
support credit conditions. Essentially, this consists of providing improved funding access
to the private sector and/or buying substantial amounts of the private sector’s assets in
an effort to provide liquidity to the banking sector as well as to prevent asset prices from
falling too rapidly. Though the approaches of the three central banks have differed
somewhat. Given the much larger importance of the banks for lending to the private
sector in the euro area, the ECB has focused on improving access to funding to banks by
lengthening the period of funding in addition to some purchases of private sector bonds1
The Fed and the Bank of England have committed more resources to the direct buying of
private sector assets – for example mortgage bonds – as
a consequences of
securitisation of loans being of much larger importance in the US and UK2.
The dominance of the euro zone including pegged currencies for total economic activity
and internal trade in the EU implies that effective exchange rates for most EU tradeexposed industries have been relative stable. This reflects large internal EU trade as well
as the dominance of the euro zone and pegged currencies for overall activity, see Table
3 on exchange rate policies. The exception is Sweden and UK where the floating
currencies have depreciated sharply, hence also with euro zone, cf. Figure 12.
The EU’s external exchange rate has gone up, cf. figure 4, thus hurting competiveness
for firms exposed to non-EU trade, and somewhat counteracting the effect of low policy
rates.

1

IMF(2009d).
IMF(2009c) provides an overview of the policy approaches to the crisis in some major regions, including the
euro area.

2
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Table 7: Exchange rate policies in non-euro countries
Operational policy
Non Euro-Area

target

Currency

ERM II

Bulgaria
Czech Republic
Denmark
Estonia

Currency peg
Inflation target
Currency peg
Currency peg
Currency peg. and
inflation target
Currency peg
Currency peg
Inflation target
Inflation target
Inflation target
Inflation target

Fixed

No
No
Yes
Yes

Hungary
Latvia
Lithuania
Poland
Romania
Sweden
United Kingdom

+/- 2.25 pct.
+/- 1 pct.
+/- 15 pct.
Fixed
Fixed

No
Yes
Yes
No
No
No
No

Note: Ultimately the final objective of monetary policy in all EU countries is medium term price stability.
However, some countries use some kind of currency peg to achieve that objective while other countries such
as UK and Sweden combine a floating exchange rate regime with an inflation target.
Sources: Nationalbanken (2008), Nationalbanken (2010), Sveriges Riksbank (2010) and Bank of England
(2010).

Figure 12: Nominal effective exchange rates in EU, 2000-2009

Notes: The exchange rates are the nominal effective exchange rates with 41 trading partners. All rates are
indexed such that the level in 1999 is 100. In the country groups the exchange rates of individual countries
are weighed by their GDP.
Sources: Eurostat.

3.2.

Burden sharing of stimulus packages

Lately there has been increasing focus on the relative efforts within EU Member States in
terms of boosting demand to help the EU back to recovery.
There are at least two potentially conflicting ways of viewing this idea. The first view
sees the idea from a fiscal or economic capacity to expand demand. In this view,
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countries with relatively low fiscal problems and healthy external current account
positions should expand demand to help other countries to cope with the crisis by
increasing imports. The second view is the more national perspective: Each individual
country should consider how large the domestic need for stimulus is, and whether fiscal
stimulus is constrained by long term consolidation plans.
In a nutshell the question is whether net exporters such as Germany and the
Netherlands with ”manageable” debt levels should expand domestic demand by fiscal
stimulus (or other means) or rather focus inter alia on their own rising debt problems?
Rather than providing a very firm view on this, we propose to put the question into
some perspective, looking at the German position.
First, Germany has arguably over the period 2007-2010 provided a very large stimulus
package measured both as a share of GDP and relative to the size of the contraction of
its economy.1 Second, Germany is now set to see its debt to GDP ratio exceed 65% in
2008, above prudent ratios as measured by the Stability and Growth Pact. Third, in
more practical terms, the actual effect of additional German stimulus in terms of spillover is small relative to the size of the problems the other countries are facing. Indeed,
given trade-links, most of the positive impact in terms of increased exports would accrue
to Austria, Belgium and the Netherlands while countries in Southern Europe would see
only modest gains. A rise in German public spending of 1% of GDP would lead to
increases in GDP of perhaps 0.1% at most in Italy and Portugal, cf. Table 9 in annex 1.
Fourth, Germany is a rich but also ageing society which suggests that it should save for
future pension burdens and invest these savings in emerging economies with a need for
foreign capital. Indeed, their current account surplus of around 6% as an average for
the period 2004-2008 is arguably only about 3-4 percentage point higher than what it
“should” be given such underlying structural factors, cf. Table 8, and projected to fall in
the coming years.
In other words, there is nothing inherently wrong with the systematic differences in
current account balances within the euro zone: the problem arises when countries
systematically borrow to finance very high domestic consumption levels as opposed to
boosting productive investments oriented towards the tradable sector.
Table 8: Actual and necessary current account balances in EU, 2004-2008
Country
Austria
Belgium
Finland
France
Germany
Greece
Ireland
Italy
Netherlands
Portugal
Spain

Current account balance,
average for 2004-2008
2.7
2.2
4.4
-0.8
6.2
-10.7
-3.6
-2.2
7.5
-9.7
-8.3

Estimated fundamental
current account
1.1
2.5
-0.3
0.6
2.5
-4.4
1.1
-0.1
2.2
-5.8
-5.7

Sources: IMF (2009), Table 4, and EuroStat.

1

According to the European Commission (2009a), graph III.2.7 and graph III.2.8, p. 67 and 68, Germany
provided the fourth largest fiscal stimulus (in percent of GDP) of all European countries in 2009, and the
largest fiscal stimulus in 2010.
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This is not to preclude that Germany should consider policies to boost domestic demand.
Indeed, if a number of key trading partners such as the US, UK etc. expand their
tradable sectors, Germany may have to rely more on domestic demand to sustain
production in the coming years. But it may have to do so in a manner consistent with
medium term budget consolidation and with a view to building net external financial
assets for an ageing population along with other countries such as Austria, Belgium and
the Netherlands.

3.3. Micro-policy co-ordination: focus on banking and the auto
industry
The crisis has primarily in two sectors triggered efforts by Member States to support
crisis industries hosted within its own borders. The narrow focus in this section is to
review whether that has been conducted in a manner harming the internal market, e.g.
by way of distorting competition.
The first sector is banking with support having two key elements. The first element has
been selective support in the form of public capital injections to domestic banks,
threatened with either solvency or liquidity problems. Prominent cases have been the
saving of UK and Belgian banks. The second element has been a massive extension of
deposit insurance schemes.
Prior policy analysis internally in the EU suggested that the EU institutionally was ill
prepared to deal with particularly cross-border banking crisis as well as the role of
“lender-of-last resort” in a situation where banks where faced with runs on liquidity.1
Examples of warnings are:
•

2002: “urges […] to organise a comprehensive public debate with all the relevant
players about European integrated supervision, focusing on examining the
feasibility of European supervision of large financial institutions with cross border
and cross sector operations”.2

•

2005: “[…] require a European response that provides adequate, efficient and
coordinated supervision; warns that problems could arise for the efficient
operation of the market in financial instruments if such coordinated supervision
were lacking”.3

•

2006: “the current networks of national supervisors […] may not be sufficient to
face a major crisis caused by a failure of markets or important cross-border
financial groups”.4

While the initial steps thus took place in a rather un-coordinated way, there is not much
evidence to suggest that this has impeded a recovery in the real economy so far but
some notes of caution have been aired. First, there are indications that guarantees
provided to banks have been priced differently across countries leading to potential
distortions to the internal market.5 Second, many of the guaranteed issuances have
been made to large financial institutions which de facto serves as a subsidy to the same
financial institutions that contributed to the creation of the crisis.6 Subsidising financial
institutions that have taken excessive financial risks could create moral hazard issues in
the long run. Third, there are some signs of the guaranteed issuances crowding out nonguaranteed ones.7 Fourth, there are also indications that governments have insisted as a
counterpart to guarantees that domestic actors were provided with continued loans.8
1
2
3
4
5
6
7
8

Bruegel (2009a).
European Parliament (2002), article 49.
European Parliament (2005), article 16.
Committee on Economic and Monetary Affairs (2006), article 34.
Brugel (2009a).
Banca d’Italia (2009).
Banca d’Italia (2009).
Bruegel (2009a), p. 20.
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When it comes to the formal EU guidelines for state support for banks the EU has
gradually increased the limitations for guarantee schemes. Since 1994, all Member
States have been required to have a deposit guarantee scheme of at least 90% of the
deposited amount, up to at least 20,000 euro per person. With Directive 2009/14/EC,
the minimum coverage level was increased to 50,000 euro per person, as several
Member States had already increased the level of coverage, with a further increase to
100,000 euro per person by the end of 2010.
For government guarantee schemes covering bank debt, the newest guidelines makes
EU authorisation conditional upon a) a limited temporal scope of schemes, and b) a
remuneration to the government coming as close as possible to what would be
considered a market price.1
As regards the auto industry, some EU countries have opted for support schemes which
favour the domestic car manufacturing sector, e.g. through soft loans. The large focus
on making consumers buy more cars has diverted consumption away from other goods
and postponed the need for consolidation that is needed in the car industry over the
longer term.2 But given the dire state of some auto industries within the EU at the
moment, it would be difficult to suggest that measures to reduce decreases in auto sales
would be less effective in supporting short term employment than other measures. More
problematic has been the apparent linking of public loan guarantees to individual firms
with more or less explicit counterparts in the form of favouring the country providing the
aid when considering how to implement restructuring of plants across the EU, almost
invariably leading to subsequent job losses.

3.4.

Crisis resolution mechanisms

Formal EU mechanisms to help out EU members with emerging macroeconomic
problems are relatively week. Essentially, the EU is not designed for IMF style
stabilisation programmes; indeed, within the euro area there is a deliberate no-bailout
clause.3 This is an issue that has dramatically been put at the forefront in EU economic
policy management since the risks of sovereign debt default have become more acute in
financial markets in the course of 2010.
It is worth pointing out that no international system that provides its component
members with substantial fiscal freedom will ever have a rule of ”automatic” solidarity.
IMF support is conditional on ”structural adjustment”, which typically involve substantial
budget adjustments, and support levels are capped as a multiple of the Member States’
capital with IMF. Neither do states nor cities in the US have rights to automatic
assistance from the federal or other levels.
Nonetheless, the difficulties that the EU has faced in dealing with the Greek financial
crisis suggest that somewhat more formal procedures might be needed. Indeed, they
have been developed in real time as this study has been undertaken.
The lack of up-front crisis resolution mechanisms has added to the seriousness of the
crisis in Greece as well as other countries that see their interest rate premium rising to
levels that are likely to be non-sustainable over the long term. The very unclear
endgame – and perhaps exaggerated expectations of the level of support that the euro
zone countries would ultimately provide – might have delayed the required political will

1

Cf. DG Competition (2008), p. 1.
OECD (2009b) has a chapter that focuses inter alia on the long term need for consolidation in this sector
which faces secular decline in sales revenues in the EU area.
3
The Lisbon treaty article 125 reads: ” The Union shall not be liable for or assume the commitments of central
governments, regional, local or other public authorities, other bodies governed by public law, or public
undertakings of any Member State, without prejudice to mutual financial guarantees for the joint execution of
a specific project. A Member State shall not be liable for or assume the commitments of central governments,
regional, local or other public authorities, other bodies governed by public law, or public undertakings of
another Member State, without prejudice to mutual financial guarantees for the joint execution of a specific
project.”
2
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to act in the countries facing the crisis and which have until recently been enjoying very
low interest rates, largely as a result of being inside the euro area. Moreover, the lack of
a an agreed operational structure for an EU involvement in the required national
adjustment – including uncertainty over the respective roles of IMF, the EU Commission,
ECB and individual Member States and the interest rate that should be charged for
official EU loans to Member States – may again have delayed the actual implementation
of rescue package.
However, on May 10th 2010 the EU adopted a comprehensive financial stabilisation
mechanism with a total volume of up to € 500 billion. The mechanism involves:
•

A € 60 billion increase in the EU balance of payments facility set up to help
countries with severe public finance problems; and

•

€ 440 billion worth of euro zone-backed loan guarantees available on conditions
to financially distressed EU countries and expiring after three years.

On top of these two facilities come two additional initiatives to stabilise the situation:
•

IMF loans of up to € 250 billion; and

•

An ECB-programme to purchase euro zone government bonds designed to reduce
the stress in European financial markets.

The first part of the EU initiative (increasing the balance of payments facility) was put
into force by invoking article 122,2 that allows the EU to grant financial assistance when
Member States are threatened by “exceptional occurrences beyond its control”.
The second initiative (euro zone-backed loan guarantees) is provided on an
intergovernmental basis and is thus formally an initiative of the participating Member
States, not the EU as a whole. In this way the EU has, at least legally, avoided an actual
bailout, but the problematic issues regarding the initiatives remain just the same as if it
had been a bailout.
In the short term the financial stabilisation mechanism has worked. Following the
announcement of the package, both Greek, Portuguese, Irish and Italian bond yields fell
considerably.
However, while the overall package offers substantial respite for the targeted countries,
the verdict is still out on its ability to deliver a solid, longer term solution. Countries like
Greece will, despite efforts to balance public finances, with all likelihood still be in
financial distress when the loans expire in three years. Financial markets may judge the
resulting debt burden to be non-sustainable from a political perspective, and hence start
pricing in the risk of default, leading again to very high interest rates. A possible
scenario to come in three years time may thus be that some Member States require
repeated financial support in the form of either new or prolonged EU initiatives.
An alternative solution might have been to have rescheduled the debt of the most
financially distressed EU countries. The current initiative could set out an expensive
long-lived course before recovery picks up in the stricken countries.
In any case, the upshot is that the EU will face a moment of truth once the package
expires. Either supported countries have put themselves on a sustainable course,
regaining the trust of financial markets and hence being able to tap funds at affordable
conditions. That will be a story of successful joint action followed by structural national
reforms and budget consolidation.
Or they have not. In that case, the EU faces the same question again. The possibilities
will once again be either to opt for a new official loan package or an orderly debt
rescheduling with creditors bearing a substantial part of the adjustment burden. The
choice to be made is central to the basic construction. If the EU again steps in, then
financial markets may well consider that the EU operates with a de facto bailout
provision, creating a serious moral hazard problem relative to the enforcement of fiscal
discipline.
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The stabilisation mechanism has hence served to highlight the weaknesses of the
current Stability and Growth Pact. Its sanctions of non-interest bearing deposits or fines
are hardly helpful or effective when countries are facing severe financial difficulties. The
new stabilisation mechanism is in that respect a step forward: The loans (both the euro
zone-backed and the IMF) are subject to conditions imposed by the IMF, an institution
that has vast experience in imposing budgetary discipline.

3.5.

On the way to the exit: some priorities

The EU Council formally adopted an exit strategy in December 2009. Essentially, this is
about unwinding both the substantial stimulus to the economies undertaken as well as
the specific interventions to support specific industries, none the least financial markets.
On macro policies the emphasis was that the withdrawing should be state-, not time-,
contingent, i.e. avoiding choking off the recovery by removing the medicine before the
patient has sufficiently recovered. That may happen at different speeds and with
different timing across EU Member States.
At the same time, the need for medium and long term consolidation that was apparent
even before the crisis emerged is now even more urgent. Here the emphasis is on
measures that are likely to boost long term growth perspectives. Obviously, reform of
labour markets and pension systems are prime candidates: Properly designed, they
reduce deficits and increase growth potential at the same time. Moreover, they may be
very helpful in restoring confidence in financial markets even before they start to bite,
particularly if they are designed to have a clear and credible impact on public finances
within a 3-5 year horizon.
In particular, for the financial sector it is important that unwinding is co-coordinated.
This applies in particular to scaling down the bank guarantees in place or at least to
remove the distortions to the internal market from different pricing of risks. Banks
placed in countries that reduce such guarantees at more rapid speed than others, would
see their competitors in other countries having a comparative advantages in providing
loans.
Also for quantitative easing programs, co-ordination is important. The ECB can assure
that this functions in an orderly manner within the euro area, by virtue of covering a
large group of countries and providing equal conditions to financial institutions based on
the merit of the assets provided, not nationality of the asset or bank. The co-ordination
problems mainly arise vis-à-vis the Bank of England which is important given the role of
the City of London for international banking and vis-à-vis the Federal Reserve Bank as
well as other central banks within the EU.
A final point about the exit strategy is to get the mix of prevention and control
mechanism instruments right and internally consistent. We argued in our section on
crisis control mechanisms that a relatively weak mechanism for enforcing fiscal discipline
requires that expectations of automatic bailout must not be created. This is indeed also
a very important part of the EU’s exit strategy as a whole: The EU must provide a strong
signal to the markets that individual Member States debt positions are ultimately their
own responsibility. Collective action by EU Member States is essentially to be seen as
bridging finance and strongly conditional on national adjustment that allows them to
regain confidence in financial markets. If this signal can be transmitted and implemented
in practice; then the EU may emerge from the crisis strengthened, not weakened, by the
experience.
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ANNEX
Annex 1: Effect of extra fiscal stimulus
Table 9: Effect of German fiscal stimulus corresponding to 1% of Germany’s
GDP
Nature of
shock
Type of shock
Monetary
policy
reaction?

Source
Germany
Austria
Belgium
Finland
France
Ireland
Italy
Netherlands
Portugal
Sweden
UK

Temporary
Spending
increase

Temporary

No

No

Tax cut

Permanent
Spending
increase

Temporary
Spending
increase

Temporary
Spending
increase

Temporary
Spending
increase

No
Yes
Yes
No
Barrell,
Holland,
Beetsma,
Beetsma,
Giulidori,
Giulidori,
Liadze and
Cwik and
Pomerantz
Wieland
Gros and
Klaassen
Klaassen
OECD
Hobza
(2005), p.
(2005), p.
(2007), p.
(2010), p.
(2009), p.
29
4 and 162
(2001)1
23
23
138
First-year effects on countries (as pct. of own-country GDP)
0.41
0.97
0.43
0.232
0.05
0.059
0.01
0.237
0.051
0.05
0.07
0.079
0.017
-0.002
-0.05
0.058
0.013
-0.008
-0.01
0.05
0.111
0.024
-0.015
0.01
0.057
0.012
-0.001
-0.01
-0.02
0.228
0.049
0.08
0.05
0.091
0.02
0.039
-0.05
0.072
0.015
-0.017
0.054
0.012
0.03

Temporary
Tax cut

No

OECD
(2010), p.
1384
0.24

: The figures are averages of results in 3 different models, namely the QUEST, Marmotte and NiGEM models.
: The figures report the effect in the 4th quarter of 2009 for a German fiscal stimulus in 2009. They are scaled
upwards from a German fiscal expenditure stimulus of 0,72% of GDP in 2009, such that the figures reported
here correspond to the effects of a 1% increase in German expenditure.
3
: The estimate is for government consumption. OECD estimates the effect to be in the range 0.3-0.8,
depending on which type of spending increase is used to stimulate the economy.
4
: The estimate is for reductions in personal income tax. OECD estimates the effect to be in the range 0.2-0.5,
depending on which type of tax cut is used to stimulate the economy.
Sources: As listed in the table.
1
2
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Table 10: Effects on GDP from a coordinated EU fiscal stimulus corresponding
to 1% of GDP
No spill over
Year 1
Year 2
Germany
France
Italy
United Kingdom
Austria
Belgium
Czech Republic
Denmark
Finland
Greece
Hungary
Ireland
Netherlands
Poland
Portugal
Slovakia
Spain
Sweden

Low
0.1
0.2
0.2
0.2
0.1
0.1
0.1
0.1
0.1
0.1
0.1
0.1
0.1
0.1
0.1
0.1
0.1
0.1

High
0.8
0.8
0.8
0.8
0.7
0.7
0.7
0.7
0.8
0.8
0.7
0.7
0.7
0.8
0.8
0.7
0.8
0.7

Low
0.2
0.2
0.2
0.2
0.2
0.1
0.1
0.2
0.2
0.2
0.1
0.1
0.1
0.2
0.2
0.1
0.2
0.2

High
1.2
1.2
1.2
1.2
1.1
1.1
1.1
1.1
1.2
1.2
1.1
1.1
1.1
1.2
1.2
1.1
1.2
1.1

Spill over of 50%
Year 1
Year 2
Low
0.2
0.3
0.3
0.3
0.2
0.2
0.2
0.2
0.2
0.2
0.2
0.2
0.2
0.2
0.2
0.2
0.2
0.2

High
1.1
1.2
1.2
1.2
1.1
1.1
1.1
1.1
1.2
1.2
1.1
1.1
1.1
1.2
1.2
1.1
1.2
1.1

Low
0.3
0.3
0.3
0.3
0.3
0.2
0.2
0.3
0.3
0.3
0.2
0.2
0.2
0.3
0.3
0.2
0.3
0.3

High
1.7
1.8
1.8
1.8
1.8
1.8
1.8
1.8
1.9
1.9
1.8
1.8
1.7
1.9
1.9
1.8
1.8
1.8

Notes: The table displays approximate ranges of the effect on own-country GDP following a coordinated fiscal
stimulus in EU corresponding to 1% of GDP. The calculation is based on the multipliers used to evaluate fiscal
packages, as reported by OECD. The lowest effects stem from fiscal stimulus in the form of cuts in indirect
taxes while the highest stem from fiscal stimulus in the form of government investment. The calculation
disregards potential responses in fiscal or monetary policies. The OECD multipliers account for the openness of
the economies as well as the effect on saving propensities but no additional account is taken of these factors in
the calculation. Further, the calculation assumes that all spill over from a given country are shared equally
among the remaining EU countries.
Sources: Copenhagen Economics and OECD Economic Outlook (2010), appendix A.3.2., p. 138.
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EXECUTIVE SUMMARY
The growing incidence and impact of financial crises warrants an exceptional policy response that adapts traditional approaches of financial supervision and crisis management to
the changing structure of the international financial system. Many financial reform measures have been proposed in response to the global financial crisis to address weak regulation and supervision, bank resolution regimes, and repaying taxpayers mainly in developed
countries. However, a more holistic approach to regulation, supervision and crisis management is needed that attempts to control excessive risk-taking whilst mitigating and paying
for the tremendous social costs imposed by the crisis. This requires not only a redesigned
macro-prudential regulatory framework, but also the creation of durable and sustainable
mechanisms to enhance burden-sharing between the public and financial sectors and global
solidarity measures that require the financial sector to provide direct assistance to those
most vulnerable and severely affected by the crisis.
The analysis and proposals in this report – Crisis Management, Burden Sharing and Solidarity Mechanisms in the EU – provide a follow-up to our earlier study - Financial Supervision and Crisis Management in the EU (2008). In our earlier study, we examined the origins of the 2007 credit crisis and how financial innovation through securitisation and credit
derivatives had created inter-connected and opaque wholesale capital markets in which
banks and other financial firms had taken on high leverage to invest in securitised investments and synthetic credit instruments and when liquidity suddenly evaporated the system
was put at great risk. We argued that the similarity in bank risk management models that
was facilitated by Basel II had led most banks to price credit and market risks in very similar ways which did not take into account the correlations between asset prices and investor
behaviour. This exposed banks to liquidity risks in the wholesale funding markets which
were not addressed adequately by prudential regulation and supervision. Moreover, EU
institutions – and in particular the Level 3 Lamfalussy Committees – were inadequate institutionally to monitor systemic risks and provide effective supervisory oversight of interconnected capital markets and cross-border banks in the EU. In addition, crisis management procedures in the EU were vague and did not perform well in the crisis as member
states retreated into their own jurisdictions and ring-fenced the assets of cross-border
banks experiencing difficulties. We called for more institutional consolidation of the Lamfalussy committees and enhanced coordination and information exchange on macroprudential risks with the European Central Bank.
This study extends our analysis further by examining some of the main risks that continue
to threaten financial stability and whether recent regulatory initiatives are adequate in addressing the various manifestations of systemic risk in globalised financial markets and
whether crisis management mechanisms and burden-sharing amongst EU states in paying
for the costs of the crisis are adequate. We conclude that serious weaknesses still
remain in the proposed regulatory reforms. Specifically, proposed reforms to
Basel II still rely too much on bank economic capital models with limited distributions of data that are not correlated to macroeconomic risk factors. Countercyclical capital requirements should be rules-based and linked to a common definition of the economic cycle across countries 1.1-1.2.
The study consists of three chapters: Regulatory and Supervisory Challenges; EU Crisis
Management, Burden Sharing, and International Initiatives; and Global Solidarity Mechanisms and Financial Taxes. In section 1.1, we examine the challenges and concerns of the
proposed amendments to Basel II and whether higher levels of regulatory capital and
tighter definitions of tier one capital and leverage caps will be adequate to protect banks
during times of market distress.
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As we argued in our first study, the credit crisis of 2007 was created by a liquidity crisis in
the wholesale funding market for banks, and not because of bank under-capitalisation:
market-based regulatory models fed off of market-based bank risk management models to
drive up risk, especially during times of market uncertainty and dislocation. Bank risk
management reinforced the bankers’ preference for more risk by underestimating the potential costs of the risks to shareholders and ignoring the systemic risks. Bank risk models
relied too heavily on recent data samples with a narrow distribution of outcomes, especially
in subprime mortgages. In this study, we examine the weaknesses of bank risk management further and argue that the flaws in market–based risk management models can be
addressed 1.2, in part, by a more structural approach to risk assessment that not only relies on assessing internal measures and probabilities of default, but also by linking these
measures to external structural factors in the economy, such as correlations in investor
behaviour and volatility during extraordinary times. Basel II and the EU Capital Requirements Directive (CRD) should require further changes to ensure that the
market-based risk models are adjusted to incorporate more structural approaches
to risk assessment 1.2.2 & 1.3.
Moreover, counter-cyclical capital requirements will not be effective unless their calculation
is based on a more formulaic rule-based framework that relies on a uniform definition of
the business cycle across Europe. The study also argues that some of the Basel II proposals
on the definition of tier one regulatory capital and leverage will be far more costly for European banks to implement and therefore may limit economic growth disproportionately in
most EU countries in comparison with other countries, such as the United States. We recommend that the EU allow, under pillar 2 of Basel II, a more flexible transition
period for implementing stricter tier one capital rules and that the definition of
tier one capital include certain convertible instruments that can absorb losses
during times of market distress.
The study addresses the risks posed by ‘naked short selling’ and the proposed bans against
certain derivatives 1.4. Naked shorting generally refers to short-selling a financial instrument without first owning or borrowing the security or confirming that the security can be
borrowed. In the CDS market the term is used to refer to the situation where the buyer of
protection does not own the underlying credit risk. Greece's recent sovereign debt problems have brought the naked short-selling debate into the limelight. The study argues that
the focus should not be on financial ‘products’ but rather on how you use the products.
Financial products do not have original sin: we can do dangerous things with seemingly
safe things, and safe things with seemingly dangerous ones. Moreover, the process of declaring some products safe and some unsafe would incentivise innovators to use the safe
products to engage in the previously unsafe behaviour, and that could be even worse if the
safe products are under a less stringent regime because they have been declared safe.
Nevertheless, we can sympathise with the argument that synthetic collateralised debt obligations used with credit default swaps have very little economic value and, as is demonstrated in the case of the Securities Exchange Commission v. Goldman Sachs, some investment banks have engaged in sharp practices which policymakers would like to prohibit
but which are already illegal under securities law, such as spreading false or misleading
information and certain types of shorting.
We argue that policymakers should apply enhanced supervisory oversight and if necessary
amend the market abuse and manipulation laws to make clearer what type of sharp practices in the CDS market should be restricted or prohibited, rather than banning certain instruments like ‘naked CDS’, but we recognize that bans would be far easier politically than
a policy of active supervisory oversight against market abuse and manipulation, especially
during times of market distress 1.4.2. Oddly enough, banning certain financial products
may result in policymakers absolving themselves from the real responsibility of being focused on unsustainable behaviour in whatever form or product it takes.

4

APPENDICES: Studies prepared by the European Parliament’s Directorate General
for Internal Policies, Policy Department A: Economic and Scientific Policies
Crisis Management, Burden Sharing and Solidarity Mechanisms in the EU
___________________________________________________________________________________________

In chapter 2, we welcome the European Commission’s proposals for creating a European
System of Financial Supervisors (ESFS) that links micro-prudential supervision and regulation to a new European Systemic Risk Board (ESRB) that is responsible for macroprudential oversight and assessment 2.0. We examine the need for Europe to reform its
bank resolution regime 2.2 and crisis management framework for sovereign debtors 2.4.
The recent crisis demonstrates that Europe’s existing bank resolution regime is
inadequate for large cross-border banks and that a sovereign debt restructuring
mechanism and a solidarity fund are needed for EU states experiencing liquidity
and solvency problems that allows them to raise short-term financing while restructuring their debt. There is also a need for the consideration of how discretionary policy might be conducted on a European scale in the event of severe crises.
Regulatory proposals have not addressed the growing proliferation of financial
transactions in the over-the-counter derivatives and foreign exchange markets
and how this contributes to complexity and opacity and thereby limits price discovery and the efficient distribution of risk. Chapter 3 considers how to pay for the
social costs created by the financial crisis by requiring the financial sector to pay their fair
share of the crisis and help provide global public goods.
Proposals for new financial taxes typically encompass three separable objectives. The first
objective, limiting excessive risk-taking, is derived from the desire to price risk efficiently.
In this case how the funds are used subsequently is not part of the agenda. The proposition
that such funds might be used to build an insurance fund is a quite separate argument related not to mitigating the riskiness of financial transactions but to pricing accurately the
implicit insurance provided to institutions too big to fail. The provision of assistance to
those most affected by ill chosen risk-taking is a third component of an efficient pricing
strategy. Hence the objective of efficient pricing may be pursued by adopting all three
goals at once, or by pursuing them separately.
We consider the advantages and disadvantages of several types of financial taxes including
a tax on bank balance sheets, a tax on currency transactions, and a tax on exchange
traded and centrally-cleared derivatives transactions. To be effective, these taxes must
satisfy the following criteria: 1) administrative transparency in using existing clearing and
settlement infrastructure and data networks, 2) the tax level should achieve a balance of
economic benefits in terms of risk mitigation that does not significantly distort the market
nor undermine liquidity; 3) while levied at a low enough rate to generate substantial revenue, 4) and comply with applicable EU and international law. We argue that the currency
transaction tax (CTT), though subject to some concerns under EU law, is best suited to
satisfy these criteria (at a rate of one basis point or half a basis point) 3.2. Under existing
settlement structures, the Continuous Link Settlement Bank (CLS Bank) could withhold a
small CTT on foreign exchange transactions 3.2-3.3. Although a more broadly defined financial transaction tax (FTT) could potentially generate more revenue than the CTT, it
would be subject to greater avoidance and circumvention under present regulatory requirements because clearing systems are not yet as developed for these instruments as
they are for the foreign exchange markets. In the long-run, however, banks and dealers
are increasingly required by regulators to clear and settle their transactions through these
institutions and they derive substantial benefits from doing so in the form of reduced
counterparty risk, lower regulatory capital charges, and lower overall transaction costs.
These synergies would far outweigh the value of any small transaction tax that might be
applied.
Policymakers therefore should give more attention to the role that taxes on the
financial sector can play in curbing excessive risk-taking and in providing sustainable funding to absorb some of the direct and indirect costs of financial crises and
in providing global public goods 3.1-3.2.
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Avoidance of these taxes can be made much more difficult if the countries with the reserve
currencies and leading financial centres adopted an international treaty in which they
agreed to implement a tax in their own jurisdictions with support from their central banks
who would monitor collection through an agreed financial intermediary, such as the CLS
Bank for foreign exchange, or a central counterparty with responsibility for clearing derivatives trading 3.2-3.3. Moreover, the enforceability of any contract that forms the basis of
a taxable transaction would not be recognised by any courts of participating jurisdictions
unless the tax was confirmed as paid 3.7.
The recent history of liberalised financial market suggests that financial crises are recurring
more frequently and that traditional regulatory controls have failed to control systemic risk
and that financial innovation will result in further circumvention of regulatory controls which
will then plant the seeds for the next crisis. Traditional regulatory measures have failed to
keep pace with the risks posed by financial innovation, and the costs of crises are rising
exponentially and will impose huge economic and social costs on both developed and developing countries for generations to come. It is imperative therefore that we explore innovative sources of finance to help governments and societies absorb these huge costs
while also providing additional revenue to pay for public goods in all countries.

We recommend that EU policymakers consider several financial taxes: 1) a small
tax (about 10 basis points, 0.1%) on EU sovereign bond issuance that would pay
for a EU solidarity fund to assist countries experiencing liquidity crises and to pay
for the related social costs of sovereign debt crises, 2) a currency transaction tax
adopted at a low rate of one basis point or half a basis point (0.01% or 0.005%)
that would be designed mainly to pay for the social costs of crises and provide
sustainable finance to pay for global public goods, and 3) a broader financial
transaction tax on all centrally cleared derivatives transactions. In addition, we
suggest that if those taxes are adopted policymakers should have ‘extra-fiscal’
authority to adjust the tax rates in a flexible way that allows them to respond to
financial innovations and market developments 3.1-3.5.
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INTRODUCTION
Financial market supervision and crisis management have traditionally been considered
technical areas of market oversight that have escaped the fanfare of high politics and economic policy. The global financial crisis that began in 2007 and intensified in 2008 before
transforming itself into a sovereign debt crisis in 2010 has put financial regulation and crisis
management into the spotlight. These crises have attracted much attention because of the
tremendous social costs imposed on the economic system as a result of weak corporate
governance in financial firms and major deficiencies in regulation and supervision. The crisis demonstrates the need to adopt a more holistic approach to financial regulation and
supervision that involves linking micro-prudential supervision of individual banks with
broader oversight of the financial system. Liberalised financial markets also require more
effective coordination between states in supervising markets both within Europe and internationally. Although financial innovation can bring significant benefits to the economy, it
can also lead to excessive and uncontrolled risk-taking that can impose substantial social
costs on the broader economy and society. Policymakers should therefore consider building
institutional mechanisms that establish solidarity between the financial sector and all parts
of society that are affected by financial risk-taking. These institutional mechanisms should
consist not only of effective regulatory and supervisory frameworks and crisis management
operations but also reformed fiscal arrangements that require the financial sector to reimburse governments and societies for some of the social costs of financial risk-taking. These
fiscal arrangements can take the form of financial taxes that can generate revenue to pay
for the direct and indirect costs of state and central bank support and to pay for public
goods as well. This form of burden sharing that requires the financial sector to pay for
more of the costs of its risk-taking can provide a basis for building solidarity mechanisms
between those who have benefitted greatly from financial globalisation and those who have
suffered the costs of excessive financial risk-taking. In this way, financial taxes can potentially act as a catalyst to mobilise financial resources that can be used to pay for global
public goods that will support the development of a more vibrant and prosperous financial
sector and global economy.
We demonstrated in our first study1, Financial Supervision and Crisis Management in the
EU, that financial markets in Europe and most developed countries had moved away from a
bank-based model of finance to a wholesale capital market model of finance which had
brought diversification and increased liquidity to financial markets but also had introduced
systemic risks to the financial system which regulators had failed to identify and control.
We also showed that other more specific developments in globalised financial markets beginning in the early 1990s had changed the nature of financial risk-taking and systemic
risk. First, was the development of the structured finance market and in particular the role
of securitisation in decomposing and distributing credit risk to wholesale institutional investors who were seeking higher yield in a low inflation environment. Second, the dramatic
growth of the credit derivatives market which made possible enhanced corporate balance
sheet management, but allowed traders to take excessive risks on the underlying assets in
these contracts. And, third, the role of technology and statistical theory in the use of
value-at-risk (VAR) models in risk management, which allowed financial firms to calculate
how much they expected to lose if the markets turned sharply against them. These structural changes in financial markets provided the ingredients that allowed risk to be underpriced and shifted around the financial system, thereby making it difficult for regulators to
monitor the risk and assess its potential impact on the financial system.
The spread of risk throughout the wholesale capital markets was facilitated by the originate-rate-and-relocate model of securitised debt finance that had encouraged increased
leverage across the financial system which in turn increased systemic risk.

1

‘Financial Supervision and Crisis Management in the EU IP/A/ECON/IC/2007-069) (Jan. 2008).
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In addition, the excessive use of credit default swaps and other credit-linked instruments
had increased the complexity and inter-connectedness of financial markets and had substantially contributed to excessive speculation in the underlying assets of those instruments, putting the system at serious risk. Although primarily at fault, bankers and other
market participants were not entirely to blame, as regulators had contributed to the liquidity risks in the system, first by requiring mark-to-market valuation for all financial assets without regard to the duration of their funding and, second, by requiring regulated
institutions to manage their risk in a relatively standardised way that exacerbated herding
during times of uncertainty. The homogeneity of regulatory requirements contributed to
the homogeneity of market practices through the use of similar risk models. This had the
effect of increasing systemic risk, and exacerbated the volatility in markets especially during times of market distress.
Other factors contributed to the crisis, including the incentives of rating agencies to provide
AAA ratings to complex debt instruments and their failure to use adequate riskmeasurement methodologies to assess the underlying risks embedded in these instruments.
In the study, we then turned to what type of institutional structure and supervisory arrangements Europe should adopt to improve the regulation of systemic risk. We concluded
that the Lamfalussy supervisory framework was in need of updating because of the growing
number of cross-border European financial institutions and the enhanced interconnectedness and complexity of wholesale capital markets. This required increased consolidation of
the Level 3 committees and formal status to be granted to the colleges of supervisors to
oversee the cross-border operations of European banks. In a subsequent study we recommended the creation of a single European clearing house to clear standardised credit
derivatives and other derivative products in order to control systemic risk more effectively.2
We also suggested further research on how Europe can build a more effective resolution
regime to unwind failed financial institutions with extensive cross-border operations.
Since our first study, many of our recommendations have been incorporated into EU financial legislation. Our proposals for a review of Basel II and increased regulatory safeguards
against liquidity risk were followed by amendments to the Capital Requirements Directive
resulting in increased capital requirements for market risk and for EEA host country authorities to approve bank risk models.3 Our proposal that those firms which originate, arrange and trade structured finance instruments to keep some ‘skin in the game’ with
twenty percent exposure of the securitised debt was reduced to five percent in amendments to the CRD.4 Following our study, the Van den Berg Report and EP resolutions were
adopted in September 2008 proposing increased consolidation of the Level 3 supervisory
committees and colleges of supervisors along with enhanced capital and liquidity framework
for EU financial institutions.5 This follow-up study, Crisis Management, Burden Sharing and
Solidarity Mechanisms in the EU, provides more analysis of some of these issues and considers further areas of regulatory reform, both how EU policymakers might enhance their
supervisory and crisis management practices and how to use solidarity mechanisms in the
form of financial transaction taxes to enhance regulation and to pay for European and global public goods.

2

‘Clearing and Settlement in the EU IP/A/ECON/IC/2009-001 (Brussels: European Parliament).
Directive 2006/48/EC of the European Parliament and of the Council of 14 June 2006 relating to the taking up
and pursuit of the business of credit institutions (recast),art. 131 (requiring host country authorities to approve
the bank’s validation of its risk models).
4
Directive 2006/48/EC of the European Parliament and of the Council of 14 June 2006 relating to the taking up
and pursuit of the business of credit institutions (recast), art. 122a (requiring the originator or sponsor to disclose
that it retains (on an ongoing basis) a 5 percent net economic interest).
5
European Parliament, Report with recommendations to the Commission on Lamfalussy follow-up: future structure of supervision (2008/2148(INI), Committee on Economic and Monetary Affairs, Rapporteurs: Ieke van den
Burg and Daniel Daianu, A6-0359/2008.
3
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Chapter 1 examines recent regulatory reforms proposed by the Basel Committee on bank
capital, liquidity and leverage and discusses the economic impact of these proposals on the
European banking system. Many banks operating in EU states that allow most regulatory
capital to consist of ‘hybrid instruments’ will experience a large increase in the cost of regulatory capital because the amended Basel II and the Capital Requirements Directive will
likely require that regulatory capital – both internationally and across Europe – have a
more harmonised definition and consist mainly of tangible common equity. We then analyse bank risk management and how the similarity between bank risk models and their failure to take into account macro-prudential risks contributed significantly to the crisis and
the risks these models continue to pose to the financial system. We propose a structural
approach to risk management in which risk models are not only built on internal recent
data samples with a narrow distribution of outcomes, but also link these measures to external structural factors in the economy, such as correlations in investor behaviour and the
riskiness of assets over the business cycle.
Chapter 2 welcomes the recent European regulatory initiatives and in particular the establishment of a new European Systemic Risk Board to conduct macro-prudential oversight
and monitor systemic risk. The way the ESRB discharges its responsibilities will have an
important effect on its credibility and effectiveness in performing its macro-prudential oversight functions. The European Supervisory Authorities will play an important role in overseeing member state supervisory practices and in establishing an effective network of colleges of supervisors. However, the EU regime governing the resolution of large crossborder banks based on home country control has become obsolete and merits reform.
There should be a more harmonised set of principles in EU law to govern the resolution of
distressed financial institutions that would also cover non-bank financial firms that are systemically important. We also discuss the recent Greek sovereign debt crisis and the urgent
need to establish an EU solidarity fund to assist sovereign debtors during liquidity and solvency crises and to pay for other social costs arising from financial crises.
Chapter 3 examines the role of financial taxes as a solidarity mechanism to enhance prudential regulation by taxing excessive risk-taking and providing sustainable revenue to
governments so that they can pay for the direct and indirect costs of financial crises and
provide additional support for overseas development aid and global public goods. Specifically, we consider a tax on foreign exchange transactions, a tax on exchange-traded and
centrally-cleared derivatives and related financial products, and a tax on bank balance
sheets. Financial transaction taxes had already become widely used as a tax raising
mechanism before the global crisis. Since the 19th century, the United Kingdom has imposed a transaction tax on equity trading of 0.50% of the value of the shares traded. Other
countries, including Brazil and Belgium, have adopted similar transaction taxes that apply
to equity shares as well as to debt instruments. The generally positive experience that
these countries have had with these taxes suggests that such taxes can provide a dependable source of revenue in securities spot markets while not significantly limiting capital investment and market development. We argue that similar transaction taxes can be applied
to certain sectors of the financial markets that have profited immensely from financial globalisation and have grown disproportionately in comparison to other sectors of the global
economy. The focus on transaction taxes reflects our concern that the proliferation of financial transactions themselves has become a concern of regulators and that a significant
portion of trading has been characterised as ‘socially useless behaviour’ (Turner, 2010).
We agree with many regulators that new financial taxes can serve useful regulatory purposes, such as the IMF’s recommendations to the G20 for a bank balance sheet tax and a
tax on bank profits and remuneration (IMF 2010). We believe however that to achieve our
goals to limit excessive financial transactions and to provide sustainable sources of revenue
to build burden sharing and solidarity mechanisms in Europe and globally, that policymakers should consider a tax on financial transactions that targets the excessive growth of financial activity.
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Our data show that such taxes levied at a low level will not significantly distort financial
markets and could potentially provide a sustainable source of finance for many governments and for international cooperation initiatives between states and international organisations. Certain types of FTTs may be more practicable and versatile than others in
achieving regulatory objectives and paying for public goods. We suggest that a global currency transaction tax (CTT) might perform a dual function of limiting excessive risk-taking
in the foreign exchange markets, while raising revenue to pay for European and global public goods. We also suggest that a broad-based FTT on exchange-traded and centrally
cleared derivatives trading could limit excessive transactions, while also potentially generating high levels of revenue. However, such a tax should not be implemented until most
standardised derivative contracts have been migrated to clearing houses and they are subject to prudential regulation. Finally, in addition to a CTT and FTT, we consider the utility of
a global tax on bank balance sheets and conclude that such a tax if applied to banks in certain developed and developing countries would penalise banks whose balance sheets were
generally well-managed and regulated before the crisis and therefore should not now be
subject to such a charge. Rather, taxes on the wholesale capital markets and foreign exchange markets applicable to the leading reserve currencies would be a more appropriate
way to limit excessive financial risk-taking while generating consistent sources of revenue
for public goods. We also suggest that EU governments should apply a tax of one basis
point on all sovereign bond issuance (national and sub-national governments) and that the
revenue go to a European Solidarity Fund to help sovereign debtors with liquidity support
and to restructure their debt during times of crisis. Based on our analysis, these taxes
would not limit liquidity nor significantly reduce trading under most scenarios.
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1. REGULATORY AND SUPERVISORY CHALLENGES
1.1

Basel II and beyond?

In December 2009, the Basel Committee proposed substantial revisions to the Basel II
capital regime.6 The new standards have been called ‘Basel III’ and are less reliant than
the earlier Basel II standards on the banks’ internal risk models.7 Basel II’s main objective
was to make regulatory capital more market sensitive and to approximate the economic
capital that banks were already holding. Before the crisis, Basel II had been extensively
criticised for under-pricing financial risk and thereby failing to take into account the social
costs that bank risk-taking creates for the broader economy.8 Basel III attempts to address these weaknesses by requiring that the instruments of regulatory capital absorb more
losses and that Tier 1 capital contains a higher proportion of common equity, in contrast to
the average minimum of two percent of risk-weighted assets under Basel II. Basel III will
also require banks to hold less ‘hybrid instruments’ (part debt, part equity) because these
instruments did not absorb losses adequately in the crisis. Instead, the Basel Committee is
expected to permit banks to hold ‘contingent bonds’ as subordinated debt that transform
automatically if the issuing bank has financial difficulties or if the broader financial system
experiences stress.9 Basel III will also incorporate leverage ratios which are determined by
the size of the bank’s balance sheet, but are not risk-based. Unlike regulatory capital
which is a charge on risk-taking, leverage ratios are cushions to be drawn upon by banks
during times of market stress. Also under consideration is some form of counter-cyclical
capital charge requiring banks to hold more capital during the good years and less during
the lean years. This is intended to offset the current tendency for capital rules to encourage higher leverage during good times and insufficient leverage during bad times.
1.1.1

Counter-cyclical regulatory capital and liquidity requirements

A major weakness of Basel II and the Capital Requirements Directive (CRD) was that it was
pro-cyclical. Regulatory capital calculations were mainly based on the riskiness of bank
assets: in an upturn, bank assets would appear healthy and attract a lower capital charge,
while in a downturn, assets would appear riskier and attract a higher charge. Regulators
generally agree that this would exacerbate bank asset price movements and contribute to
volatility in the market. Instead, regulatory rules should impose counter-cyclical capital
requirements, such as higher capital charges during a market upturn and lower charges
during a market downturn. The experience of using counter-cyclical capital rules - or dynamic provisioning – has been positive: Spain had dynamic provisioning rules that led to
their banks having more capital available to absorb losses during the crisis than most other
European banks.
Basel III may also go a few steps furthers than counter-cyclical capital by limiting capital
distributions such as dividends, buy-backs and bonuses. It has also been suggested that
broader macro-prudential measures such as leverage caps should be used to limit excess
credit growth.

6

See Basel Committee on Banking Supervision ‘Consultative proposals to strengthen the resilience of the banking
sector’ (BIS: Basel) (17 Dec. 2009); and ‘International framework for liquidity risk measurement, standards and
monitoring - consultative document’ (BIS: Basel) (Dec. 2009).

7

Although the proposed amendments to Basel II as set forth in the Committee’s June 2009 proposals and the
December 2009 consultation proposals would substantially amend Basel II if adopted, they are technically considered to be amendments and not a new Basel Accord. Draft proposals for ‘Basel 3’ are now under negotiation.
The tentative plan is for 2010 to be a year of discussion and refinement with final proposals due by the end of the
year. Phase-in and grand-fathering is planned for late 2012. Whilst this may seem far away, it is likely that some
of the changes will be adopted sooner. This can be achieved either by national regulators invoking changes bankby-bank under Pillar 2 of Basel II; or, by banks voluntarily accelerating the timetable.
8
See Alexander et. al (2006, 40-41), and Ward (2002).
9
Flannery (2009) argues that regulators should require ‘contingent capital certificates’ that convert from debt to
equity automatically when the issuing banks equity falls too low. But some argue that such convertible instruments will be very expensive for banks to raise capital.
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This could mean that many different types of hybrid instrument issues will be called over
the next few years and replaced with common equity. This last point sounds positive but
begs the question of how it would be implemented. It is also hard to imagine political endorsement in countries that have bank-led finance systems and have allowed regulatory
capital to consist mainly of hybrid instruments which, if converted to ordinary equity under
Basel III, would dramatically increase the cost of capital, thereby limiting credit growth as
the main driver of improving employment and GDP growth (See Chart 2).
As far as bank liquidity and funding are concerned, it is likely that a new funding ratio will
be proposed along with a measure of short-term liquidity buffers. The goal here is to
strengthen the short-term resilience of the banking sector as well as reducing funding imbalances. During the last decade in Europe, loans exceeded deposits by about €3 trillion.10
In the UK, the gap was approximately £700 billion by the end of 2007 with 50% of the
shortfall coming from overseas.11 Any new ratio would go beyond the loan-to-deposit ratio
by weighing stability of funding versus liquidity of assets.

1.1.2 Leverage
Perhaps the most significant change relates to leverage. Macro-prudential supervision will
necessarily involve regulators in managing and overseeing systemic risk across the financial
system. One way to do this is to monitor the aggregate levels of leverage and impose additional controls on banks depending on whether aggregate levels are breached. The idea of
a gross leverage limit (tangible equity to tangible assets) has been recently proposed in
Europe, while having been in place for commercial banks in the US for many years (Chart
1). Basel I allowed capital to be calculated on the risk-weighted notional of assets where,
for example, OECD sovereign risk had a weighting of zero thus attracting no capital.
Hence, by having large holdings of sovereign bonds, a bank could boast a very strong regulatory capital ratio but very high leverage. Basel II refined the risk weightings by linking
them to credit ratings and allowing economic capital models which produced risk adjusted
capital numbers: the lower the risk, the lower the capital. But while the calculation of bank
capital became more complex, the US retained the crude leverage limit that had been in
place for so long. US deposit-taking banks have had many problems over the last few
years but excessive leverage was not one of them. This problem was however acute for
the US securities firms where much higher leverage was permitted by the Securities and
Exchange Commission, whilst also being tolerated for European banks who adhered to
Basel II but in order to optimise capital usage, were allowed to take on higher levels of
leverage.
As national regulators move towards a common response, one of the many challenges they
face is the dramatically different bank leverage ratios in the US and Europe. As Chart 1
illustrates, amongst the largest banks, leverage in Europe is more than double that in the
US. Should the US leverage limit of 4% (25 to 1 asset to equity ratio) be adopted the impact on bank capital in Europe will be far greater than in the US. Chart 2 shows the IMF
estimates of capital needed to meet differing limits of Tier 1 capital to risk-weighted assets
and, on the right of the chart, to meet 4% limit of Tangible Common Equity to Tangible
Assets. To achieve this leverage target the IMF estimates that European banks would need
to raise an additional €300 billion of new capital. This would have an enormous effect on
the existing ability of European banks, especially those in bank-led financial markets, to
generate long-term economic growth.

10
11

See European Central Bank (2010).
See also, Bank of England, Financial Stability Report 2009 (HMSO: London).
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Chart 1: US and European Bank
Leverage Ratios

Chart 2: IMF Estimate of Bank Capital
Needs

¹ at 3Q09. Source: Company reports, SNL, CreditSight

Source: IMF staff estimates

1.2

Risk management

In our first study, we argued that the similarity in risk management models used by banks
encouraged by the Basel II process had led most banks to price credit and market risks in
very similar ways without regard to the systemic risks which their risk-taking and instruments posed to the financial system. Advances in technology and sophisticated data management, combined with the use of value-at-risk (VAR) models allowed financial managers
to devise risk models that led them to believe that they were diversifying and spreading
risk to investors capable of absorbing risk, while increasing bank profits through higher
leverage. Based on these models, banks developed the originate-rate-and-relocate model
that allowed them to use sophisticated data management techniques to calibrate their risk
exposures so that they could transform credit risk (originated as mortgage loans) into investable debt securities that could be sold to institutional investors looking for higher yield
in a low inflationary environment. Regulators permitted banks to hold some of these debt
securities in their trading books with lower capital requirements than would have been required with regular loans. Regulators and central bankers12 were convinced that the socalled ‘great moderation’ had resulted in low inflation, and the low interest rates created
conditions that drove assets prices even higher. Risk management models reinforced the
bankers’ preference for more risk by underestimating the potential costs of the risks to
shareholders and ignoring the systemic risks. They relied heavily on recent data samples
with a narrow distribution of outcomes, especially in subprime mortgages.

12

Alan Greenspan stated in March 2009 in testimony to a US Congressional Committee that
“in August 2007, the risk management structure cracked. All the sophisticated mathematics and computer wizardry essentially rested on one central premise: that the enlightened self-interest of owners and managers of
financial institutions would lead them to maintain a sufficient buffer against insolvency by actively monitoring their
firms’ capital and risk positions.”
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1.2.1

The flaws in risk management

Over the past fifteen years, a common refrain during periods of financial dislocation, great
and small, is that we need more risk management. After fifteen years of considerable investment in risk management we need to ask why this investment has had so little pay-off.
There are three fundamental reasons why common approaches to risk management proved
inadequate and, more to the point, will always do so. Failure to address these issues in
some way will lead us back to crisis.
The first is that financial crises invariably take place after a boom, where there has been a
collective and often genuine belief that, for some exogenous reason such as the arrival of a
new technology, investment risks have fallen – or returns for a given risk have risen. This
becomes self-feeding as the resulting boom gives the statistical appearance that the riskreturn trade-off has improved, with generalized returns rising, and instances of default or
other downside risks receding amid surplus liquidity. More statistical measures of risk and
return will not help this problem. Indeed, the tendency to use more and more up-to-date
data in assessing risks and returns or incorporating market measures of risk will tend to
reinforce this self-feeding cycle (Persaud 2004). Financial crashes occur because markets
underestimate prior risks. Using market estimates even more will make matters worse not
better. At the same time, forcing banks, generally funded by short-term liabilities, to use
more longer-term data on risk and returns and less market-sensitive data, will appear from
the perspective of individual institutions to be perverse. This suggests that the solution to
this risk management problem is best carried out at the macro level.
The second reason, which is similar to but different from the first, is that the risk management approach to the financial sector assumes statistical independence. When a firm’s risk
management model signals that its risk exposure is too high and the firm decides to respond to this by selling risky assets, it assumes that it holds different assets from other
institutions and is getting a different signal from its risk model than others and so when it
sells these assets there will be buyers and not only other sellers. One of the reasons why
the approach assumes this is because to assume otherwise will mean that risk will be hard
or impossible to compute. Moreover, risk would no longer be determined by factors internal
to the risk models like prices and past volatilities and correlations of the assets in the portfolio – but to things outside these risk models such as the behaviour of other investors.
The response of individual institutions to this conundrum is that they should use a risk
model with fatter tails. No doubt vendors of risk models, like vendors of all consumer products, like a bit of obsolescence and demand for the new product. But this will not work
because the economy is never actually characterised by the average distribution, but by
one of more separate distributions. The normal distribution works fine in the quiet times,
but in periods of crisis with concentrated investments and increased liquidity demand, there
is an altogether new and completely skewed distribution as everyone rushes for the exit at
the same time. We are either in one or the other distribution – normal or skewed. Trying to
average the two will make no meaningful difference: risks will appear to be overestimated
for six out of every seven years, say, and substantially underestimated in the seventh.
The third issue relates to risk management at the board level. Like Iraq dossier writers,
chief executives and independent board directors have been quick to argue that they did
not know what was really going on when they gave the order to leverage up. This is partly
because the combination of “Risk and Audit” committees of the board has led to an “auditisation of risk” where risks are identified and given a colour - red, amber or green. The reds
are fretted about and the greens ignored. This traffic light approach flies in the face of the
observation that “it is not the things you think are dangerous that kill you” (Mark Twain).
There is no shortage of financial victims citing some explosion as a “once in a thousand
year event” or “wholly unforeseen and unpredicted”.
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1.2.2

Micro and macro solutions

The principal solution to these issues is for firms, but more importantly, regulators to take
a more “structural” view and a less “statistical” view of risk. A statistical view of risk would
be to say there is one thing called risk, and it is measured by the excess return relative to
the risk-free return, the volatility of these excess returns, or a public credit rating. We
should not need reminding in the wake of the current crash that such measures of risk are
highly cyclical and prone to underestimation of future risk in quiet times and overestimation
of future risks in the aftermath of a crash. The so-called “risk-sensitivity” approach to regulation, which in practice meant a greater sensitivity to market prices of risk, amplified the
boom-bust cycle when the purpose of regulation, at its least ambitious, should be to moderate these cycles.
A structural view of risk is one where we identify different kinds of risk: liquidity risk, credit
risk, market risk, operational risk and we look at the capacity to absorb each risk. In a
structural view of risk, a regulator may limit the ability of institutions without a capacity to
absorb liquidity risk – such as short-term funded institutions – from holding those kinds of
risks, and support the ability of firms with a capacity for absorbing this risk – like long-term
funded institutions or those with long-term liabilities – to do so. Limits could be achieved
through a capital regime in which capital is set aside for the degree of each risk mismatch:
principally liquidity risk mismatch, credit risk mismatch, and market risk mismatch. This
would be a 21st century update to Glass Steagall: fragmentation, not by activity, but by
ability to absorb risk.
A “structural” approach to risk would also embody the fact that the credit mistakes are not
made in the recession but in the boom and, consequently, the amount of capital required to
set against credit risk should be contra-cyclical. This is not to kill the cycle, but to offset the
self-feeding aspect of the cycle where in the up-cycle risks appear low and so the amount
of capital set aside falls or the fundamental amount of risks rises. We have discussed this
before. A key issue is how the cycle is measured. Work at the FSB and Basel Committee
suggests that the growth of GDP above trend is one of the best measures of excessive
credit growth and should coincide with the application of some regulatory brake. But in
reality each cycle is different and a range of indicators should be used. That said, we should
not use so many indicators that the signal is blunted and the decision to raise capital requirements or not becomes discretionary, with the likely prospect that policy would then be
too easily influenced by the perceived exceptionalism of each boom.

1.3

Stress tests and concentration risks

Another structural approach to risk is to consider concentration risks. A higher degree of
concentration will mean that past measures of risk such as volatility and co-variance are
likely to underestimate risks going forward. Investment concentration is perhaps best
measured by central authorities, either regulators, trade reporting entities, both, or such
alike. Regulators should require all financial market participants to submit to a common
stress test at least twice a year.
An example would be for financial firms to assume a 40% drop in house prices and report
the implications for assets, liabilities, liquidity, etc. While a common stress test tends to
underestimate spill-over effects, it provides more information on systemic risks than the
results of millions of independent stress tests being carried out by individual institutions
and may help the regulator to observe the rise of new interdependencies.
In terms of improving risk management at the Board level, one way to get out of the boxticking trap is to separate Risk Committees of the Board from Audit Committees and give
the Risk Committee some capital and ask it to hedge firm-wide risks. This will force the
Risk Committee to analyse relevant factors other than the results of its risk models and
make judgments on what risks are being run by the firm as a whole.
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1.3.1

Too big to fail

In recent months it has become fashionable to argue, in the words of Governor Mervyn
King, Governor of the Bank of England, that if a bank is too big to fail it is too big. It is certainly the case that the bigger the institution, generally the bigger the systemic risks and so
the greater the regulatory scrutiny and restraint ought to be. Large institutions also play a
powerful lobbying role that can have systemically dangerous consequences. Our predisposition is to prefer a more competitive market with smaller institutions. However, we
are not convinced that requiring institutions to be smaller will solve the fundamental problem of boom-bust and it is probably as much an issue of competition policy as it is of financial stability policy.
Many financial crises have had their roots in small institutions. For example, the 1973-4
“Secondary Banking Crisis” in the UK that had an even greater impact on the stock market
than the current crisis has had so far. In the current crisis, the large and staid institutions
proved far more resilient than the fast growing, medium-sized ones. And it may well be
easier to resolve a problem caused by excessive lending of one large institution than the
excessive lending of a large number of small, yet correlated, institutions. Simply put, private institutions should be required to internalize the systemic cost of them becoming
large, but shrinking and breaking up banks is no panacea to financial crises. It may, however, be a welcome consequence of our recommendation to fragment the financial system
by risk-capacity, achieved through higher capital requirements on bank size and risk mismatches. This would put a higher regulatory cost on bank size and inter-connectedness,
thus leading some institutions to shrink as they refocus on what they have the greatest
capacity to do.

1.4

Central counterparties and credit derivatives

In recent decades financial intermediation has moved from institutions into markets and
financial crises are now manifest in markets rather than institutions. Market gridlock is the
predominant manifestation of systemic risk and it is widely believed that a contributing factor is underperforming and poorly regulated clearing and settlement systems. Although the
existing infrastructure for clearing and settling derivatives did not fail during the recent crisis, regulators and others clearly believe that management of risk could be improved. One
of the reasons for regulatory interest in centralised clearing is a hoped for improvement in
pricing and price transparency.
When confidence collapsed in Collateralised Debt Obligations (CDOs) and Credit Default
Swaps (CDSs) this was in part because no-one knew what their value might be. It was this
lack of any basis of valuation that led to the questioning of the value of bank balance
sheets. No-one knew what the value of assets held on the balance sheet was and hence noone knew whether the banks were solvent. The problem was complexity not transparency:
securitised instruments typically come with many pages of elaborate documentation, describing the character of the asset in detail – but even those who attempt to read it all seldom understand it.
It is also argued that due to the bilateral nature of Over-the-Counter (“OTC”) derivatives,
the risk of a counterparty defaulting before the contract expires is relatively high,
particularly for credit derivatives that generally have long maturities, making it more likely
that a purchaser will be left unprotected. In addition, collateralisation provisions in CDS
contracts are not standardised and do not take account of how credit enhancement on one
transaction affects risk exposures on related transactions. A further concern is that due to
the nature of CDS contracts involving the referencing of other credit instruments and the
posting of more collateral as default probability increases, a downturn is likely to cause a
downwards spiral of pay outs and defaults, the type of which triggered the collapse of AIG
in 2008. Finally, the customised structures of OTC instruments means that they are not
typically susceptible to netting, resulting in high risk assessments (and collateral
requirements) on gross positions.
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It is these difficulties that have led to the now generally accepted policy conclusion that as
many assets as possible should be forced into clearing systems and central counterparties
(“CCPs”), facilitating price discovery and liquidity, standardising collateralisation provisions
and encouraging the development of simpler “plain vanilla” assets that are susceptible to
netting. To date, the message from the regulators has been confusing: the UK Financial
Services Authority has stated that although it supports the greater use of clearing it could
not endorse forcing all “standardised” OTC contracts into CCP clearing. By contrast, the US
Congress is likely to approve a financial services reform bill in 2010 that will require all
standardised OTC contracts to be centrally cleared by clearing houses or central counter
parties. Similarly, the European Commission has indicated that it may propose legislation
requiring standardised OTC derivatives contracts to be subject to mandatory clearing.
Aside from a more co-ordinated regulatory approach, the market needs some guidance on
what is “standardised”. There has been some regulatory discussion about how to incentivise the market to move away from OTC. One idea is to increase the regulatory capital
costs for OTC transactions or other types of risky short-term derivative transactions. It is
possible that certain hedge contracts relating to underlying credit-linked instruments or
foreign exchange transacted in the OTC market will obtain less or possibly no regulatory
capital relief. Therefore, we suggest that banks and other regulated institutions receive a
reduced regulatory capital charge on their derivatives exposure for clearing OTC derivative
trades through an approved central counter party or clearing house, while receiving a similar capital reduction for settling their foreign exchange transactions through the Continuous
Link Settlement Bank (3.2) or other approved entity.13
1.4.1

Naked short selling

Naked shorting refers to short-selling a financial instrument without first owning or borrowing the security or confirming that the security can be borrowed. In the CDS market the
term is used to refer to the situation where the buyer of protection does not own the
underlying credit risk. Greece’s recent sovereign debt problems have brought the longstanding short-selling debate into the credit default swap arena. As Greek sovereign credit
spreads dramatically fluctuated with news of on-off bail-out plans, a number of senior
European politicians have stated that the wider spreads were caused by CDS, and that this
was increasing the cost for Greece to borrow and hence trading of CDS should be restricted. A similar debate has occurred regarding the sovereign debt financing needs of
other European countries. The harmful activity is thought to be “naked short selling” –
shorting credit risk in the CDS market with no long-positions to hedge. It has been suggested that laying off credit risk using CDS should only be authorised if the hedging entity
“owns the underlying” asset. On 19 May 2010, the German government banned unilaterally the “naked” short-selling of eurozone government bonds, their credit default swaps
(CDS) and the shares of the country’s 10 biggest financial institutions.
There are many areas of misunderstanding in relation to the CDS market. One of these is
how credit risk management actually works. The whole point of using CDS to manage bank
risk is that credit risk comes in many shapes and sizes and most of it cannot be sold or directly hedged. The introduction of CDS for hedging was transformative because it created
a standardised unit of credit risk that could be sold (shorted) to offset a bank’s numerous
non-standard credits. By definition the CDS is rarely hedging “the underlying”.

13
However, it should be noted that regulation by “price”, the capital charge, and by “quantity”, the legal
requirement to trade on exchanges, are not perfectly equivalent. As was pointed out by Martin Weitzman in
famous article entitled “Prices versus Quantities” published in 1974, the relative efficiency of price regulation and
quantity regulation is dependent on whether the relative balance of benefits and costs. Where costs are relatively
low and benefits high, price regulation is to be preferred. Where, as in this case, the costs of OTC complexity are
high and the benefits relatively low, quantitative regulation is superior. See also, Haldane (2010).
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It now transpires that CDS risk transfer was less than 5% of Greek debt and that the
spread widening started in the bond market, not the CDS market. The attraction of the
CDS is that it is a proxy hedge offering payouts close to any loss that might follow a corporate bankruptcy. A requirement to only exactly hedge underlying credit instruments (i.e. a
ban on naked short selling) would put a stop to most bank hedging activity, which might
have the perverse effect of limiting banks’ ability to hedge risk, especially in volatile capital
markets.
This debate highlights the widespread misconception concerning the relationship between
price in the CDS market, the probability of default, and the impact of CDS activity on bond
prices. Commentators are correct in stating that CDS contracts provide a form of insurance
against default, but too often state that if the price goes up the market must believe that
default probability has also increased. In doing this, they fail to appreciate the activities of
bank credit portfolio managers and bond portfolio managers.
Banks monitor and manage credit limits as part of their standard risk management activities. A German bank might impose a country limit on its exposure to the UK economy.
That exposure would be made up of a wide range of exposures to UK banks and corporates.
From time to time, the sum of the parts might exceed the country limit so the bank would
need to take mitigating steps. One of these could be reducing its exposure to the UK government. Buying protection on a sovereign borrower in the CDS market is considered acceptable risk mitigation. Over the last two years the need to adhere to limits has become
so important that users have paid prices that appear to make no economic sense.
Another important use of the CDS is in the management of asset price volatility by fund
managers subject to mark-to-market accounting. The last two years have seen increased
volatility and correlation in most asset classes: witness the global market reaction to problems in Dubai in late 2009. To reduce excessive swings in portfolio valuations, the manager of a corporate bond portfolio might choose to short an appropriate sovereign or index
of sovereigns. Any bond losses due to spread widening would be partially offset by gains
from the CDS.
Both these activities involve shorting credit risk in the CDS market but in neither case are
the users taking or expressing a view on default probability. They are forced to pay the
market rate and since the universe of CDS investors has been reduced by the financial crisis, from time to time supply and demand imbalances will raise the price. This is unlikely to
have any impact on bond prices as investors in these markets are generally looking for a
home for their cash. Further, the net risk transfer numbers (not the gross numbers that
are almost always quoted) in the CDS market are normally a fraction of a borrower’s bond
issuance. The important point here is that benign activities by bank credit portfolio managers can affect CDS spreads and send misleading signals to the market.
1.4.2

Will the securitisation market revive?

Securitisation has been used by banks and corporate since the 1970s when securities
backed by pools of US residential mortgages were created and sold to investors. Since
then the assets that have been securitised have grown to include most forms of debt with
particular focus on residential and commercial mortgages, consumer credit and corporate
loans. Up to the end of the 1990s the rationale for securitisation was balance sheet and
risk management for the originator. The last decade saw the rationale switch to the composition of investor demand and this contributed to the huge growth and ultimate collapse
of the securitisation market. By 2007, in order to provide compelling returns to yield hungry investors, the arrangers resorted to ever increasing levels of complexity and leverage.
The market ground to a halt in a matter of months resulting in two significant problems.
First, hundreds of billions of dollars of existing securitisations had to be valued, written
down and maybe sold in an environment where there were virtually no buyers.
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Second, the assets that would normally be securitised now have to be held on bank balance
sheets that are facing calls for less leverage and more capital. A restart of the securitisation
market is considered key to fixing both of these problems.
Chart 3: European and US securitisation issuance

Source: SIFMA

A glance at Chart 3 would suggest that the securitisation market has suffered but is now
recovering. However, this data is very misleading: most of the issuance in 2008 and 2009
was bought, underwritten or funded by central banks. For example, in Europe there was
€417 billion of issuance in 2009 but only €8 billion (2.1% of total) was sold to end investors. The bulk of issuance was kept by the issuer and posted to the central bank under a
repurchase contract. In 2008 only 1.2% of the €825 billion of issuance was sold to end
investors. In the US most new securitisations were either bought by Fannie Mae and Freddie Mac or by the Term Asset Liquidity Facility (TALF).
The extent of the problem is well illustrated by the ratings migration in the synthetic CDO
market. Chart 4 illustrates that sub-investment grade tranches grew from being a few percentages of total tranches in late 2007 to over 80% of outstanding by late 2009. Not only
does this suggest significant mark-to-market losses for holders of the paper but in many
cases it suggests extensive forced selling. Most investors would not have the authority to
hold ‘BB’ or lower rated investments. To make matters worse the main group of investors
in CDOs – the banks – are facing higher capital charges for securitized products and calls
for less leverage. To date, sellers of CDOs are still plentiful and there is little sign of a
slow-down in selling. A reversal that results in significant net buying is unlikely in the medium term.
Given the apparent damage caused by securitisation and the resulting loud political and
popular call for it to be severely restricted or even banned, commentators are asking
whether we actually need securitisation. Unfortunately, the rationale for such calls is a belief that securitisation only exists to enrich the banks at the expense of investors. There is
little appreciation for the benefits brought by securitisation that enables banks and other
firms to manage their balance sheets more efficiently and to generate more liquidity to expand investment and output.
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Chart 4: Distribution of Ratings for CDO

Source: S&P, Morgan Stanley Research

1.4.3

Regulatory Changes

Due to the role of structured credit products in causing the credit crisis, regulators have
responded with a range of possible regulatory changes. Their main objective is to address
at least two problem areas: first, since banks had no residual economic interest in the products that they were selling (referred to as “skin in the game”) there was no incentive to
ensure their long-term robustness; second, since bank capital charges for holding CDOs
were relatively small, banks accumulated vast holdings of CDO tranches which proved to be
very illiquid and susceptible to material downward price adjustment.
The introduction of a risk retention rule would ensure that the “securitizer” retains an economic interest in a material portion of any asset used to back an issuance of securities.
The actual definitions vary between Europe and the US. In Europe the issue is addressed
in the new Capital Requirements Directive and applies to originators, sponsors and original
lenders. An economic interest of not less than 5% will need to be retained for new deals
issued from 2011 onwards and for all deals from 2015 onwards. In contrast, the main proposals in the US Congress would define ‘securitizer’ differently and would either adopt a 5%
or 10% for the risk retention rule.
At this stage it is not clear how the retention rule will affect the various parties involved in
a CDO. In a traditional “balance sheet” CDO where the arranger is a bank managing its
own loan book not much will change since such an arranger would normally retain some of
the risk. The motivation for a balance sheet CDO is management of leverage, funding and
capital – the profitability of the transaction itself is not the primary concern. But in an “arbitrage” CDO where an arranger sources the collateral in the secondary market and is only
motivated by profit, the requirement to retain some of the risk could significantly reduce
the arranger’s appetite for such transactions.
Regarding risk weights, the changes currently being considered will see most securitisations attracting higher capital charges and so-called resecuritisations incurring additional
risk weights to account for higher risk, mainly due to concentration. This change was
prompted by the numerous problems seen in the securitisation market and particularly in
the market for CDOs of Asset Backed Securities. The proposals currently under consideration raise two issues: first, the definitions are vague and hence the true impact is not
known; second, regardless of definitional uncertainty, the impact on old and new securitisations will be material and not necessarily beneficial.
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One of the definitional uncertainties relates to resecuritisations: some have interpreted it to
apply to subordinated corporate debt instruments. This could include leveraged loans and,
if so, would result in dramatically increased capital charges for securitisations of such assets. This would affect both existing and new deals at a time when, as discussed in 1.1.2,
we are approaching a significant refinancing bubble for leveraged loans.
One of the material changes relates to trading books – the section of a bank’s balance
sheet that holds relatively liquid assets and is subject to mark-to-market accounting. Securitised products held in the trading book used to attract lower capital charges due to the
fact that any reduction in value would be identified on a daily basis via the profit and loss
statement. This distinction is set to disappear and hence many holders of securitised products in a trading book may be inclined to reclassify them as banking book items in order
to avoid price volatility. This will reduce liquidity in an already illiquid sector as intermediaries will be less inclined to hold inventory of securitised products.
The other material change that merits discussion relates to counterparty risk. It has been
recognised that the relationship between a credit-risky derivative and a credit-risky
counterparty is complex and merits special treatment. One such area of focus is referred
to as “wrong way risk”: where the deterioration of the risk being hedged is accompanied by
a deterioration of the counterparty’s credit quality. In the future such a transaction would
attract an additional capital charge. It has also been suggested that there should be a
multiplier for large bank counterparties and for counterparties that are not regulated.
Finally, there are plans to introduce capital incentives to encourage the market to use Central Credit Counterparties (“CCP”s).
A troubling feature of the regulatory developments in this area is the apparent failure to
appreciate the difference between “good” and “bad” securitisations. Few would disagree
that a product created solely to meet the return and rating goals of a specific investor is of
little value if the goals can only be achieved through excessive complexity, leverage and
abuse of shortcomings in rating agency models. Significant issuance of products of this
kind became a source of systemic risk and are rightly characterised as “bad”. But where
the product provides the arranger with effective methods for managing bank leverage, risk,
capital and funding then, so long as any additional risks are well understood and can be
controlled, most would agree that such securitisations could be “good” for the market. Unfortunately, much of the basic workings of these products are similar and hence rules created to limit bad securitisations may well restrict good ones too.

1.5.

The impact of regulation on credit markets

The combination of a less levered banking sector and a diminished shadow banking sector
raises the question of whether the medium term credit needs of the US and Europe can be
met. Given the economic down-turn it is no surprise that private sector credit growth has
slowed. Chart 5 shows the slowing growth in the US and Europe and the credit contraction
seen in the UK during the first half of 2009. IMF estimates of credit growth over the next
five years shows a significant reduction compared to the previous decade. However, public
debt is growing and it may be that total funding needs are not met by supply. A popular
economic view is that credit rationing is a cause not a symptom of economic slowdown; if
this is correct, then a shortage of credit presents a problem.
It is difficult to predict how the credit needs of Europe and the US will evolve but a good
place to start is to look at the refinancing of existing debt instruments. Clearly this can
overstate the problem to the extent that borrowers are deleveraging. But it can also
understate the problem by not addressing the migration away from banks and shadow
banks to the bond market which, for reasons stated above, could become a bigger source
of finance for the European economy.

21

Special Committee ON the Financial, Economic and Social Crisis
Policy Department A: Economic and Scientific Policy
___________________________________________________________________________________________

The market for emerging market debt exhibits a less troubling refinancing profile (Chart 6)
with the peak in 2008 and 2009 not producing any noticeable market stress. With debt
service of bond and loans in 2010 and 2011 estimated at US$400 billion it is possible that
this material demand for funds could divert cash from the US and European credit markets.
However, the number of institutions that would divert money on an ad hoc basis from, for
example, a US high yield risk exposure to add an emerging market exposure is few. Such
behaviour is probably the domain of risk-seeking investors. The challenge to other markets
will come if, at the institutional level, asset allocations are materially adjusted to reflect the
growing importance of emerging markets relative to most other markets.
Chart 5: Private Sector Credit Growth

Chart
6:
Refinancing
needs
of
emerging market forex-denominated
corporate debt

Source: IMF staff estimates

Source: Bloomberg L.P.; IMF

It appears that increased regulatory requirements along with a fragile economic recovery
combined with the prospect of increased competition from Asian banks will limit the capacity of European banks to raise capital and thereby also limit their ability to make loans
to European businesses and consumers. This is not helped by IMF estimates of a reduction
of bank lending during 2010 (Chart 7). But this has to be put in the context of the ability
of market sentiment to change rapidly and the considerable and growing pools of cash
looking for higher yielding returns.
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Chart 7: Bank lending capacity growth

Source: IMF
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2. EU CRISIS MANAGEMENT, BURDEN SHARING AND
INTERNATIONAL INITIATIVES
2.1

European financial market supervision

The European Commission’s proposals to establish a European System of Financial Supervisors (ESFS) and a European Systemic Risk Board (ESRB) are premised on the importance
of linking micro-prudential supervision and regulation to the macro-prudential oversight of
the financial system.14 Indeed, the linkage is essential for building an efficient EU supervisory regime that allows member states to exercise more effective supervisory oversight
over individual firms and investors, while monitoring and measuring systemic risk in the
broader European financial system and across global financial markets. Although adopted
in the wake of the crisis, these proposals are an extension of the Commission’s earlier policy under the Financial Services Action Plan and the Lamfalussy framework of promoting EU
financial integration through convergence of supervisory practices and harmonised implementation of EU financial legislation. The FSAP and Lamfalussy process, however, were not
able to overcome different sets of standards, responsibilities and powers of member state
supervisors that hampered the integration process and resulted in disjointed supervisory
practices and a failure to identify and monitor risks building up in the financial system (IMF
2007). The proposed ESFS and ESRB recognise the importance of linking the supervisory
practices of member state authorities in a more durable manner so that they can oversee
more effectively the growing number of cross-border financial activities and the changing
nature of systemic risk in the European financial system.
Moreover, the ESFS and the
three European Supervisory Authorities will ensure that member state regulatory and
supervisory authorities can work more effectively together to control and manage systemic
risk and develop a harmonised regulatory code and implementation across all EU states.

2.2

A reformed European resolution regime

Europe now has over fifty financial groups consisting of multiple subsidiaries and branches
established in different EU states. During the financial crisis, several of these financial
groups collapsed and were taken into receivership, administration, or were bailed out by
the group’s home authority.15 When the financial crisis began in August 2007, the impending failure of these financial institutions led to a chaotic scramble by member state supervisory authorities to freeze and seize assets over which they had jurisdiction so that they
could be marshalled for later distribution to creditors and depositors if recapitalisation or
state bailout was not practicable. As it turned out, most EU states did not have special
bank resolution regimes and could only restructure failing banks by taking them into insolvency under domestic law or state ownership. This situation dramatically highlighted the
need for an effective EU legal framework to govern the resolution of failing and failed
banks, especially for those banks that operate on a cross-border basis in Europe and are
managed in group structures.
At present, EU law simply applies the law of the state where the financial institution is incorporated or has its headquarters to the resolution and insolvency of the bank’s crossborder operations. EU states, however, have different domestic insolvency laws and procedures for organising a regulator’s or administrator’s intervention into the affairs of a seriously weak or failing bank. In the recent crisis, these different national approaches in resolving and restructuring the cross-border operations of financial institutions led to the
segregation of assets of failed institutions in some EU states which were then not available
to pay legitimate claims of depositors and other creditors in other EU states. The uncoordinated and disjointed efforts by EU national authorities highlighted the need for a more effective cross-border EU legal framework to govern the resolution of failing and failed banks.

14
15

Kern Alexander (2010) ‘Which supervisory model for Europe’ Note to the Committee on the Financial Crisis.
The most dramatic of the group collapses were those of Royal Bank of Scotland, Fortis and Dexia.
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The European Commission (2009) has published a Communication entitled ‘An EU Framework for Cross-Border Crisis Management in the Banking Sector’ which analyses many of
these issues and suggests reforms in certain areas which may require more substantive
harmonisation of bank resolution requirements. Although these are important proposals, it
should be borne in mind that the adoption of a more harmonised EU bank resolution regime
will not accomplish the objective of limiting systemic risk unless it is accompanied by
stronger powers for national supervisory authorities to exercise prompt corrective action
against weak and failing banks and non-bank financial institutions. Lehman Brothers was
an example of a complex, interconnected financial institution that however did not carry on
the traditional banking business of taking deposits, but nevertheless was a systemic actor
whose failure in September 2008 nearly caused a meltdown of the global financial system.
An effective EU resolution regime must provide strong powers to national authorities to
intervene in the decision-making of management if the supervisor determines that the bank
or its management have failed to adhere to prudential standards. Judicial review of supervisory action in the area of prompt, corrective action and prudential regulation should be
narrow and provide supervisors wide discretion to intervene in weak and failing banks and
to restructure them if necessary. For instance, the supervisor should have the authority to
require the bank to recapitalise itself, if necessary over shareholder and management objections. EU company law, however, provides strong rights in the Second Company Law
Directive for shareholders of limited liability companies to approve any change in the financial structure of a company. An effective EU resolution regime should require that the Second Company Law Directive be amended to provide stronger powers for supervisors to require weak and failing banks to change their capital structure to satisfy prudential regulatory requirements.
Any proposed EU reforms on bank resolution should perhaps consider closely some of the
reforms that have been adopted recently by member states. The UK Banking Act 2009
provides a special resolution regime for deposit banks that empowers the Bank of England
to intervene in shareholder rights and the rights of creditors of banks experiencing serious
difficulties or which are failing and might possibly be taken into administration or liquidation. The Act provides the Bank of England with stabilization powers to transfer property
and shares from a failing bank to a state-owned bridge bank or private bank. Although the
exercise of these resolution powers can substantially interfere with shareholder rights and
other property rights, these powers have the objective of striking a balance between the
legitimate rights of bank shareholders, creditors and depositors while preventing a failing
bank from causing a systemic crisis and threatening depositor rights. The UK special resolution regime provides a model for how other states can manage the uncertainties of the
present financial climate by balancing the rights and interests of bank owners and creditors
with those of broader stakeholders and society who can potentially suffer severe economic
damages as a result of a mismanaged bank that results in failure and substantial losses to
the broader economy. Nevertheless, to implement an effective resolution regime that provides EU states with prompt corrective powers may require amendments to existing EU
Company Law (Second Company Law Directive) in order for authorities to take the necessary measures that require shareholders to recapitalise the bank and to move away from
socially risky business models.

2.3

G20 and the Volcker rule

An important component of the international policy response to the global financial crisis
has been the strengthening of the macro-prudential orientation of financial supervision.
Macro-prudential regulation involves a greater focus on the financial system as a whole and
its linkages to the macro-economy (FSA 2009, De Laroisere, 2009, and FSF 2009). The
origins of the term ‘macroprudential’ have taken on great significance in the wake of the
financial crisis and have been elaborated in the development of EU financial policy.
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An important aspect of macro-prudential oversight involves monitoring and assessing systemic risks –that is, the risks created by individual banks and the risks across the financial
system.16 International regulatory reform efforts are being spearheaded by the Financial
Stability Board (FSB) – the G20 body consisting of supervisors from the leading twenty
seven developed and developing countries – which is overseeing a number of initiatives
ranging from capital and liquidity requirements, migrating over-the-counter derivatives
onto clearing houses, organising colleges of supervisors to oversee international banks, the
adoption of ‘living wills’ for systemically-important banks and common principles for resolution regimes.
In early 2010, the FSB endorsed President Obama’s proposal to prohibit deposit taking
banks from proprietary trading in capital markets (ie., trading for their own account) and
from investing in hedge funds and private equity. The Obama proposal – the so-called
Volcker rule – does not seek a complete separation between commercial and investment
banking. Rather, investment banks would still be permitted to engage in securities
brokerage, asset management and corporate finance so long as these activities are
undertaken on behalf of their client customers and not for the bank’s own account. Banks
that rely on deposit insurance for retail deposits would simply be prohibited from using
those funds in the bank’s own investment activity and specifically could not invest in hedge
funds and private equity. An effect of the proposal would be to limit further growth of
banks’ non-retail deposit liabilities because they would not be able to invest the money (as
many did prior to the crisis) in speculative structured investment funds. The Volker Rule is
an example of quantitative regulation as distinct from price regulation. In a broader sense,
the traditional regulatory approach seeks to make markets work better (by internalising
externalities), whereas the quantitative or legal approach seeks to change the structure of
markets.
The proposal has been strongly criticised on several grounds. For example, the proposal
does not provide any meaningful details about how regulators would distinguish between a
bank’s investment services on behalf of its clients and its proprietary trading activities for
its own account. It has also been criticised for focussing on deposit taking banks, and failing to address the systemic risks that arise from non-deposit taking financial institutions
like Lehman brothers and Bear Stearns, whose interconnected exposures in the wholesale
funding market and miscalculated risks on credit default swaps nearly toppled the global
financial system in 2008.
It should be emphasised that this proposal is intended to supplement other regulatory reforms the US has adopted such as a 10% cap on national market share for retail deposits
and should not be considered a panacea. Once the details are worked out, there is no reason why the proposal should not prove to be effective and workable. Its effectiveness,
however, will depend on how well regulators adopt a more holistic approach to controlling
the systemic risk that arises in wholesale capital markets and the particular risks posed by
complex financial instruments and interconnected institutions and trading systems. EU
policymakers should consider the Obama proposal to be a quantitative supplement to a
broader regulatory framework that should have what Mervyn King has described as a
three-legged stool: 1) more stringent capital and liquidity requirements, 2) resolution regime with living wills that allows unviable banks to fail, and 3) a restructured banking system whose fault lines rely less on wholesale funding liabilities, and that involves banks conducting more of their cross-border business through subsidiaries as opposed to branches so
that regulatory capital can more easily be segregated in the jurisdictions where banks are
taking the most risks.

16
However, “macro prudential” and “systemic risk” are not well-established terms in EU financial market legislation and regulation. Systemic risk however is referred to in EU financial legislation. See Directive 98/26/EC Settlement Finality Directive; and proposed Alternative Investment Fund Management Directive, art 25. However, it is
not comprehensively defined.
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2.4

Sovereign debt crises – A European reform

The problems arising from the Greek sovereign debt crisis raise important issues regarding
how the EU and the eurozone institutions should assist member states which are experiencing liquidity and/or insolvency problems. The EU Growth and Stability Pact presently requires member states not to run annual budget deficits in excess of 3% of gross domestic
product (GDP) and not to have national debt in excess of 60% of GDP. The lack of enforcement of these rules and their uniform application across all member states regardless
of where they are in the business cycle has undermined the Pact’s effectiveness. Indeed,
the Pact has resulted in neither growth nor stability. Essentially, the EU lacks a fiscal policy
dimension to assist states experiencing financial difficulties in crisis situations. Indeed,
Article 125 of the Lisbon Treaty prohibits EU institutions from bailing out EU states experiencing fiscal problems.
The shape of necessary reforms has been defined by the Greek episode. The
mismanagement of the Greek economy, exacerbated by the collapse of world trade and
hence the collapse of shipping revenues, led to cumulative severe pressures on the bond
sales necessary to fund the Greek government deficit. Since Greek government bonds are
denominated in euros, investors faced no currency risk. However, they did face increasing
fears of default. The reaction in European capitals was to initiate a protracted, indecisive
debate on raising the funds for a Greek "bail-out". As vague pronouncements were piled on
indecision, the fear of default increased, so that when the €120 billion bail-out was at last
agreed, it proved inadequate as a defence against the rising tide of default pessimism.
The confused handling of the Greek crisis stands in stark contrast to the rapid and effective
measures taken by the United States Government in the Mexican crisis of December 1994,
which was very similar. In the latter case, investors in Mexican government tesobonos
faced a complex mixture of currency risk and default risk. Yet the US$50 billion package
assembled by the Clinton Administration in a few days, predominantly in the form of guarantees, stemmed the run and rapidly restored confidence.17
If a credible eurozone institution had guaranteed Greek bonds at the outset, the immediate
crisis would be over, at negligible cost. Finally, EU finance ministers held an emergency
meeting on 9 May 2010 where they agreed to adopt an extraordinary rescue package
guaranteeing all of Greece’s sovereign bonds and the bonds of other eurozone members by
establishing an off balance sheet entity which would issue bonds worth up to 660 billion
euros (including an IMF 250 billion facility) to banks and other investors which would be
fully guaranteed by eurozone states. The emergency rescue package essentially bailed out
the banks and other creditors who had purchased Greek sovereign debt and it imposed the
burden of adjustment almost entirely on the taxpayers of Greece and indirectly on the
taxpayers of all eurozone states. The Greek rescue package will have the effect of
increasing moral hazard for the creditors of EU sovereign states by incentivising them to
make more and riskier loans to eurozone states with the cost of any adjustment borne by
the debtor state and indirectly by European taxpayers.
The confusion and delay in putting together the guarantee fed the flames of volatility and it
is now not clear that even this sum will be enough. A more damaging sequence of events
would be difficult to imagine, but worse may come. Having at last chosen to follow a sensible guarantee strategy, the eurozone Governments plan to resuscitate the growth and
stability pact. The eurozone has been gripped by deficit hysteria, with all Governments being forced to commit to massive cuts in public expenditure. The path to recovery is to be
paved with unemployment and bankruptcy.18
17
As Alan Greenspan recounts in his autobiography: "Mexico ended up using only a fraction of the credit. The
minute confidence was restored, it paid the money back-the United States actually profited $500 million on the
deal". Greenspan (2009)
18

As the Financial Times leader argued on 25th May 2010:
"growth is a precondition for stability, not something to be traded off against it. Putting countries on the
rack of debt deflation will not stabilise their economies, only destabilise their politics".
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The Greek crisis demonstrates the inadequate crisis management framework in the EU and
the need to establish a clear structure of macro-crisis management. As well as clear cut
lines of responsibility and decision making, this might include a sovereign liquidity or ‘solidarity’ fund to which EU states experiencing short-term funding problems would have access to borrow during times of crisis until they regain access to capital markets. The EU
‘solidarity’ fund would be paid for by a small transaction tax on all sovereign bond sales.
The tax could be imposed at a very low level – ten basis points/0.10%, or five basis points/
0.05% - so as not to distort significantly the sovereign bond market and it would be easily
enforced by the states issuing the bonds who would simply withdraw the tax at source from
its coupon payments to investors over a period of time.
If instead the country is not merely illiquid, but insolvent, more drastic measures should be
taken and the EU sovereign liquidity fund would continue to be available, but needs to be
supplemented by a mechanism for determining collective guarantees. These should be
offered on the basis of strict conditionality, in which the state in question may be required
to undertake significant structural reforms to, for example, the fiscal system, the structure
of macro-economic management, or the labour market. Short-term austerity measures
may be a necessary component of a rescue package. But their impact should always be
assessed against the needs of medium term recovery.
The approach we are suggesting would involve a major re-think of the political economy of
the EU in general and the eurozone in particular. It would require a significant change of
direction in fiscal policy, with discretionary policy making replacing the rules of the Growth
and Stability Pact that have so conspicuously failed.
Whether the institutions for
discretionary policy can be constructed on a European scale is a political issue that is
beyond the scope of this Study. All that we would say is that to avoid the EU becoming an
engine of cumulative deflation that will ultimately undermine the credibility of its
institutions, a number of crucial issues in economic decision making must be resolved.
As far as financial regulation is concerned, the breadth of activities permitted in financial
markets define the parameters within which discretionary policies can operate. Re-thinking
macro-prudential regulation is therefore an integral part of the wider reform of economic
policy-making.
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3. GLOBAL SOLIDARITY MECHANISMS AND FINANCIAL
TAXES
The global financial crisis has imposed huge economic and social costs across developed
and developing countries, with the burden falling disproportionately on the poorest. The
crisis has made it extremely difficult for developed countries to honour their pledges taken
at the Gleneagles G7 Summit in 2005 to increase their financial support for global public
goods and in particular to achieve the Millennium Development Goals (MDGs). This chapter
examines the effectiveness and feasibility of several financial taxes that aim to provide a
sustainable source of revenue for governments to absorb some of the costs of crises and to
pay for the MDGs and other public goods. In doing so, we evaluate the effectiveness and
feasibility of these taxes to accomplish the following separable objectives: 1) to curb excessive risk-taking in the foreign exchange and wholesale securities, derivatives and futures
markets, 2) provide adequate revenue to pay for the social costs of financial crises, and 3)
and to pay for global public goods.19 We argue that the effectiveness and feasibility of
these taxes will be determined in part by how well their design satisfies the following criteria:
1) existing clearing and settlement infrastructure is transparent and supports application,
2) the tax level should achieve a balance of economic benefits in terms of risk mitigation
that does not significantly distort the market nor undermine liquidity;
3) raises adequate revenue to help pay for European and global goods; and
4) complies with applicable EU and international legal requirements.
We argue that centralised clearing and settlement systems make it practicable for authorities to monitor and collect a tax on financial transactions, especially for foreign exchange
transactions and centrally cleared derivatives. A financial transaction tax is a generic term
covering a number of possible taxes that could apply to certain securities investments, derivative contracts or other financial products including commodities. We will examine the
currency transaction tax (CTT) and a broader tax on all exchange traded, centrally-cleared
and over-the-counter (OTC) derivatives, and a bank balance sheet tax. We conclude that a
CTT satisfies these criteria because most foreign exchange transactions are settled by the
Continuous Link Settlement Bank (CLS Bank) and the CTT could be imposed on a transnational basis in the CLS Bank infrastructure with support from central bank real-time gross
settlement systems (RTGS).
By contrast, the non-forex OTC derivatives market lacks transparency and the institutional
attributes that are necessary for effective monitoring and collection of a FTT. Regulatory
pressures, however, are leading to more and more OTC derivatives migrating to clearing
houses in order to reduce systemic risk and counter party risk. Central clearing of these
trades will not only reduce risks and enhance synergies for dealers of these instruments,
but also make it feasible to monitor transactions and potentially collect a transaction tax.
Nevertheless, there are concerns regarding implementation, circumvention, evasion and
enforcement which lead us to conclude that a tax on OTC trading would be very difficult to
implement and if policymakers want to adopt it they should phase it in over a period of
time until centralised clearing becomes a more accepted practice and then focus the tax
mainly on derivatives trades that are centrally cleared. Finally, we recognise that some
countries may want unilaterally to impose a tax on bank balance sheets (ie., on nondeposit liabilities or on profits), but we do not believe that this will be an appropriate tax for
most emerging market countries.

19
Global public goods can be defined as goods or services that are not provided by the market because of market
failure and which government can therefore be justified in providing on efficiency grounds in order to enhance
economic and social outcomes.
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3.1

The economic rationale of financial transaction taxes

The recent crisis has raised questions about the possibility of a Tobin or transactions tax to
restrain the explosive growth of financial transactions in recent years. Several international
organisations, the G20 and some developed countries are debating and examining the viability of a financial transactions tax (FTT) that would be aimed at limiting excessive risktaking in financial markets, providing an insurance fund for the failure of large financial
institutions, and providing revenue to assist countries in coping with the crisis and in providing public goods.
It is important to note that these three objectives are separable, both in their economic
rationale and in practice. The first objective, limiting excessive risk-taking is derived from
the desire to price risk efficiently. In this case how the funds are used subsequently is not
part of the agenda. The proposition that such funds might be used to build an insurance
fund is quite separate argument related not to mitigating the riskiness of financial transactions but to pricing accurately the implicit insurance provided to institutions too big to fail.
The provision of assistance to those most affected by ill chosen risk-taking is a third component of an efficient pricing strategy. Hence the objective of efficient pricing may be pursued by adopting all three goals at once, or by pursuing them separately.
The idea behind a FTT has been attributed to Nobel Laureate James Tobin who proposed a
currency transaction tax in the 1970s primarily to limit the destabilising influence of the
growing volume of very short-term forex transactions and enhance control over financial
aspects of macro-economic policy.20 Since Tobin’s original proposal, the idea of a financial
transaction tax has been developed by economists and civil society groups as a possible
revenue source to finance global development objectives (Haq et al., 1996). Recently, the
global financial crisis has brought the issue back on the agenda with the G20’s efforts to
rebuild the financial architecture. Unlike the pre-crisis literature, proposals for a FTT have
gained considerable traction, both as a financial stability instrument and/or as a solution to
pay for global public goods, such as the UN Millennium Development Goals (MDGs) and the
2009 Copenhagen Agreement climate change policies.
In considering the merits of a financial transaction tax, one should bear in mind that the
object of economic activity is to produce goods and services. Financial transactions are the
means by which that production is funded. But in recent years transactions have grown
much more rapidly than production and trade. This raises two important questions. First,
why have they grown so rapidly? Second, what should be the ideal volume of transactions
relative to the trade and production they support?
In the 1960s, world trade grew by 8.2 per cent a year. That trade, together with long-term
investment flows, was financed by foreign exchange transactions that were roughly double
the value of the trade deals themselves. Between 2000 and 2007 growth in trade had
slowed to just 5.8 per cent a year. Yet the value of foreign exchange transactions had risen
to more than 80 times the value of the underlying trade and long-term investment. Or
consider another example of transactions growth, particularly relevant to the current financial distress. At the centre of much of the turbulence has been the use of credit default
swaps (CDSs). It is estimated that, at the end of June 2008, the value of CDSs outstanding
in major financial markets was US$57.3 trillion (BIS, 2009). In late 2008, the US Depository Trust and Clearing Corporation revealed that the value of CDS transactions was ten
times greater than the value of the underlying risk being insured.
The growth of derivatives markets and in particular of CDSs and other similar instruments
can be attributed to the collapse of the Bretton Woods system in the early 1970s. As fluctuations in exchange rates became commonplace, opportunities for profit proliferated, and
rules restricting flows of capital were removed.

20

Tobin (1978, 154).
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And this, in turn, reinforced the need for investors to hedge against fluctuating rates:
under the new system foreign exchange risk was no longer borne by the public sector, but
by the private sector.
This privatisation of risk created an expansion in the scale and variety of derivative instruments designed to hedge risks. The total value of such contracts rose from just over
US$1,000 billion in 1986, to around US$516,000 billion in 2007. And less than a third of
these were standardised traded instruments, bought and sold on exchanges. The rest were
customised transactions between two parties, provided “over the counter” (OTC).
After Lehman Brothers collapsed in 2008, liquidity vanished because it was impossible to
sell OTC assets, or to use them as collateral. It became clear that neither the senior executives of sophisticated banks, nor their regulators, understood the deals made in their
names. But the risk to the economy as a whole was not just a function of complexity, but
also of the sheer size of the transactions themselves, relative to the underlying trade or
loans on which they were written. For example, Lehman’s OTC credit default swap book
had a notional value of US$72 billion, yet Lehman’s net exposure to OTC credit default contracts is estimated to have been only about US$5.2 billion. When the credit rating of AIG
was downgraded, it had to post new collateral of US$13 billion on its gross liabilities –
something it was unable to do.
The problem of the seemingly ever-growing tower of transactions erected on foundations of
relatively small underlying assets has led to the now generally accepted policy conclusion
discussed above in 1.4: As many assets as possible should be forced into clearing systems,
or markets where they can be readily bought and sold. If financial instruments are traded,
this reveals what they are actually worth. And it has the further advantage of encouraging
the development of simpler “plain vanilla” assets, rather than complicated derivates. These
simpler assets can be “netted” to reveal the true underlying risk. The British and US authorities, as well as international bodies such as the G20, the Financial Stability Board and
the EU are now all proposing some form of central clearing for CDSs. Some, including the
US Treasury and the EU, are calling for all standardised contracts to be traded through a
clearing house or an exchange.
This would be a major improvement, but there will still be the issue of the growing volume
of non-standard, over-the-counter contracts, and the apparently inexorable growth of the
ratio of gross to net transactions. That is where the suggestion of Adair Turner, Chairman
of the UK Financial Services Authority, that policymakers should give serious consideration
to a transactions tax (Turner, 2010). The growth of transactions imposes a risk on society
as a whole. Those who impose that risk should pay for it. If they don’t, then risk is mispriced.
Academic opinion, however, is strongly divided over what utility financial transaction taxes
have in curbing excessive risk-taking and generating sustainable sources of revenue. Proponents of financial transaction taxes have based their views on certain assumptions about
trading and pricing in asset markets: that modern financial markets are characterised by
excessive trading activity and short-term speculation, and that such speculation generates
volatility not only in short-term asset prices, but also in long-term asset prices marked by
persistent and dramatic departures from equilibrium.21 Keynes observed that this led to
the ‘predominance of speculation over enterprise’ and led to reduced long-term investment
and growth. Accordingly, a tax on transactions in securities and other financial instruments
would increase the cost of speculative trading, especially for trades with shorter durations,
and this would have a stabilising effect on asset prices. Moreover, the tax would generate
revenue needed to assist governments with fiscal consolidation, especially during times of
crisis.

21

Summers and Summers (1989), Stiglitz (1989), De Long et al. (1990),and Schulmeister (2009).
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Opponents of transaction taxes generally share the view that the case is flawed because it
ignores the fact that a high number of transactions – both short and long-term - are necessary for the price discovery process to work and for the efficient distribution of risk. More
transactions lead to a smoothing in asset price movements towards equilibrium,22 and
short-term trading is necessary to allow effective hedging and should not therefore be limited. Any increase in transaction costs (ie., a tax) would limit parties ability to hedge risk,
thus reducing liquidity and increasing short-term volatility of asset prices. An alternative,
and fundamentally contradictory point, is that globalised and liberalised financial markets
make it very difficult to implement a FTT and will result in evasion and circumvention of the
FTT, thereby reducing substantially its effectiveness and its revenue-raising capacity.
3.1.1

Global public goods

Many reports have extolled the virtues of financial transaction taxes as a source of innovative financing to pay for economic and social development.23 The severe economic and
social costs of the global financial crisis have reinforced the need for policymakers to consider alternative and innovative sources of finance to fund commitments made by developed states to achieve the UN Millennium Development Goals (MDGs) by promising substantial increases in public resources to reduce poverty in the world’s poorest countries.24
The G7 Heads of State reaffirmed the MDGs in 2005 at the Gleneagles G7 Summit by
promising increased financial support for poverty reduction in the world’s poorest countries
and by raising Official Development Assistance to 0.7% of Gross National Product, along
with climate change mitigation measures for developing countries. These financial commitments, however, have not been kept. Indeed, the World Bank has estimated that since
2005 the resource gap between the financial commitments made by developed countries
and their actual expenditures and support levels for global public goods grew significantly
and would reach an estimated range of between US$324-336 billion per year sometime
between 2012 and 2017 (OECD 2009). This resource gap for global public goods could be
reduced, however, if the global economy revives and achieves a self-sustaining recovery
with increased growth rates and tax receipts. Nevertheless, even if the global economy
improves, the resource gap for developed countries will remain substantial, thus making it
difficult for developed countries to fulfil their financial commitments for global public goods.
Therefore, policymakers must consider alternative forms of finance to provide sustainable
and substantial sources of finance to achieve MDGs and climate change mitigation objectives.
The International Monetary Fund is now considering these taxes and is expected to propose
in a report in June 2010 that countries considering FTTs would do best to adopt a financial
stability tax on bank balance sheets that would pay for a bank resolution fund and/or a financial activity tax that would be levied on the profits and remuneration of financial institutions and paid to a general revenue fund.25 Similarly, the European Commission (2010) is
considering the various options for a global financial transaction tax and how it might be
implemented in the European Union.

22

Habermeier and Kirilenko (2003), and Grahl and Lysandrou (2003).
See Task Force for Financial Integrity and Economic Development (2009) ‘Taxing Banks’.
UN General Assembly resolution, United Nations Millennium Declaration, (18 Sept. 2000) A/Res/55/2. The
United Nations MDGs were adopted by the UN General Assembly at the Millennium Summit in 2000 joining the
world together in a fifteen year effort to combat hunger, disease, and poverty. The MDGs are the most comprehensive definition of what global public goods are and have served as a basis for measuring the success of countries’ efforts in achieving internationally agreed development goals. The MDGs consist of eight specific goals that
include: 1) eradicating extreme poverty; (2) achieving universal primary education; (3) promoting gender equality
and empowering women; (4) reducing child mortality; (5) improving maternal health; (6) combating HIV/AIDS,
malaria and other diseases; (7) ensuring environmental sustainability; and (8) developing a global partnership for
development.
25
International Monetary Fund ‘A Fair and Substantial Contribution by the Financial Sector – Interim Report for the
G20’, pp 2-3 (23 April 2010). The IMF report proposes two types of financial contributions or taxes: 1) a ‘financial
stability contribution’ that is linked to an effective bank resolution mechanism, and 2) a ‘Financial Activities Tax’
(FAT) that is imposed on the amount of profits and remuneration of financial institutions and would be paid to
general revenue.
23
24
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The European Parliament has supported this initiative and has urged the European Union to
agree on a common position in the international framework of G-20 meetings as regards
the options as to how the financial sector could make a fair and substantial contribution
toward paying for the social costs inflicted on the global economy because of excessive
risk-taking and to compensate governments for the costs associated with bank bailouts and
other forms of government intervention to stabilise the financial sector during the crisis.26
Other states have followed the EU Parliament’s lead by examining the feasibility of innovative sources of finance (including FTTs) to pay for global development objectives, but expressly not considering the taxes for regulatory objectives.27

3.2

Currency Transaction Tax (CTT)

The foreign exchange market (‘FX market’) is crucial for the functioning of the global financial system because it is the largest and most liquid of the asset class markets. In the
post-crisis environment, it has taken on an even greater significance because of the recognised importance of liquidity to the successful operation of the global financial system. The
FX market is used by most banks’ customers – including corporations, institutional investors (life insurance and pension funds), and sovereign wealth and hedge funds. Although
trading volumes dropped in 2008-2009 in the aftermath of the Lehman's collapse, daily
volumes have now increased from their lows and are expected to grow further as the market recovers. In 2009, the average daily turnover of the FX market was in excess of three
trillion US dollars. The vast majority of the market (about 90%) consists of spot transactions, outright forwards and swaps, while non-traditional foreign exchange derivatives and
products (currency swaps and options, and exchange traded contracts) make up only ten
percent of the market (Chart 8). Most of these trades are either ‘spot’ (traded immediately) or due to be settled within 7 days, which suggests that most of these trades are
mainly speculation and have little connection to underlying trade Moreover, banks are the
main dealers and intermediaries in the FX market because of their institutional capacities to
handle high volume trading and the associated risks. The largest foreign exchange dealers
are ten banks that control nearly 80% of the market in foreign exchange dealing.28

26

European Parliament, Motion for a resolution to wind-up the debate by the Commission pursuant to Rule 110 (2)
of the Rules of Procedure on Financial transaction taxes – making them work’ (8.1.2010) B7 0000/2009. In this
context, the Parliament has resolved that the EU should adopt its own strategy regarding the range of possible
options for prudential regulatory measures, including a global financial transaction tax that will have the twin objectives of addressing serious market failures in the banking and capital markets whilst serving as a source of
innovative finance to pay for the social costs imposed on countries by the crisis and providing for global public
goods, including the UN Millennium Development Goals (MDGs) and climate change policies.
27
Financial Leaders Group (a group of countries) has followed the initiative of the EU Parliament and other governments with support for a global currency transaction tax. See FLG Terms of Reference (on file with authors).
28
The banks ranked in order of their market share: Deutsche Bank, UBS AG, Barclays Capital, Royal Bank of Scotland, Citigroup, JP Morgan, HSBC, Credit Suisse, Goldman Sachs, BNP Paribas. See Annex III. The concentrated
market share held by these banks suggests possible competition law concerns in the provision of forex dealer
services.
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Chart 8

A CTT would work as follows: it would be assessed on individual foreign exchange transactions by dealers in the foreign exchange market and monitored and possibly collected by
the Continuous Link Settlement Bank (CLS Bank) with support from central banks through
their real-time gross settlement systems (Annex V). This could work with national authorities conducting the collection on a national basis in cooperation with central banks and with
access to information provided by payment and settlement institutions such as the CLS
Bank. The financial intermediaries and dealers would pay the tax and if there were no
intermediary in the process (eg., intra-group payments within a corporate group) then the
taxpayer would be come liable itself (ie., the corporate holding company). Generally, however, the country would collect the CTT on all transactions through the intermediaries
(banks and other brokers) based within that country, independently of where the transactions are negotiated, the location of transferor or transferee, or the place of settlement.
The CTT is similar to the Tobin Tax, but is different in important respects: the Tobin tax
was intended to slow the flow of cross-border capital (‘throw sand in the wheels’) to enhance the ability of national authorities to conduct monetary policy and to prevent an exchange rate crisis. This meant that the Tobin Tax had to be at a high enough rate (0.50%
or 1.0%) to change investor behaviour, which led to the criticism that under certain circumstances it would significantly limit liquidity in the market, which could exacerbate a
crisis. Instead, a CTT could be assessed at a low enough rate (0.01%/1 basis point or
0.005%/ one-half a basis point) so as not unduly to limit liquidity, while deterring only
those transactions with such low spreads (0.01% or 0.005% or less) that it would not have
an appreciable effect on liquidity nor on underlying economic activity.
The advocates of a CTT are motivated by two related concerns. First, it seems appropriate
that global public goods are financed out of the profitability of activity driven by globalisation. Second, the exponential growth of foreign exchange turnover has far exceeded the
growth of world trade and cross-border investment flows and therefore the tax should be
used to reduce the disproportionately large growth of foreign exchange transactions.
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The potential revenue to be generated by such a tax, especially if the leading reserve currency countries29 adopt it on a cross-border basis, would be substantial and could be used
to pay for economic development objectives in poor countries and for other public goods,
such as climate change initiatives. The average daily value of foreign exchange transactions is close to US$3 trillion (Chart 8). Accordingly, such a tax could raise billions of dollars per year to pay for global public goods or other social causes. To raise such sums, the
rate of the tax could be very low indeed – at 0.005% of the value of the transactions - and
still raise substantial sums. Nevertheless, for such a tax to be effective in raising large
amounts, it would have to be universal in scope, comprehensive in application, and not
easily evaded.
3.2.1

How high should the CTT rate be and how much revenue?

The rate at which the tax should be levied involves an analysis of how much revenue can
be generated at a particular rate without substantially limiting liquidity. This will depend on
two factors: 1) how much the market will decline given the tax rate charged, and 2) the
market’s capacity to pay the tax. Schmidt (2008) estimates a fall in volume of transactions
of 14% if the rate of one half of a basis point (0.005%) is levied. The market’s capacity to
pay the tax will depend in part on the depth of liquidity in the market and ability of dealers
and clients to circumvent and avoid the tax. Some studies suggest significant ‘market
dampening’ and ‘leakage’ would lead to a market reduction of twenty five percent (Baker,
2008). In contrast to these cautious estimates, the actual experience of financial markets
with stamp duties levied on equity share trading (UK) or on both equity and bond transactions (Brazil) is that these markets have generally internalised these taxes without substantial reductions in market trading or avoidance. For instance, the 0.5% UK stamp duty on
share transactions generated about £3.9 billion for the UK Treasury in 2009. This did not
limit London’s role as a leading international financial centre, nor undermine the London
Stock Exchange’s premier position as a leading international exchange. Moreover, Brazil
has successfully levied a tax on currency exchange agreements and a tax on transactions
involving bonds and securities which has not led to substantial market dampening.30 Brazil
has generated substantial revenues from its ‘umbrella-type’ array of transaction taxes on
foreign investment in equity stock and debt instruments at a rate of 2%;31 and its most
recent transaction tax on bonds and securities, including those trades carried out on the
Brazilian stock exchange, is at 1.5%.32 Both the UK and Brazilian equity and bond markets
continue to grow strongly despite the economic and financial slowdown.
At a 0.005% levy, the proposed CTT is 100 times smaller than the UK’s existing stamp duty
on shares and therefore should not undermine London’s position as the leading centre for
foreign exchange trading!33 Proponents of the CTT estimate that a low tax rate can generate substantial revenue even if only applied to a few reserve currencies (UK sterling, and
euro) (Nissanke 2003, 72; Patomaki & Sehm-Patomaki, 1999). Accordingly, it is difficult to
show that a UK CTT of 0.005% – equivalent to a £500 charge for a £10m transaction –
would undermine London’s status as the world’s leading centre for foreign exchange trading.

29
The five main currencies which constitute foreign exchange market trading are; the US dollar 86.3%; euro
37.0%; Japanese Yen 17.0%; UK sterling 15.0%, Swiss franc 6.8%;. The ultimate totals for all currencies would
equal 200% to reflect the two legs of a currency trade.
30
See Barbosa, Mussnich and Aragao (14 Dec. 2009) ‘Changes in Brazilian IOF/Exchange and IOF/Bonds and
Securities Taxes’.
31
A tax of two percent was applied to foreign investments in stocks and fixed income securities. The tax was
aimed primarily to curb capital inflows into Brazil’s capital markets which has recently driven up the value of the
reais. See Barbosa pp. 3-4.
32
Decree No. 7,011/09 (Brazilian Official Gazette, 19 Nov. 2009). Under Brazilian law, these taxes are defined as
‘extrafiscal’ meaning that these taxes have economic and financial purposes, other than the purpose of raising
revenue for the government. Unlike other taxes, the authorities can alter these taxes flexibly without parliamentary approval to respond to changing economic and financial circumstances (Barbosa et al., 2009).
33
London serves as the world’s leading foreign exchange trading centre with over 35% of the value of foreign
exchange transactions taking place in London, followed by the US (13.9%), Japan (6.7%), Singapore, 6.0%. See
International Financial Services London (Sept. 2009).
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The most comprehensive and realistic estimates of how much money a CTT can raise are
from Schmidt (2008) and Baker (2008). Based on 2007 data before the crisis, Schmidt
(2008) provides the more optimistic estimate that a coordinated CTT levied at 0.005%
(one-half a basis point) applied to the leading reserve currencies34 would yield US$33.41
billion a year.35 In contrast, a coordinated CTT at the same rate on all the major currencies
except the dollar would yield US$21.24 billion a year, and a coordinated tax on only the
euro and sterling would yield US$16.52 billion a year. His estimates are more realistic and
much lower than what other CTT proponents had estimated because he gives more weight
to market dampening as a result of the tax.36 Most of the volume reductions that result
from the tax derive from the loss of short-term trading, such as algorithmic trading, that
responds to very small spreads of less than one basis point which would be smaller than
the estimated tax. On the other hand, his revenue estimates can be considered more optimistic because he minimises the risk of avoidance and circumvention because of the expected effect of centralised settlement in the CLS bank system which would make it very
difficult to avoid paying the tax.
Schmidt’s higher estimates should be contrasted with those of other CTT and FTT advocates
who adopt similar methodologies but give more weight to avoidance and circumvention.
For instance, Baker (2008) estimated a CTT yield of only US$7.8 billion that took into account a higher level of market reduction of 25% based on a tax rate of 0.01% (one basis
point). Nissanke (2003) uses 2001 BIS data to estimate that a global CTT at a rate of
0.02% applied to wholesale transactions would yield between US$30-35 billion while at a
rate of 0.01% would yield between US$17-US$31 billion a year. We adopt Schmidt’s estimate of US$33.41 billion a year because it offers a realistic assessment of the capacity of
the CTT to raise revenue based on the depth and liquidity of the foreign exchange markets
and the institutional consolidation that is occurring in centralised settlement of foreign exchange transactions in the Continuous Link Settlement System.
3.2.2 CTT implementation – CLS Bank
It is important to consider the potential role of the Continuous Link Settlement System
(CLS System) in ensuring that the CTT is implemented effectively. Most foreign exchange
transactions are settled – payment for one currency is delivered for payment of another
currency (PvP) – through the process of centralised settlement. The CLS System provides
an institutional framework for the settlement of currency transactions on a transnational
and centralised basis for the leading reserve currencies that are used by its member banks
and participating institutions in the CLS System.37 The CLS system holds data on all foreign exchange transactions which it settles and provides the existing administrative infrastructure that could be used to facilitate and/or collect a currency transaction tax.
The success so far of the CLS bank as a settlement service provider and its growing size in
the FX settlement market suggests that the exercise of its settlement function could also be
applied to collect a tax on currency transactions. Participants in CLS, however, would likely
be nervous that a tax levied through CLS, but not elsewhere, could create a disincentive to
use CLS. It is likely that the private benefits of banks using CLS, benefits from reduced
counter-party credit risk, systemic liquidity risk, exposure risk, etc, exceed the cost of a
small CTT levy of 0.01% or 0.005%.

34

The leading reserve currencies are the US dollar, euro, Japanese yen, British pound, and Swiss franc.
Schmidt’s (2008) estimates for a CTT on the US dollar as one leg alone against all other currencies amounted
to: US$28.8 billion, while a CTT on the euro alone as one leg against all other currencies would yield US$12.29,
and similarly on the yen alone against all other currencies US$ 5.59 billion, and sterling alone against all other
currencies at US$ 4.98 billion.
36
For example, this should be compared with the much higher estimate of $176 billion a year by Frankel (1996).
37
These currencies are: the US dollar, euro, Japanese yen, UK pound, Swiss franc, Australian dollar, Canadian
dollar, Swedish krona, Hong Kong dollar, Norwegian krona, New Zealand dollar, Mexican peso, Singapore dollar,
South Korean won.
35

36

APPENDICES: Studies prepared by the European Parliament’s Directorate General
for Internal Policies, Policy Department A: Economic and Scientific Policies
Crisis Management, Burden Sharing and Solidarity Mechanisms in the EU
___________________________________________________________________________________________

These private benefits are also social benefits and consequently either banks using CLS
should be entitled to a reduction in capital adequacy requirements for their trading books,
or alternatively those not using CLS or a similar system should face higher capital adequacy
requirements for their trading book.
The CLS Bank is a natural candidate for managing the implementation of the CTT because it
holds data on all foreign exchange transactions which it settles and could provide data to
national governments regarding the volume and value of foreign exchange transactions
with a view to potentially collecting a tax from these transactions. Of course, the CLS Bank
does not have the legal mandate to collect taxes for any governmental or state entity and
could only do so based on statutory or treaty authorisation. However, if it did have such
authorisation, how successful might it be in collecting revenue?
3.2.3

CLS estimated volumes and value

CLS Bank has shown consistent growth since 2002 in both the value and volume of foreign
exchange transactions it settles (Annex IV). The increasing value and volume of CLS
transactions can be attributed in part to the growing value and volume of trades between
CLS, its member banks and third party users. CLS now settles trades in 17 currencies, an
increase from the original seven currencies in 2002. Although the number of bank members has not changed substantially since 2002, the number of third party users has increased substantially - including non-CLS member banks, non-bank financial institutions,
corporations, and investment funds - to over 1400 members in 2010 (CLS 2010). This has
resulted in substantial growth in the value and volume of foreign exchange transactions
settled through the CLS system.
In 2009, the CLS Bank settled approximately
fifty five (55%) of the value of foreign ex38
change transactions (Annex II).
Traditional correspondent
banking settles about 32% of
39
the value of foreign exchange transactions (Annex I).
The CLS System is clearly the
dominant method for foreign exchange settlement because of the synergies and40reduced
exposure for counterparty banks to foreign exchange settlement and credit risk.
These
benefits make it profitable for banks to incur the relatively low costs of participating in the
CLS System
41 while achieving the regulatory objective of reducing settlement risk and systemic risk.
However, using CLS to settle foreign exchange transactions is optional – even for its shareholder banks – and therefore if banks perceive that they can save costs by settling certain
transactions through other methods (ie., bi-lateral correspondent banking) they are free to
do so, even though this may not be desirable from a regulatory perspective. Moreover, the
Basel II capital rules do not create incentives for banks to settle their foreign exchange
trades through CLS: banks are required to hold the same level of capital on their forex exposures whether they are settled through CLS, bilaterally, or otherwise. Market participants are highly price sensitive and not obliged to settle through the CLS infrastructure.

38
Recent, unconfirmed data suggest that CLS now settles about 70% of the global forex market. Meeting with Rob
Close, CEO of the CLS Bank (1 March, 2010).
39
A lower portion of the FX settlement market is held with ‘on-us without settlement risk’ (3%) and ‘on-us with
settlement risk’ (1%) where both legs of a foreign exchange trade are settled across the books of a single institution. See definitions and description of ‘on-us without settlement risk’ and ‘on-us with settlement risk’ in Annex II.
40
Some suggest that CLS could expand its range of foreign exchange coverage by offering same-day settlement of
trades, such as dollar-yen, which has been difficult to achieve because of the time difference between the US and
Japan, and further expanding the currencies its covers and signing up more banks as members (BIS 2008).
41
Although we assert that CLS Bank would provide an efficient institutional mechanism for collecting the tax, we
however recognise that there are accountability concerns in having a private US bank perform such an important
public function and therefore we would suggest that the 17 participating central banks in the CLS System agree
with the private bank members of the CLS System to change the governance structure of the CLS System to allow
participation of non-CLS member central banks and tax authorities so that they can be involved in monitoring data
related to the tax and its collection.

37

Special Committee ON the Financial, Economic and Social Crisis
Policy Department A: Economic and Scientific Policy
___________________________________________________________________________________________

Unless there are offsetting benefits therefore from using CLS there is concern that there is
a significant possibility of capital flight from the CLS system, thereby potentially leading to
adverse economic effects from the tax.42
The CLS Bank’s growing share of the foreign exchange settlement market suggests that it
will have institutional dominance in the future over the management and collection of data
related to the value and volume of foreign exchange transactions. Nevertheless, its growing market share is fragile and could drop if member banks and their customers decided to
settle FX transactions through more traditional ways, such as bilateral correspondent banking, or other alternative settlement arrangements.43 However, member banks and their
customer financial firms and institutions which settle through CLS gain substantial benefits
and synergies in terms of risk reduction and would probably not want to sacrifice these significant cost advantages for the sake of paying a very low tax rate on foreign exchange
trading. Based on the above, it is difficult to estimate reliably how much tax could be
raised through the existing CLS system given the voluntary nature of CLS for its member
banks. However, assuming the current size of the FX market (US$3 trillion a day) and the
substantial synergies and risk reduction benefits banks gain from settling through CLS
bank, we can surmise that a low tax of 0.005% would probably not deter many transactions from settling in the CLS system. Therefore, based on the gross size of the FX market
and the CLS market share of 55%, we can conclude based on Schmidt’s estimates in 3.2.1
that if the tax were only collected on foreign exchange transactions settled through the CLS
bank it would generate just over US$18 billion a year.
3.2.4

Technical feasibility and incidence

In considering the administration of a financial transaction tax, previous studies support the
viability of such a tax being administered in modern foreign exchange settlement systems.
Indeed, Schmidt (2008) has observed:
“The infrastructure for settling foreign exchange trades is increasingly formal, centralized
and regulated. This is due to new technology, subject to increasing returns to scale, and to
cooperation between trading and central banks to reduce settlement risk. Settling a foreign
exchange trade requires at least two payments, one of each of the currencies traded. Settlement risk is eliminated when payment obligations are matched and traced to the original
trade, and then payments are made simultaneously. The technology and institutions now in
place to support this make it possible to identify and tax gross foreign exchange payments,
whichever financial instrument is used to define the trade, wherever the parties to the
trade are located, and wherever the ensuing payments are made.”
The CLS Bank, along with the CLS infrastructure, could permit currency transaction taxes to
be imposed at relatively low levels, which has little effect on the relative costs of the transaction. Nevertheless, central banks that operate RTGS systems have emphasised that
there was nothing in their mandate that would authorise them to support the CLS bank in
collecting a CTT. Understandably, central bankers charged with financial stability are very
concerned about undermining market stability, and would be concerned about any process
that drove participants off well established and well run existing markets which might
hinder liquidity and significantly raise transaction costs. This point is reinforced by the belief that the CLS bank had performed extremely well during the crisis and especially during
the week in September 2008 when Lehman’s Brothers collapsed the CLS bank settled effectively $26.3 trillion in foreign exchange payments for the 17 reserve currencies settled in
the CLS system. Central Banks would like more use of CLS because of the high transparency of the transactions.

42
CLS Bank costs £80mn a year to run CLS which is recouped by a charge on the transactions going through CLS
– a charge of only 22p on a transaction/instruction of £1 million. This charge was described as “a struggle to get
the market to bear”.
43
See Annex II.
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Nevertheless, in an age when authorities have effectively nationalised the bulk of banking
systems, where governments and central banks have purchased substantial quantities of
hard to value private instruments, if regulators believe using a central settlement system
promotes financial stability then using such a system can be made mandatory for instruments to be legally valid or there could be higher capital adequacy requirements for those
taking greater systemic risk for not using a central settlement system with central bank
participation.
On the other hand, the incidence of the tax may create private costs that offset the social
benefits from enhanced regulation. Foreign exchange trade encompasses a huge amount
of different commercial activities with differing motivations. While foreign exchange speculation was one type of commercial activity taking place on the market, a large number of
trade, investment, savings, and pensions activity – conducted by individuals and business
entities at the retail and wholesale levels - involves the foreign exchange markets. As
such, a large proportion of ‘activity’ on the foreign exchange market is already taxed in
numerous ways. Also, foreign exchange trading supports international trade in goods and
services and a tax on currency transactions might hinder international trade itself by increasing the cost of trade finance, especially for developing countries. It is uncertain
whether it is desirable to try and exclude from the CTT transactions that primarily support
international trade because it might be difficult to differentiate between foreign exchange
speculation and hedging transactions and currency transactions that are incidental to international trade. On the other hand, the size of the levy being proposed is unlikely to make
any material difference to a corporate or real goods trade transaction. It may be useful to
note that on many of these transactions, legal and banking fees often amount to well in
excess of 1.0% or 100 basis points. In large cross-border corporate finance transactions,
banks charge advisory fees, arrangement fees and commitment fees, and each of these is a
large multiple of a basis point. In trade finance transactions, banking fees are similar,
amounting to many multiples of a basis point.
Some critics, however, are sceptical that the tax would have a ‘negligible effect’. Whilst the
proposed size of the levy (0.005% or 0.5 basis points) appears very low, it is not low relative to the spreads for the most liquid exchange rates in the foreign exchange market such
as euro/US$, £/US$, and US$/¥. In times of low volatility, spreads for these currencies
were reported to stand at around one basis point, in which case a 0.5 basis point levy
would be very significant. Nevertheless, it should be noted that the spread is not a reflection of trading profitability, but reflects the price of liquidity. Banks make profit from trading foreign exchange partly by charging for this liquidity, but primarily by following trends
in the market place and in their customer business.
Regarding the burden of the tax, it should be observed that in terms of information the
foreign exchange market is primarily a wholesale market. Retail transactions are a very
small proportion of total transactions. The burden of the tax will fall on those carrying out
thousands of transactions over short periods of time – this is decidedly not retail, it is
wholesale and is primarily algorithmic trading. For instance, a pension fund investor will
execute transactions in a long-term fund a few times a year, whilst a hedge fund would do
so hundreds of times.
3.2.5

The CTT in summary

To be effective, a currency transaction tax should be adopted on the broadest definition of
foreign exchange transactions. The tax should be paid on each foreign exchange transaction regardless of how it is settled. Although it would be desirable for the countries and
jurisdictions which issue the 17 reserve currencies of the CLS Bank to sign an international
treaty that would give the tax universal effect, such an international agreement would
probably take a few years to negotiate and ratify. Therefore, we recommend that countries
should in the first instance decide unilaterally to impose the tax on all foreign exchange
transactions in a particular currency wherever the transaction takes place in the world.
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The tax can be imposed in an inexpensive and efficient way at the point of transaction settlement through the Continuous Link Settlement Bank with support from CLS’s participating
central banks which issue the main reserve currencies. The fact that all foreign exchange
transactions are electronic makes collection cheaper and evasion very difficult. A levy on
the euro will need a consensus from all euro area members. However, countries, such as
the UK, Switzerland, Sweden, Norway, and Denmark could implement a CTT unilaterally for
little expense in cost, time and effort, if they so wished.
The tax could be collected nationally through a country’s RTGS payment settlement systems or trans-nationally by the CLS Bank and the proceeds could be shared between
national governments and international organisations. Once collected, the revenue could
be distributed either to national authorities first who might then have an obligation to use a
pre-agreed portion of the revenues for domestic crisis and poverty relief before sending
another agreed portion of the proceeds to international organisations to be distributed to
specified overseas development assistance programmes. Alternatively, the money once
collected could be distributed directly to a global solidarity fund which could be established
to use the money to finance crisis and poverty relief programmes and global public goods,
such as climate change initiatives. Regarding enforcement, the doctrine of foreign illegality
authorises courts to refuse to recognise contracts that violate the laws of foreign and
friendly countries on public policy grounds. In this case, contracts which are not stamped
as paid under the CTT (or other approved tax) would not be recognised or enforced by the
courts of other jurisdictions who would also be signatories to an international treaty recognising enforcement of the CTT. For contracts not stamped as paid, their lawfulness and
enforceability would be called into doubt, thus undermining their effectiveness.

3.3

A FTT on exchanged-traded, centrally cleared derivatives and other
products

Based on the rather low estimates of revenue to be derived from a globally coordinated CTT
(about US$34 billion a year), it is necessary to consider a broader FTT, especially in light of
the growing costs of financial crises and the magnitude of public resource gaps identified by
UN and the OECD as necessary to achieve global public good objectives. A financial transaction tax could be extended beyond a currency transaction tax to include a broader number of transactions that would include most areas of the over-the-counter derivatives (OTC)
market and certain exchange traded derivatives and possibly equity and bond markets.
Although the tax could be levied at a rate similar to the CTT, it could be applied at different
rates to reflect different risks posed by the instruments and different liquidity requirements
in the markets in which the instruments trade. This rationale would not apply to the CTT
because the foreign exchange market is dominated by five main reserve currencies (along
with twelve other currencies in the CLS system) and the FX dealing market is heavily concentrated and dominated by ten or twelve leading international banks.44 In contrast, dealing and trading in other instruments may involve a broader number of players located in
multiple jurisdictions. In considering a broader FTT, Spahn (2004) has proposed that different tax rates apply to different counterparties (regulated banks, other financial institutions and private capital, and non-financial corporations and public institutions) depending
on their size and the systemic risk they pose. This proposal assumes that some categories
of counterparty (e.g. hedge funds) or transactions (e.g. certain derivative products) are
more prone to speculative trading than others. Such a multi-tiered tax regime should aim
to identify the desirable level of reduction in trading activities, which should be large enough to eliminate short-term speculative trading, but not so large as to limit unduly or
hamper the normal functioning of markets.

44
The five main currencies which constitute foreign exchange market trading are; the US dollar 86.3%; euro
37.0%; Japanese Yen 17.0%; UK sterling 15.0%, Swiss franc 6.8%;. The ultimate totals for all currencies would
equal 200% to reflect the two legs of a currency trade.
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Schulmeister (2009) has adopted a methodology to estimate how much a broad FTT can
raise across a wide number of financial instruments (including bonds, exchange-traded,
centrally-cleared and OTC derivatives). His estimates incorporate conservative parameters
for market dampening, avoidance and circumvention. Although his estimates are rather
cautious, they appear the most realistic of the studies reviewed and provide probably the
most accurate estimate to date of the market impact of a FTT at tax rates of 0.5%, 0.1%,
or 0.01%. Based on his methodology, we consider the lowest tax rate of 0.01% on exchange-traded and OTC derivatives, including those related to interest rates and creditlinked instruments because these types of instruments usually involve shorter term positions and consist of higher levels of leverage and thereby pose more risk to the financial
system. Based on his model, we estimate a broad-based FTT could potentially yield between US$100-US$120 billion a year.
3.3.1 FTT implementation and centralised clearing of derivatives
As with the CTT, it would be advantageous to implement the tax through centralised clearing and settlement structures. Recent regulatory initiatives in Europe and the United States
have encouraged centralised clearing of many types of standardised derivatives contracts.
As discussed in 1.4.3, the US Congress has before it two bills that would require most
standardised derivatives contracts to be cleared through a clearing house with some exceptions for non-financial firms that enter hedging transactions. Similarly, the European
Commission has strongly encouraged dealers in OTC credit derivatives to use centralised
clearing to reduce systemic risk and enhance transparency. Clearing houses are part of the
post-trade infrastructure that supports the trading of many financial instruments, which
usually occurs on exchanges. They act as buyers for every seller and sellers for every
buyer, thereby ensuring that transactions are completed, even though one of the counterparties may default. The Market in Financial Instruments Directive (MIFID) lifted the regulatory controls on competition between clearing houses and CCPs in Europe and liberalised
restrictions on who could own them. Clearing houses/CCPs are usually owned by banks,
other financial firms and increasingly by exchanges and compete with each other for the
clearing business. However, this has led to concerns over systemic risk that might arise
because CCPs might be lowering their risk management standards and reducing margin
requirements in order to attract more business. Regulators also require that CCPs issue
detailed statements and reports on their tariffs, charges and costs for dealers and other
users (Barnes 2010, 1). This type of centralised clearing network provides vital information
to regulators and to customers about financial transactions involving their value and
counterparty exposures. A CCP could also maintain and report the necessary data for a tax
on centrally-cleared derivatives transactions to financial intermediaries and national authorities regarding the value of the transactions and how much tax is owed. CCPs in Europe
already have sophisticated reporting processes for withholding tariffs and other charges
and maintaining up-to-date data on all cleared transactions (Barnes, 2010). These reporting and data management processes could be applied to calculating and reporting the applicable amount of tax owed for a financial transaction tax.
Although there are multiple CCPs operating across European derivatives markets, they can
arrange to exchange information on their transactions and customers on a cross-border
basis and potentially provide the necessary data that would support a transaction tax. This
is occurring because interoperability among Europe’s CCPs and the new ‘user choice’ model
involving trading platforms that offer participants the ability to clear through multiple CCPs
has become the norm (Ibid.). Indeed, the growing interoperability between CCPs (clearing
houses) provides the institutional framework to make collecting a FTT on derivatives transactions a practical proposition. Similar institutional developments are occurring in the US
where a regulatory initiative in February 2009 involving supervisors from regulatory agencies with direct authority over one or more of the existing or proposed credit-default swap
central counterparties discussed possible information sharing arrangements and other
methods of cooperation within the regulatory community.
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In September 2009, the group of regulators announced the establishment of the OTC Derivatives Regulators’ Forum (the “Forum”) to provide regulators and central banks from other
countries with a means to cooperate, exchange views and share information related to OTC
derivatives, CCPs and trade repositories.
In addition, the Depository Trust and Clearing Corporation (DTCC) Trade Information
Warehouse for credit derivatives (the "Warehouse") is a user-governed, not-for-profit cooperative that provides a registry of the details of almost all outstanding credit default
swaps traded globally. As of March 2010 the Warehouse held data on approximately 2.3
million contracts from OTC counterparties located in 52 countries, covering credit obligations of entities located in more than 90 countries around the world.
Centralised clearing has therefore resulted in consolidated data bases on all counterparties
along with the value and type of derivatives transactions. This constitutes an important
source of information that can make it possible to administer and monitor the application of
a financial transaction tax on these types of instruments and ensure that the appropriate
amount is collected. It is worth noting that the task of regulators in reviewing CDS data
would be very difficult were there multiple warehouses for credit derivative data divided by
geography, but this data in the case of OTC derivatives has been centralised with a clearing
house and can be maintained if necessary for assessment and collection of a tax.
Based on the above, a transaction tax on either exchange traded derivatives and/or derivatives that are centrally cleared would be possible to administer at a basic level without
great complexity, but would need to be phased in over time as centralised clearing extends
its coverage over most OTC derivatives transactions. We therefore recommend this tax as
an option for EU policymakers after further consolidation of centralised clearing of derivatives transactions.

3.4

A bank balance sheet/profits tax

Some countries have experienced mixed results after adopting a financial transaction tax.
Sweden adopted a financial transaction tax in the mid 1990s that applied to all securities
transactions – both equity and debt instruments. The result of the financial transaction
levy was that much of the securities trading activity in Sweden moved to London and other
financial centres.45 Because the FTT led to substantial volumes of trading activity migrating
to other jurisdictions, Sweden is now urging other G20 countries not to adopt a FTT and
instead to adopt a levy on banks’ balance sheets. Sweden adopted a so-called ‘stability fee’
in 2009 that was a direct levy on Swedish banks that provided a fund to pay for the bailout
of any Swedish bank. The Swedish stability fee on banks and credit institutions now serves
as a model for other countries. The Obama administration proposed a similar fee in March
2010 that it calls a ‘responsibility fee’ to be imposed on the largest US banks in order to
repay US taxpayers for the costs of the US bank bailout programme. The Swedish levies
are allocated to a stability fund managed by the Swedish National Debt Office. The government plans to continue levying the fee over a period of fifteen years until the revenue
generated reaches 2.5% of Swedish GDP.46 Banks will be required to pay the levy on an
annual basis at a rate of 0.018% of each institution’s liabilities, excluding equity capital and
certain subordinated debt, based on audited balance sheets. Banks are not expected to
make their first payments into the fund until 2010 after the balance sheets are audited and
the government has injected an initial 15 billion kronor into the fund. Beginning in 2011,
the bank levy will increase to 0.036 percent of liabilities with the government planning to
introduce a weighted charge as well. Banks with riskier balance sheets would pay a higher
percentage.

45

See Letter of Anders Borg, Finance Minister of Sweden, (20 Jan. 2010).
The Swedish government estimates that 2.5% of GDP to be the cost that a full-scale banking crisis would costs
the Swedish economy.
46

42

APPENDICES: Studies prepared by the European Parliament’s Directorate General
for Internal Policies, Policy Department A: Economic and Scientific Policies
Crisis Management, Burden Sharing and Solidarity Mechanisms in the EU
___________________________________________________________________________________________

Such a tax on bank liabilities may not however address some types of excessive bank risktaking and may result in banks being double-charged on their liabilities if they have retail
or wholesale deposits which often require reserve requirements at the central bank.
Recently, other countries – including Germany - have adopted stability taxes on bank nonretail deposit liabilities. The G20 and the Financial Stability Board are reviewing this type of
tax. Other bank balance sheet taxes might include a tax on risky assets or on remuneration packages that are viewed to encourage excessive risk-taking. In our view, however,
we do not recommend a global tax on bank balance sheets because it would potentially
impose serious financing costs on banks in developing and emerging market economies. In
addition, such a tax might impose disproportionate cost on countries with bank-led financial
systems. However, developed countries should have the option of imposing these taxes
and coordinating their application with other jurisdictions, including by extraterritorial
means if necessary.

3.5

Legal obstacles to implementation

3.5.1

National sovereignty

The adoption of a financial tax raises not only economic issues regarding who bears the
cost and the impact of the tax on liquidity, innovation, and risk distribution, but also raises
important issues regarding national sovereignty and the authority of nation states to impose taxes and to recognise and enforce the taxes imposed by other jurisdictions. The
international legal principle known as the ‘revenue rule’ prohibits states in the absence of a
treaty obligation to the contrary from enforcing or recognising the revenue or tax laws of
other states.47 The effective application of a FTT and/or CTT in globalised and liberalised
financial markets will require universal application and therefore necessarily involve the
leading jurisdictions and states which issue the main reserve currencies to enter into a
network of bilateral treaties or a multilateral treaty that recognises the application of the
tax by the other signatory states. It will also be necessary for the 17 states which issue
the main reserve currencies to require that financial transactions and currency transactions
using their currencies are not legally enforceable in their domestic courts unless the parties
can demonstrate that the relevant contract has been stamped ‘paid.’ International legal
issues must also be addressed as well including whether the Organisation for Economic and
Development (OECD) should adopt a multilateral model treaty or model bilateral treaty to
authorise countries, especially those with reserve currencies and financial centres, to exchange data on all relevant transactions and parties so that the tax can be applied effectively.
3.5.2

EU free movement of capital

The adoption of a FTT and/or CTT in Europe will raise significant legal issues under the EU
Treaty’s (TFEU’s) principles on free movement of capital. Article 63 (1) & (2) of the Lisbon
Treaty prohibits ‘all restrictions on the movement of capital’ and ‘payments’ between
‘member states and between member states and third countries’.48 EU treaty articles have
horizontal and vertical direct effect against member states and private parties. The application of a CTT in Europe would have important legal ramifications because it is a potentially discriminatory limitation on the free movement of capital.

47
The English courts enunciated this principle in Holman v. Johnson (1775) 98 Eng Rep. 1120(Lord Mansfield
observed in obiter dicta that ‘[f]or no country ever takes notice of the revenue laws of another’).
48
Article 63 (1) & (2) of the Treaty on the Functioning of the European Union (Lisbon Treaty) states:
(1) Within the framework of the provisions set out in this Chapter, all restrictions
on the movement of capital between Member States and between Member States and third countries
shall be prohibited.
(2) Within the framework of the provisions set out in this Chapter, all restrictions
On payments between Member States and between Member States and third countries shall be prohibited.
See also European Commission Communication discussing effect of prohibitions (Commission 2010, 25-26).
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This would be the case regardless of whether it was imposed by a national authority, central bank or non-state entity such as the CLS Bank because it would apply to transactions
involving payments using different currencies issued by member states and on transactions
involving payments using a currency issued by an EU state and that of a third country.
Member states might argue that such a restriction on free movement of capital can be
justified on public policy grounds or as a matter of overriding public security (art. 65
(1)(b)) because it aims to promote prudential regulatory objectives and pay for European
and global public goods. Nevertheless, these exceptions permitting restrictions on the free
movement of capital can not be arbitrarily discriminatory between member states or disproportionate in their application. This raises important legal obstacles to the CTT because
it would prima facie discriminate against all transactions involving EU member countries
which use different currencies (ie., between euro and non-eurozone countries) compared to
those cross-border transactions within the eurozone using only the euro.49 Regarding proportionality, it could be argued that EU states alternatively could raise a similar amount of
revenue by imposing non-discriminatory taxes on the exchange traded and/or centrally
cleared derivatives markets or on bank balance sheets or on commodities futures contracts
that would not violate a treaty freedom, rather than imposing a CTT that would arguably
violate the free movement of capital in an arbitrary and discriminatory manner within the
Union. Nevertheless, the CTT’s regulatory objective of reducing excessive foreign exchange
transactions, providing a fund to pay for the social costs of a crisis, and raising revenue for
European and global public goods provides a strong public policy and security rationale that
could justify its limitation on the free movement of capital.

49

The European Commission has made this argument by stating that the CTL ‘could represent a restriction of the
free movement of capital and payments (Article 63)’ and that even if a ‘justification sufficient for purposes of the
Treaty could be found’ (raising money for global public goods) ‘that requirement could not explain why transactions involving countries with different currencies would be treated less favourably than those involving only one
currency’. Moreover, the Commission asserts that the CTL is ‘disproportionate as funds could alternatively be
raised by other means of budget attribution without affecting a basic freedom of the Treaty and, in any event,
because the scope of the tax would be unrelated to the risks to be covered by the t ax revenue raised.’ (Commission, 2010, 26).
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4. CONCLUSION AND RECOMMENDATIONS
We call for an enhanced approach to regulation and supervision that monitors and
assesses risk across markets and at the level of the financial system. We also
identify the desirability of providing for a sustainable and dependable source of
finance to support prudential regulatory objectives whilst also providing additional financing for global and European public goods in a manner which is complementary to other regulatory objectives.
We argue that an effective macro-prudential regime will need to impose strict leverage ratios on banks and financial firms and possibly quantitative leverage caps for the broader
financial system. Other aspects of macro-prudential regulation which we recommend for
the EU include counter-cyclical regulatory capital buffers for banks that would be determined in part by the business and economic cycle. Also, maturity mismatches in wholesale
funding for financial institutions should be subject to limitations and non-deposit liabilities
should be kept within a strict ratio of total liabilities. Although the securitisation market is
vital in many developed countries for economic recovery, certain synthetic instruments
should be subject to higher capital charges and standardised credit risk transfer instruments should be migrated onto clearing houses where they would be subject to lower capital charges than if they were traded in the over-the-counter market.
The amended version of Basel II will probably result in regulatory capital having a more
harmonised definition and consisting mainly of tangible common equity. This will have a
disproportionate effect on the cost of bank capital raising in most EU countries and may
have the effect of limiting the economic recovery. Therefore, it is essential that such
bank capital reforms be accompanied by rule-based counter-cyclical capital requirements that permit banks to hold lower levels of regulatory capital while their
economies are in recession and to hold a proportionately higher percentage of
tier one capital after the recovery has begun.
The new EU institutional framework is intended to recognise the interdependence between
micro- and macro-prudential risks across EU financial markets and the need to be accountable to the views of market participants and all EU stakeholders, including financial institutions, investors and consumers. We recommend however that effective EU crisis
management necessitates reforms of the EU bank resolution regime, the creation
of an EU solidarity fund that would provide liquidity assistance to sovereign debtors during a crisis that could be paid for by a small tax on EU sovereign bond issuance, and by consideration of methods by which discretionary macroeconomic
policy might be conducted in the event of severe crises.
We are concerned that financial institutions will find ways to circumvent these requirements
and will adopt innovations that will ultimately expose the system to new and more virulent
forms of systemic risk. Indeed, modern history demonstrates that financial crises are recurrent, especially in liberalised financial markets, and will continue to impose substantial
costs on taxpayers and society. Therefore, dependable and sustainable funding sources in
the financial sector should be identified to help absorb these costs in a manner that supports prudential regulatory objectives and achieves broader social and public goods. Moreover, the global financial crisis has imposed huge economic and social costs across developed and developing countries, with the burden falling disproportionately on the poorest.
The crisis has made it extremely difficult for developed countries to honour their pledges
taken at the Gleneagles G7 Summit in 2005 to increase their financial support for global
public goods and in particular to achieve the Millennium Development Goals (MDGs).
We recommend therefore that international standard setting bodies such as the
Basel Committee examine certain financial transaction taxes as a prudential regulatory measure to limit excessive risk-taking and as a crisis management measure
to help states pay for the tremendous social costs caused by financial crises.
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These taxes can take various forms, and we compare several options, including a currency
transaction tax, a broader tax on OTC and exchange-traded instruments, and for some
countries who have suffered bank bailout problems a tax on bank balance sheets and profits. We compare the advantages and disadvantages of each tax and make recommendations based on whether these taxes meet the following criteria: 1) uses existing clearing
and settlement infrastructure and administrative transparency in implementation; 2) the
tax level should achieve a balance of economic benefits in terms of risk mitigation that does
not significantly distort the market nor undermine liquidity; 3) yet generates substantial
revenue to pay for public goods; and 4) is not unlawfully discriminatory under EU or international law. Practically, this means that the tax would have to be levied at a very low rate
not to significantly distort the market and would have to be imposed almost universally on
transactions that constitute a large and growing part of the financial markets in order to
collect substantial and sustainable revenue. Also, the most efficient and effective mode of
collection would have to be through national authorities and/or central banks. The data on
taxable transactions could be collected and managed by payment information intermediaries such as SWIFT. Clearing houses and settlement institutions could also withhold taxes
on transactions that take place on their systems and pass on to national authorities.
These criteria should guide policymakers in considering what taxes would be most appropriate for their jurisdictions, but we recommend that policymakers agree on a universal
approach through an international treaty or model bilateral treaties so that whatever financing mechanism is adopted it can be done so in a way that is coordinated between national
authorities with adequate oversight and surveillance that minimises arbitrage and circumvention.
We conclude that the currency transaction tax (CTT) most effectively satisfies the
above criteria and could be used to promote prudential regulatory objectives as
well as to generate substantial revenue for public goods both in Europe and internationally. Although subject to some uncertainty under EU law, the CTT would, if applied
to the leading reserve currencies, yield an estimated US$33.41 billion a year. This estimate is based on a cautious view of the effects of circumvention and market dampening
due to the tax. The adoption would take an important step towards limiting the disproportionate growth of financial transactions relative to overall economic growth while generating
revenue to assist developed countries in meeting their Millennium Development Goal commitments and paying for other global public goods such as climate change. In recommending the CTT, we also believe that a broader FTT on OTC and exchange-traded derivative
instruments and the broader securities markets could generate significant additional revenue, but that such a tax on a broad area of the financial markets should be phased in over
time with a closer analysis of the incidence of the tax.
We recommend that the CTT be implemented through the Continuous Link Settlement System and the Continuous Link Settlement Bank and that other FTTs can be
similarly implemented through centralised clearing houses. The CLS system acts as
a trusted third party between two counterparty financial institutions in a foreign exchange
transaction. CLS bank is well situated to monitor the wholesale transactions between the
leading banks and foreign exchange dealers and could monitor, report and/or withhold the
relevant tax on settled foreign exchange transactions. Central banks may also play a role in
assisting CLS bank in monitoring the transactions to be taxed and providing information to
national tax authorities. Effective implementation of the CTT will require that the CLS bank
work closely with the national central banks in monitoring the tax through their real-time
gross settlement systems.
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Similarly, centralised clearing of derivatives transactions will provide the institutional
framework for effective monitoring and implementation of a transaction tax on financial
instruments that are cleared or exchange traded. Future regulatory reforms will provide
incentives such as lower capital charges for intermediaries to clear their derivatives trades
through CCPs and clearing houses and therefore a small transaction of tax of 0.01% (1
basis point) or 0.005% (one-half basis point) would be a small price to pay for the cost
savings and reduced risk of clearing trades through clearing houses.
We recommend that some of the revenue from these taxes be allocated through
existing international aid bodies to supplement overseas development assistance
and to help pay for public goods for the world’s poorest countries and Europe’s
poorest regions.
A well-designed financial transaction tax can be a source of innovative financing that can
enhance market efficiency as well as generate substantial revenue to pay for social and
economic development. FTTs/CTTs constitute a potentially revolutionary solidarity mechanism that can bind the prospects of the poorest in developing countries and emerging markets with those of the richest in developed countries, especially helping the governments of
the poor countries who have suffered so much in the recent crisis. FTTs/CTTs can also play
an important role as an alternative regulatory measure to limit excessive risk-taking and
reduce socially useless transactions. These taxes can have a dual regulatory and economic
development objective that can potentially enhance financial stability while providing sustainable funds for economic and social development in Europe and globally.
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ANNEXES
Annex I
An example of how traditional correspondent banking settles FX trades

Data source: BIS 2009
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Annex II

CLS

Traditional
corresponding
banking

Bilateral
netting
(effect)

Other settlement
methods

USD

55

31

8

6

EUR

58

29

7

5

JPY

62

24

8

6

GBP

54

32

9

4

CHF

58

26

8

7

AUD

58

30

8

3

CAD

38

43

13

6

SEK

66

22

6

6

HKD

47

46

1

6

NOK

70

22

4

4

KRW

30

65

2

3

NZD

59

30

7

4

SGD

52

42

3

2

DKK

74

20

2

4

ZAR
All
other

58

33

6

3

-

84

13

3

Total

55

32

8

5

49

Special Committee ON the Financial, Economic and Social Crisis
Policy Department A: Economic and Scientific Policy
___________________________________________________________________________________________

Annex III
Largest foreign exchange dealers
% of overall volume, May 2009
Deutsche Bank

21.0

UBS AG

14.6

Barclays Capital

10.5

Royal Bank of Scotland

8.2

Citigroup

7.3

JP Morgan

5.4

HSBC

4.1

Goldman Sachs

3.4

Credit Suisse

3.1

BNP Paribas

2.3

Other

20.1

Source: Euromoney FX survey

Annex IV
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Annex V – What is CLS Bank?
In 2002, central banks and leading private banks established a centralised international
settlement system for foreign exchange trading by creating the Continuous Link Settlement
System (CLS) and the Continuous Link Settlement Bank International (CLS Bank). This
centralised foreign exchange settlement system involved the creation of a comprehensive
payment v payment service for settling foreign exchange transactions that reduces settlement or principal risk and counterparty credit risk among participating financial intermediaries. The CLS Bank holds the deposits of its 59 member banks denominated in the 17 currencies of its participating central banks (the leading reserve currencies) in the CLS system
so that if one member bank cannot fulfil its counterparty obligation to another CLS member, then the CLS bank can draw on the defaulting member’s relevant currency deposit to
cover the obligation owed to the non-defaulting CLS member. Also, the CLS Bank is used
by individual institutions to improve their control and monitoring of foreign exchange exposures, while central banks have supported the CLS Bank by enhancing their payment and
liquidity facilities and making them available to the CLS Bank. CLS Bank is an Edge Act
Corporation under US federal banking law and authorised to conduct international banking
business, including, but not limited to, settling foreign exchange transactions. The CLS
System consists of its holding company, CLS Group Holdings AG, which has two main operating subsidiaries. 1) CLS Bank International (‘CLS Bank’), and 2) CLS Services, Ltd., a
company organised under the UK Companies Act 2006 with principal place of business in
London and which provides technical services to CLS Bank. CLS Bank observes the Core
Principles for Systemically Important Payment Systems published by the Committee on
Payment and Settlement Systems of the central banks of the G10 countries (CPSS). The
directors of CLS Group Holdings are elected by CLS Group shareholders.
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Annex VI – Global OTC derivatives market
To consider the breadth and scope of the global OTC market and the potential for applying
a transaction tax to this market, the data below provide the gross market value in trillions
of US$ on a daily basis. In considering whether to impose a tax on the OTC market, we
consider the BIS’s estimates of how the volume of the OTC market has grown in recent
years. Between 2004 and April 2009, the average daily turnover in the OTC market across
all asset classes increased dramatically from about US$8,000 billion a day to about
US$23,500 billion a day. See also data in BIS Triennial Survey (2007). As the chart indicates, interest rate contracts are the largest part of the OTC market amounting approximately to US$13,500 billion a day (about 60% of the total OTC market).
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