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Abstract

This article reflects on the financial crisis ame tresponses of the three biggest European
economies by looking at their management of thexdilrand subsequent proposals for a new
regulatory framework in the first year after th#é & Lehman Brothers. It argues that, despite
calls for an overhaul of the financial system, rafchas achieved very little in the way of
restructuring the sector because national concexgarding the health of a profitable and
strategic industry and the desire to protect oraanh its competiveness are common traits
underlying government approaches in the UK, Gernaard/ France, in spite institutional and
ideological differences. The findings bring newnaéats to the academic discussion about
similarity and diversity in varieties of capitalisehowing a different and clearly blurrier
picture than previously suggested.
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Old is New Again: National responses to the finanal crisis

Introduction

In the first year since the largest corporate bapiay in American history was filled by
securities firm Lehman Brothers, trigging a systefimancial crisis, an increasing rhetoric
overlap about the need to strictly regulate tharfaial industry has not resulted in proposals
able to perform the kind of sector changing reciggtion achieved after the fall of American
banks and stock market of 1929, arguably the oonlpparable financial crisis of modern
capitalism. But while the starting point of thispea is an apparent paradox between discourse
and performance, the failure of a major marketicrte act as a catalyst for a radical
restructure of finance brings to the fore a yet enbundamental question: why ‘social’
Europe, and particularly the countries considecethvour a tamed kind of capitalism, have
been shying away from key issues raised by thenfiah meltdown, many of them
intrinsically political, rather than technical, mature.

While research on how a process of ‘regulatory wi@shas been attempted in the UK
corroborates the position of Great Britain as teelohesive, market-led economy struggling
to dodge political action that can damage its faianleadership (Froud, Moran et al.,
forthcoming), this account do not help us undetavo relevant and interconnected issues.
Firstly, why other important European countrieelikrance and Germany have also been
unwilling and/or unable to propose different saus for regulatory reform; and secondly,
how their reluctant position is likely to impacigtdatory efforts at supranational level (e.g.
European framework). In other words, the avoidanteradical interference by Anglo-
American governments may confirm inbuilt ideologicacultural and institutional
characteristics of a market-led system, but circemtion by governments like Germany,
which claims to represent a social market econorgres half of the retail banking system is
state owned, is puzzling.

The argument put forward here is that consensudé&es formed around peripheral issues
because, for different reasons, radical restrurgucan adversely impact national interests in
the highly strategic and profitable financial inttysnot only in liberal Britain but also in
France and Germany. Moreover, radical reform offithencial system would have to reverse
the direction of travel for at least two intertwthdrivers of the expansion of finance in the
first place - competition and innovation - whicte ancidentally also at the core of the Lisbon
Strategy, the European Commission’s grand platheflast decade. Therefore, the claim
made here is that national interests towards tbhe&gtion of local financial sectors, a goal
shared by both financial and political elites, actively shaping the responses to the crisis in
more worldly ways than suggested by the moralisatib capitalism discourse of the past
months. This, on the other hand, is not a new amsebut a reflexion of a process in which
states not only deregulated their financial indudiut were also actively championing
national players in a search for competitive adagatin a strategic and lucrative global
market.

Under this light, radical moves have been lackiagause the transformation of the financial
industry into a crucial source of national competitadvantage, a shift emulated and
reinforced by the European Union in the building afpa regional ‘financial block’, is a
common process to the three nations, despite difégrent institutional make-up. In the same
line, many of the proposals have been met withstasce not because they signal a more
robust reform of the financial systguer se but because their impact on national institutional
arrangements may be untimely or have the side{edfedting the playing field, enhancing or
reducing the power of regional financial centresisi€ can be used, therefore, as an
opportunity for second tier players to gain a cotitipe edge.
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The analysis of individual state responses to tlsés¢c on the other hand, is a useful exercise
inasmuch as it provides a new outlet to refleccamemporary capitalism and on the relevant
relationship between similarity and diversity ins idifferent models. If a thorough
examination of the role of finance as the facititato the real economy is being avoided
because of the negative impact of the findings wemdedial action on national industries,
turning the patching of existing rules into an ualtdnged consensus, then the picture is much
blurrier than the varieties of capitalism literauras been keen to advocate. This is even more
interesting because the framing of the responsehdocrises themselves as a minimum
common denominator may undermine further the cépatireproduction of distinctive traits,
leading to an even blurrier scenario.

The first part of the paper looks at the evolutadrgovernment responses in the past year,
contrasting the growing discursive consensus aratinict regulation and some of the main

collective proposals put forward. Section two retbeon the problems of re-regulation by

looking back at the rationale and processes bethiadirive to liberalise finance back in the

80s. The national processes in the UK, Germanyraadce will be discussed in section three,
where a different picture of what has been at sekee Lehman Brothers went down is

presented.

1. Lehman'’s failure and crisis management

The belief that the crisis was an American phenames mirrored in the first European
reactions to the bankruptcy of Lehman Brothers Efatrill Lynch’s sale to the Bank of
America in September 2008. Two days into the tukndean-Claude Juncker, chairman of the
group of finance ministers from the eurozone, B&fman radio station Deutschlandfunk that
Europe’s financial system ‘is more stable and weehd made risky business deals in our
financial markets to the same extent as was donghdnUS’ (17th of September 2008).
Addressing the lower house of the Parliament inliBeGerman finance minister Peer
Steinbriick complained about the liberal market rhdde/ing an ‘exaggerated fixation on
returns’: ‘In my view, it's the irresponsible overmghasis on the ‘laissez-faire' principle,
namely giving market forces the most possible foeedrom state regulation in the Anglo-
American financial system’ (Bloomberg, 25th of Sspber 2008).

Chancellor Angela Merkel, caught with Steinbricktie middle of the German election
campaign by the crisis, joined in the criticism:

It was said for a long time ‘let the markets talkeecof themselves' and that there is
'no need for more transparency.’” Today we are ja fsteher because even America
and Britain are saying 'Yes, we need more transpgreve need better standards for
the ratings agencies

(Deutsche Welle, 20th of September 2008).

French president Sarkozy also used a speech bi#®rdN General Assembly to call for a
‘regulated capitalism’ in which financial activiig not left to the sole judgment of market
operators (UN General Assembly, 23rd of Septembégp

By mid-October, it had become clear that Europe wase vulnerable to the crisis than
anticipated. As a $ 700 billion rescue package agwoved by the US Congress, €1,873
billion ($2,556 billion) was agreed for bank bailte in the eurozone alone, with France
pledging €320 billion in state-guaranteed lendiagoinks, and Germany’s rescue package
including a state guarantee worth €480 billion.tlis point, the UK was already moving to
partly-nationalise three of its biggest banks — &dyank of Scotland (£20 billion), HBOS
and Lloyds (£17 billion). Third-quarter GDP figurpsinting at a recession in France, bleak
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IMF forecasts on growth and rise in unemploymemt, tbe other hand, were a painful
reminder of the often hidden links between finaacd the real economy.

The first sign that the scope and severity of thisirequired some kind of political ‘mea
culpa’ came from a significant player. Addressihg tJS Congress on the 23rd of October,
Alan Greenspan, the former Federal Reserve chajriadmitted founding ‘a flaw’ in his
cherished ideology of self-regulating markets am¢thaive been very distressed by that fact’
(New York Times Online, 23rd of October 2008). e tother side of the Atlantic, prime
minister Gordon Brown, who had already promisett@nger international regulatory regime
and a crackdown on bonuses (Guardiafi’ @2September 2008), joined forces with French
president Sarkozy in the running up for the G20 M/6inance Summit in Washington. Amid
evocative mentions to a new Bretton Woods, the gaake about ‘overhauling the global
financial system’ (FT, 3rd of November 2008). SanKke calls for the moralization of
capitalism continued throughout the year, with Aagderkel as the most regular ally. The
priority of regulation over fiscal stimulus was @lseinforced by the pair in many public
occasions. ‘The issue is not spending even morddoput in place a regulatory system to
prevent the economic catastrophe that the worléxgeriencing from being repeated.’
(Deutsche Welle, 18th of March 2009)

1.1 The British turnaround

But it was the release of Lord Adair Turner’s revief the crisis, in March 2009, which
brought an official tone to the narratives about feaching re-regulation in the UK. The
chairman of the Financial Services Authority (F&&mitted regulatory failure that involved
the body under his supervision, the Bank of England the Treasury in a system of divided
responsibilities and light touch regulation whichsabefore 2007 praised for its contribution
to the success of the City of London. In a strikirgersal of established British hostility to
supranational regulatidn the Turner Review called for the creation of adependent
European Regulator. ‘Britain abandons light-touggulation’ was the Financial Times
headline on the 9of March, with Gordon Brown’s office stating thete report would
‘provide a blueprint’ for wider reforms.

Although the process of building a regulatory fraroek for European regulation had already
started with the release of a report by Jacquesadesiere in February, the Turner report was
a moment of important confluence because it maskddscursive harmony about the demise
of an Era of soft regulation and the beginning mfemerging consensus about the causes of
the crisis and the direction the new regulationuthdake, with a substantial number of
compatible/overlapping measures being proposed.

In the running up to the G20 Summit in London Aipril, the bulk of the G20 regulatory
consensus started to come together. Some of thielgag can be traced back to their origins.
Angela Merkel and Peer Steinbruck led the campéogrthe regulation of hedge funds and
private equity, a fight that is much posterior tbe trisis — it started in 2005, when London-
based hedge funds masterminded the dismissal dfabmes of the Deutsche Bérse and were
forever dubbed ‘locusts.’ Paris, while siding wikrlin on the regulation of hedge funds and
private equity, took an aggressive stance regaritiegrackdown on tax havens, also an old
national grudge, and executive bonus. Capital myuidity buffers for banks, the retention of
5% of the risk by the issuers of securities, treaton of a supranational regulator and the
shifting of a great deal of over-the-counter tramalerivatives to regulated exchanges and
clearing houses were championed by Larosiére dsag/dlurner.

At the time of the G20 Summit in Pittsburgh, almeséactly a year after Lehman’s collapse,
the European/global agenda for the regulationradrfce was a more detailed version of the
London Summit plans described above, despite thpgeissive amount of technical reports
and documents created in between meetings. Asedhtifi Pittsburgh, the new financial
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regulatory framework is set to perform four maisks force banks to hold more capital
against risky transactions; extend regulation anpessision to the ‘casino’ part of the
financial sector, particularly the so-called shadmamking system; enhance the surveillance
tools and regulatory power of existing authoritlgs creating a supranational supervisory
entity and increasing information flows; and dedeuisk and remuneration by eliminating
links between short term performance and bonuséuilsithese are undoubtedly important
steps to mitigate risk taking and restore stabibityand trust in the financial system, there is a
range of issues central to the crisis that werg hghtly touched or not at all.

The first one is the hitherto refusal to activedgulate financial products, despite their central
contribution to the crisis, because it would ‘stifinnovation and distort the market. At the
same time that the creation of clearing housesofar-the-counter credit-default swaps
increases transparency and reduces counterpaktyitapremise of clearing ‘simplified and
standardised’ OCT derivatives contracts, the variivour single-name and index CDSs, is
less revolutionary if players continue to be freecteate products that can be kept outside
central clearing altogether, trading as customisi&teral CDSs. In its present format, the
regulatory reform shows no attempt to establistapaters for what constitutes ‘good’ and
‘bad’ financial innovation or propose bdms restrictiond The relevance of this loophole is
that the existence of a clearing house system woodchave prevented, for instance, AlG’s
failure — the problem were not the vanilla derives but mortgage-backed securities and
collateralized debt obligations that responded 33@.3% billion of collateral to its trading
partners, with just $2.6 billion on single-name C@$corporate bonds and European banks
(The Wall Street Journal, 13th of January 2009).

Taming financial innovation through a combinatiohcbearing houses and higher capital
requirements is directly linked to two interconmetassumptions. One is that, despite the role
that securitised credit intermediation played im ttrisis, the ‘future system for credit
intermediation will and should involve a combinati®f traditional on-balance sheet
mechanisms and securitisation’ (Turner Review, 2@023). The other is that the separation
between commercial and investment banking, a featfithe 1930s regulation, would not be
a feasible now and a proof of this is that narrcamks like Northern Rock can fail and
investment banks can be systemically important.sTthe rationale that extending regulation
to the casino is preferable to leaving it to itsndate when split from utility banking.

The combination of loosely regulated financial imaton and no fundamental change in the
structure of banks, on the other hand, leaves andgbue — the moral hazard of the ‘too big
or too interconnected to fail’ — not only unresalveut virtually transferred from the political
sphere, where it belongs even if only becausedwad are carried out with tax payer money,
to the arena of so far untested technical solutioih&olleges of supervisors’ (Larosiere
report, p. 63) or ‘living wills’ (Commission StafVorking Document SEC 1407, 2009; FT,
3rd of September 2009; Turner Review DiscussioreRapctober 2009). These issues are
linked to yet another essentially political problé¢inat has been raised but not addressed in
any significant way: the relative size of the fiogh sector, particularly securitised credit
activities, vis-a-vis the real econofny.ord Turner clearly acknowledges that the growath
the financial sector in the last 15 years has ss®d the potential impact of financial system
instability on the economy: ‘wholesale financialngees, and in particular that element
devoted to securitised credit intermediation areltthding of securitised credit instruments,
grew to a size unjustified by the value of its ses to the real economy’ (Ibiden, p. 49). This
has not, however, been picked up by European galis.

A final important point that has so far managedessape deeper scrutiny is the extent to
which finance has efficiently performed its role adacilitator of the real economy — or
putting it differently, there has been little debain whether finance has been fulfilling its
main task of matching people holding spare capiitth those who need it for productive
ends. This is interesting because this type of tqpreshas been historically central to
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government inquiries into the financial sector lie 20" Century in the UK: the Macmillan
Report (1931), the Radcliffe Committee (1959) amel Wilson Committee (1980) all mused
about the links between financial institutions ahe& economy. The absence of further
probing is even more of a puzzle because, judgingusner’s analysis of the unjustified size
of the sector in comparison to the value of itvises to the real economy, the answer to the
question seems to be a negative one.

In sum, the 12 months after the failure of Lehmantlers were market by two interesting
and somewhat contradictory developments: the isangarhetorical convergence about the
need of a complete overhaul of existing national gfobal financial regulation was not
matched by the framework proposed. Despite the afiwation of capitalism’ story, the

regulatory framework under global discussion doesy \little to turn back a process that
transformed banks from ‘intermediaries or servasftother actors such as non-financial
corporations’ to ‘major capitalist actors in thewn right’ (Erturk and Solari 2007, p.386).
The next section is a quick overview of the patlib@ralisation of finance driven by states in
the early 80s in the UK, Germany and France, a ntbbaeoverlaps and entangles with the
growing interconnectedness of the European finhtanascape.

2. Rise and fall of the Depression regulation

The Banking Act of 1933, establishing the Fedemrgp@xit Insurance Corporation (FDIC) and
separating commercial and investment banking, &edSecurities Exchange Act of 1934,
creating the Securities and Exchange Commissiorre wmt a result of international
negotiation and coordination but a drastic attedmptAmerican president Franklin Roosevelt,
to restore public confidence and trust in a broketional financial system. Nonetheless,
many of the new rules were replicated in other tdes during the following years: the
separation of utility and investment bank, for amste, was enforced by law in France and
Japan, while Britain introduced more restrictionscombining utility and investment banking
activities. Germany maintained its universal bagkaystem, but kept insurance, mortgage
and building societies as separated entities arssepaits first banking law in 1934,
introducing licensing requirements and bank sug@ni The aftermath of the 1l World War
also saw the establishment of a further mechartisenBretton Woods System, to avoid one
of the most pernicious problems of the Great Degioas currency depreciation and violent
fluctuations in exchange rates that can disabtietra

The creation of the Euromarkets in London, sportstisethe British government, helped to
undermine Bretton Woods by stimulating a rapid dhowf private international financial
movements and allowing speculative attacks on nares (Helleiner 1995). The release of
capital from restrictions related to exchange ratese followed, in the late 1970s and early
1980s, by the deliberate removal of the ruleshéisteed in the 1930s to regulate the market
and reduce individual and systemic risk by restngircompetition and compartmentalising
the financial sector. Here, again, the move startee United States: in 1975, the Securities
and Exchange Commission (SEC) agreed to phaseesitictions on price (minimum
commissions) for brokerage on the New York Exchamgening the world’s biggest stock
exchange to competition; in 1980, the Depositorstitations Deregulation and Monetary
Control Act mandated the end of administered cgdlion interest rates. Both decisions
knocked down barriers to entry, propelling banksnew markets and signalled the re-
establishment of competition, which in turn woupglis further financial innovation (Moran
1991).

In the United Kingdom, liberalisation of financecocred in a shorter period: from 1983 to
1986, restrictions on price competition and onghlke of stock exchange firms to foreigners
were lifted, as well as rules separating firmsragts principals in trading from those acting
as brokers. With the opening of the market for rmwnpetitive interests, a long-lasting
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British system of interlocked elites and self-regign was gradually dismantled, with
transformation of ownership and business practi@dsran 2006). Disintermediation of
financial instruments (bonds, equity and commergéger) increased in importance, as well
as the organisation of securitised debt by banle eff balance sheet activity unaffected by
capital adequacy requirements. The direct resfiltismtermediation and securitisation were
further competition pressure, a wave of finanaiaovation, growth of credit and debt and of
risk (Leyshon and Thrift 1997, ch 7)

In France, the decision to start a restructurehefdector in 1984 and complete it within a
couple of years was taken by a socialist governnhile a desire to compete for a share of
the emerging global market was a common point thighBritish and American liberalisation
(Cerny 1989), the French reforms have been alsaegply the need to adapt to external
changes, namely the problem of using Keynesiars timoa world of floating exchange rates
and capital mobility, and the adaptation to aneasingly interdependent European market
(Melitz 1990; Loriaux 1991). The Banking Act of 8emoved the divisions between
investment and commercial banks and released arumiet of rules for all financial
institutions. A few months later, the socialistwaaled the plan to transform the French
financial system into a decentralised market: faian instruments and markets were
developed or extended, regulatory powers to promnatesparency and protect investors were
strengthened, commissions and fees deregulatedstamep duty abolished. According to
Melitz, ‘the whole program smacks of a close acaiaaice with the principles of the theory
of finance’ (1990, p.397).

Germany is the most dissimilar case because igdial regulation was linked to licensing,
supervision and capital requirements rather thaaparation between investment and utility
banking — even though insurance and mortgage Israterseparate legal entities. There was
instead less focus on profit-maximisation, with ndmnks, except the larger ones,
concentrating on retail deposit-taking and lendifirahne and Schmidt 2004), and
competition constrains due to self-enforced andigkpecognition of a ‘regional principle’
and concentration ratios that in fact distinguishetlveen investment and retail. These two
characteristics started to change in the early 4986th banks increasingly blurring the
boundaries for insurance products, rising competiind undermining profit margins. At the
same time, the historical disparity between a gtrioanking system and a fragmented stock
exchange was corrected when the loss of businesthéo financial centres like London and
Paris started to threaten national ambitions ofiaanzplatz Deutschland’ (Moran 1989;
1992). Seven laws were passed to remove the lstriecking the use of domestic capital
market and the trade of new products, and a fingsion of the German Stock Exchange Law
in nearly a century created the legal frameworktf@ German Futures Exchange in 1989,
turning the state into a sponsor of the financeidlistry (Lutz 2000, p.163).

Despite different local institutional set ups, irhigh banks and stock markets displayed
dissimilar levels of development and importanceyéhis a very clear and similar picture in

the processes described above. The early 80s wasdment where governments in the UK,

France and Germany actively intervened to disairlg established mechanisms that hindered
the competitiveness of national financial servirehistry. At the core of the changes is the
legitimating and fostering of financial innovatienin form of instruments and even of entire

new markets — and investor protection, whose iaterare best served in a highly competitive
environment. While their actions can be partly sesna reaction to global and regional

changes, such as the end of fixed exchange ratbg &uropean Common Market, they were
also clearly linked to the goal of promoting natibfinancial centres.

2.1 Harmonisation and interconnection at EU level

The Single Market Programme, in 1992, had a stammgmitment to further liberalisation of
banking and financial services in Europe and wélsvied by measures aiming at a deeper
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process of regulatory. In 1993, the first EuropBénectives on Solvency Ratios and Capital
Adequacy (Basle Accord) were being translated nmatbonal law. In 1998, investment firms
stated to be supervised according to the same aslesedit institutions and the concept of
trading book was introduced, allowing banks to t&ér own internal models to assess their
risk position. Central to the process of integmatiwas the stimulation of cross-border
consolidation through mergers and acquisitionsplacy goal taken to a new level after the
launch of the Lisbon Strategy, in 2000, with itsiaf making the European Union (EU) the
most competitive economy in the world by 2010. ‘Téteuctural improvements to the
European economy that will result from a genuimglg financial market will maximise both
the direct and indirect contribution to long termmowth, competitiveness and jobs’
(Communication of the Commission, 1999).

This second stage of harmonisation involved theadled Lamfalussy framework, which
welcomed the involvement of the financial servicegdustry in the making of European
legislation drafted by national states and EU rauy agencies. The process, however, has
been far from a straightforward exercise precidigause of national interests (Macartney
2009). While a regulatory overlap that opens up iatehrates markets, enhancing the safety
of the system, is a ‘unifying’ goal, national pit@rs are about securing a regulatory
background that does not erase the local diffeenibat give countries their competitive
edge. Proposals such as the creation of one Eurdpesem of Supervisory Authorities (and
European Financial Service Authority) were floateating the Lamfalussy process by some
parts of the industry but opposed to by governm@dté and Germany) and their national
supervisory authorities (FSA and BaFin) (Quaglia®0

By the turn of the millennium, the financial landpe looked very different. In France, stock
market capitalization has grown dramatically, fré% of GDP in 1975 to 100% of GDP in
2001 (O'Sullivan 2007, p.398). In contrast, theerof banks as intermediaries has shrunk
considerably, with data from the early 80s to thé-80s already showing a similar pattern to
the United States and UK (Hackethal 2001, p.614)Germany, the volume of business
conducted by the banking sector has grown threestias fast as the country’s aggregate
economic output since 1960 (Bundesverband Deutsctkdh report, 2005). By the end of
2004, cross-border positions make up almost 40@esian commercial banks’ assets, while
accounting for over one-fifth of the balance shettl of Landesbanken, mortgage banks and
special purpose banks (Ibiden, Deutsche Bundestigures). On the other hand, because of
domestic inspired competition and subsequent droparnings, the number of banks fell by
40% between 1999 and 2005 (Quaglia 2008). In the thsolidation has led to high
concentration in the sector, with very few (natiprmmaoviders of retail banking and a City
dominated by foreign players highly specialisedacurities. In 2009, the financial sector is
7.6% of GDP in the UK, 6% in Germany and 4.8% iarfee.

3. National interests and responses

A major debate among scholars of different disogoly backgrounds in the past two decades
has focused on the nature of capitalism and itsynfiams. Literatures on regionalisation and
globalisation have more often than not worried abatiether external forces, such as
increasingly interconnected product and financiatkmats, were causing the convergence of
these distinct capitalist models. Hyperglobaligatibeorists (Ohmae 1990; Fukuyama 1992;
O’Brien 1992; Ohmae 1996) have strongly advocaleditexorability of convergence — or,
even more precisely, the inexorability of a mateet-capitalism takeover of the more socially
inclined models — while comparative research, paldrly the work of (neo) institutionalists,
have systematically pointed at institutional anttwal differences among national systems
that result in divergent responses to common pressgiHollingsworth and Boyer 1997; Hall
and Soskice 2001; Amable 2003; Hay 2004; Morganitféyhet al. 2005). The argument of
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this latter group is that national varieties of italsm respond differently and, by doing so,
perpetuate or even enhance dissimilarities.

Hall and Soskice (2001), authors of one of the miafluential work on varieties of
capitalism, have drawn a distinction between twmesyof political economy: liberal market
economies and coordinated market economies. White former coordinate their firm
activities via competitive market arrangements, l#teer relies more on inside networks and
collaborative relationship; institutionally, highlyeveloped stock markets indicates greater
reliance on market modes of coordination. Regartit criteria, the UK is firmly classified
as a liberal market economy and Germany a cooetinatarket economy, with France as a
third type — a state-led, post-agrarian model. Vdiees of social partners such as trade unions
are more likely to be heard in coordinated econemiesulting in more resistance to, for
instance, market deregulation, while liberal madainomies will tend to oppose interference
of both government and institutions in the operatb markets.

Therefore, when an external challenge (the needsficter and streamlined regulatory
framework for finance) is presented, each of thentees/types of capitalism involved should
respond in different ways. More than that, giveattbtate intervention on markets and the
structure of the banking system is partly what mnsakbese models distinct, strong

disagreements about the essence and scope oft¢hierience would be expected. Britain, as
an example of the liberal market capitalism, shamdto keep regulation to a minimum;

Germany, the text book coordinated economy, shbaléhvolving different stakeholders to

reverse the downward spiral towards permissivelagign; and France should be using the
state to coordinate interests between industry farahce. Their responses, however, only
partially support these ideas.

Britain

The debate about the financial sector, crisis aulilatory responses in Britain has gone
through very different phases since 2007. It sthrite fact, even before the subprime crisis
when private equity bosses were summoned in then®ur@007 by the House of Commons
Treasury Select Committee and caught into a metliatandal involving the use of tax
loopholes for personal enrichment and tabloid hieadlabout ‘new robber barons.” Despite a
significant reputational damage, however, regulatesponses only amounted to adherence
to a few voluntary codes proposed by the indudsglfi in an interesting example of the
ongoing commitment of New Labour to the City as lkegource of competitive advantage
(Montgomerie, Leaver et al. 2008).

With the run on Northern Rock, in September 200@ljtipal momentum started to be
regained, with the Treasury Select Committee piplitme failures both of the mortgage
lender and of the supervisory rules and coordinaidangements in place (Treasury Select
Committee, January 2008). The nationalisation ef ritortgage lender in February 2008, a
decision taken with visible unwillingness by thevgmment, further politicised the debate
about authorities asleep at the wheel and questitine appropriateness of the assumption
that risk was being managed in a way that had haljestified soaring executive bonuses.
After Lehman went under, in September 2008, theeguwent ditched Treasury’s rules on
government borrowing to deliver a Keynesian respahsit included the nationalisation of
RBS and Lloyds and interest rate cuts. From thiatpanwards, the terms of the regulatory
debate were solidly back on the broader politicahdin for the first time since privatisation
and the shift of economic management to a techtidorainated inner circle (Froud, Moran
et al., forthcoming).

Under pressure of MPs, trade unionists and pulpiaion, Gordon Brown — at this point
effusively celebrated by the international media fis decisive action to shore up the
financial system — released a package of measordhat involved tighter international

10



Old isNew Again

controls of money markets and a crackdown on QGityuses. The latter become even more of
a key subject at national level when Sir Fred Gdodex-RBS boss, was allowed to leave
with a £703,000 annual pension, in February 2008.t#e public indignation grew, the
Treasury Committee was busy conducting a seridgafings with bankers and government
authorities about the crisis, including a wholeuing on the City executive remuneration that
would later conclude that ‘bonus-driven remuneratgructures encouraged reckless and
excessive risk-taking and that the design of baahemes was not aligned with the interests
of shareholders and the long-term sustainabilitthefbanks’ (9th Report, May 2009).

The release of the Turner report and the governnmamiaround regarding arms length

regulation coincide, paradoxically, with the bedimnof a second phase of the debate in
which attempts to neutralise this growing politidien of the management of the financial

industry take place. The exercise is mainly centedringing the discussion back to a

narrowly defined set of technical fixes despite theams about an overhaul of the system.
The Turner report is instrumental in this becatsdine of reasoning about what caused the
crisis and how to manage the repair is practicadiyroduced in the Treasury white paper
presented to the Parliament (July 2009), with amus about how a new Glass-Steagall
would negatively impact competitiveness taking atma whole chapter while the more

radical reflexions about the size and usefulneggegent financial practices were completely
brushed aside.

The narrowing of the regulatory framework was aksioforced by the publishing of the first
independent inquiry commissioned by the TreasunyMiay, Wyn Bischoff revealed his
framework ‘on which to base policy and initiatieskeep UK financial services competitive
over the next 10 to 15 years’ (2009, p.3) suppotead heavy-weight group of City insiders
as signatories. The report strengthened the appaeswn consensus around macroprudential
regulation, disavowing any kind of government ifégeznce in the size or shape of the
industry: ‘this Report recommends that the finahsiactor be allowed to recalibrate its
activities according to the sentiments and demaftise market’ (Ibiden, p.31).

In a reference to Turner's comments on the sizin®fsector and the usefulness of financial
innovation, the report argues that

myths which have gained currency as the crisigdeasloped — that financial services
occupy a disproportionate share of the UK econdhmat, financial services play little
part in the ‘real’ economy beyond London, and t@idkfinancial innovation is of little
economic or social value

— have to be rectified, hence the main goal ofitlqeiry (Ibiden, p.6). By the time the white
paper was published in July, British politiciansrevdeeling confident enough to deliver
public attacks on the European regulatory framewaith Lord Myners telling private equity
and hedge funds bosses that the EU directive ogenieohds needed ‘major surgery’ to avoid
damaging the City (The Times, 8th of July 2009gavwhile, while ignoring criticism from
the Treasury Select Committee about its ‘enigmatéture ( Seventh Report, May 2009), the
UKFI, the board created to oversee the partialjonalised banks, kept the job of managing
the government stake for ‘shareholder value.’

The apparent closure of ranks around a less inwagighnical framework, however, has
encountered resistance. Despite the cold reply fteBischoff group, Lord Turner reached
larger audiences in August, when the FSA chairnesterated his opinions about the size of
the City and the worth of some of its activitiesniagazine Prospect (Issue 162). According
to Turner, income securities, derivatives, tracding hedging, and possibly asset management
and share trading had grown too big and, if higbapital requirements are not able to
eliminate hyperactive behaviour and excessive {dflity-specific taxes (like a Tobin tax on
transactions) may be necessary: ‘If you want tg sircessive pay in a swollen financial
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sector you have to reduce the size of that sectapply special taxes to its pre-remuneration
profit.’

Mervyn King, governor of the Bank of England, whiteever secretive about his doubts that
higher capital requirements are enough a tool & déth moral hazard and too big to fail
dilemmas, infuriated political elites with a speeat#livered in Edinburgh by (once again)
bluntly advocating the separation of retail bankingm utility. Referring to the present
British situation — where there are only four bawgkgroups, with two practically under state
ownership and almost a trillion pounds of direcgoaranteed loans and equity investments —
King said that ‘never in the field of financial exal/our has so much money been owned by
so few to so many. And, one might add, so far Viftle real reform’ (20th of October 2009).

The defiant position of technocrats trusted wit supervision of the financial sector were
matched by a similar noncompliant attitude by bawmkigghting government attempts to
control pay, reigniting public outrage. Goldman I&avgice-chairman, Lord Griffiths, told the
Guardian that the ‘British public should tolerake tinequality as a way to achieve greater
prosperity for all’ (21st October 2009). Towards #nd of the year, Turner’'s suggestion of a
financial tax® won the endorsement of Sarkozy, Brown and Merkeinging more
uncertainty to whether the regulatory closure piihs and financial elites hoped for has
been secured.

Germany

Like the British, the German government had alrefedlythe effects of the subprime crisis
back in 2007, when Dusseldorf based IKB revealeavjrdosses through exposure to the
American market and was rescued by a governmertkeHdaconsortia Within a week of
Lehman filling for bankruptcy, three German banldmated exposure to it — federal
controlled KfW (which had taken over IKB), with nethan € 500 million, and public banks
Bayern LB and NRW Bank. At this point, the Germawernment had two main messages to
its soon-to-be voters: the crisis is the fault ofgho-American capitalism and what is needed
is regulation and transparency, not coordinatetbls or economic stimulus. The leader of
Merkel's Christian Democratic Party (CDU), Michadekister, even suggested the American
package was sowing the seeds of further troutievie doubts whether that method is really
the most clever one. It is important to think abméasures such as banning speculation on
falling shares rather than using taxpayers' mo(i@gutsche Welle, 21st of September 2008)

A few days after criticizing the US bailout plan ‘& little, too late’, Germany suffered its
first casualty: the country’s biggest mortgage lender, Hypo Fsiate, had to be rescued on
the " of October by a € 50 billion private loan from eogp of banks guaranteed by the
German government and, ultimately, by the tax payéhile warning that managers of
financial institutions should be held accountalble'ifresponsible behaviour’, Angela Merkel
did what she considered unthinkable just a few dayber and guaranteed all deposits. ‘We
tell all savings account holders that your depasiessafe. The federal government assures it’
(BBC, 6th of October 2008). In a further reversalwhat had been said so far, Finance
Minister Peer Steinbriick and Bundesbank presidéex Xeber declared that a systematic
approach to bailouts was inevitable and, on tHedfOctober, the SoFFIn (Financial Market
Stabilisation Fund) was created to restore confiden the market by issuance of guarantees,
recapitalisation of financial institutions and as@tion of risk positions. The package
included a state guarantee of more than €400 mhitlioback banks’ loans to each other and
€80 billion to top up capital, which is not venffdrent from the American counterpart (on its
impact on taxpayers) if one considers that the @arpopulation is a quarter of the US'’s.

The idea of a systematic approach to bailouts agisté a case-by-case decision, on the other
hand, was in line with the responses proposed hydobhe Bank CEO Josef Ackerman, who
in fact became Berlin’s adviser on how to structilve burden sharing in the bank rescues.
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Deutsch Bank would become the only large privatektibat did not accept state support and
is therefore able to assume the rescue role veithviin capital. In the words of Hans-Joachim
Dubel, a financial sector expert and World Bankisely

‘Deutsche not only managed to successfully hedgselfethrough the crisis by
selling or shorting toxic assets and buying prad@st from corporations,
governments and insurers worldwide. She also maeirpblitical bang for the buck
by fear mongering the German finance ministry iatmassive public bailout of the
private deposit insurance system backed by themmwhypo Real Estate went belly

up’
(International Economy, Summer 2009, p.61).

In November, Merkel announced a €50 billion stinsupackage aimed at helping the car
industry, subsidising energy conservation and itigsing more lending to small and
medium-sized companies via KfW, the state-ownedckbBut when, in December, Sarkozy
and Brown discussed the need for further stimulaskages, preferably coordinated
throughout the EU, and the creation of bad banlermgs, German officials likened the
Anglo-French inclination for deficit spending taefhmings jumping off a cliff’ (FT, 9th of
December 2008). Berlin believed a bad bank scheaseunnecessary because the SoFFin set
up already allowed banks to deviate from the maitdxeharket principle for structured assets
with long-term holdings. Commenting on the £20ledil package, including a £12.5bn cut in
value added tax by Gordon Brown, Peer Steinbriickthat

all it would do is raise Britain's debt to a levbat will take a whole generation to
work off. The same people who would never touchcite$pending are now tossing
around billions. The switch from decades of sumitie politics all the way to crass
Keynesianism is breath-taking

(Newsweek, 6th of December 2008).

In January, Merkel announced a second stimulusggeckf a further €50 billion, making the
German plan the highest in Europe at about 2.89%@DP (British and French were both
below 1.5 % of GDP).

Regarding regulation, the difference between sagind doing is also wider than it seems.
The idea of transparency — for the shadow bankiygiem, rating agencies, tax havens,
between supervisory bodies — may be at the cehtvierkel’s calls for regulation, but Berlin
has been particularly secretive about the impatt@trisis on German banks and the failures
of its own regulators. The Bundesbank, after aegumwith all the country’s top commercial
banks and Landesbanken, estimated the toxic dsstitase institutions as just under € 300
billion, of which only a quarter had been writteffi (Spiegel Online, 19th of January 2009).
However, a leaked list from BaFin, involved in tb@me survey, showed another picture:
toxic assets troubling Hypo, Commerzbank and thedeabanken could amount to € 816
billion (Deutsche Welle, 25th of April 2009).

Despite pressure from the IMF and the Bank forrii@gonal Settlements claiming that huge
losses remain undisclosed, particularly in the pame, Peer Steinbriick has refused to stress
test individual banks in Europe and, if tests takace, results should not become public.
According to Steinbriick, the US tests were ‘woldble a view shared by the Andreas
Schmitz, the president of the German banking aatoni ‘In Europe we don't need stress
tests like those in the US. Regulators and the damnémselves are carrying out their own
examinations’ (FT, 14th of May 2009). Regarding ulagpry bodies, opacity has also
prevailed. Unlike counterparts in the US and UK,FBahas not published documents
examining regulatory failures and the Bundesbanig cecently released a detailed analysis
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of the crisis as part of its Financial Stabilityvikav, where only general considerations about
regulatory failure are raised (November 2009)

Following the increasing evidence about the tickioghbs German banks seem to be holding,
the government has moved to yet another provishiat had been denied before, partly
because of the fear of angering voters in an elegtear: the setting up of a bad bank scheme.
As with the bailout, the imprints of Josef Ackermanthe draft are identified by the German
media. According to the Spiegel, Ackermann has esiggl the creation of a government
institution that would buy risky securities fromnba and hold onto them until they matured,
which in practice would mean banks like Deutsch@adshed liabilities without applying for
government assistance through SoFFin (23rd of Dbeer2008). In July 2009, the German
parliament passed the law establishing the soetdldal bank: banks (or financial holdings)
are allowed to establish a special purpose vehickeansfer structured assets (ABS, CDO,
CLO) acquired before January 2009 and, in exchamgeeive securities of the SPV
guaranteed by the German state.

The scheme is similar to the Geithner-Summers Ingnglan in the US but with much less
impact on taxpayers: when the SPV is dissolvediesimdders will pocket the profits or bear
the losses. While the idea is to remove bad hotdiingm balance sheets to kick-start the
credit market, the scheme opens a national loopbelsause it allows banks to avoid
additional short-run capital requirements linkedhe downgrading of structured assets by the
rating agencies, creating a de facto dodging oBsgle rules (Lehment 2009). A few weeks
before the German Bundestag adopted the Bad BankirAduly, Gunter Verheugen, EU's
Industry Commissioner, incensed political eliteskb&iome by saying that Germany ‘was
world champion in risky banking.” ‘Nowhere in theoid, not even in America, were banks
so ready to take incalculable risks, especiallyrdggonal banks’(18th of May 2009).

Michael Sommer, chairman of the Confederation ofn@@® Trade Unions, also vented his
frustration in an article for Magazine Mitbestimngun

Again and again we hear the same arguments froosindand policymakers that
were used before the crisis: their hands are fibgy blame either the EU or the
international community for not permitting regutati The importance of remaining
competitive is cited as the reason why regulationla endanger Germany's status as
a financial centre and would only benefit LondonParis. With so many objections
and so much relativising, one can't help wondewihgther people seriously think the
world could cope with another catastrophe of thitire

(September 2009)
France

Of the three countries examined here, the mostnally cohesive approach to managing the
financial crisis and subsequent regulatory respammsees from France: president Nicolas
Sarkozy, economy minister Christine Largade andeguw of the Banque de France
Christian Noyer have been clearly singing fromshene hymn sheet throughout the turmoil.
The strategy is ingenious: on the one hand, sysieratiacks on greedy amoral capitalism
and symbolic acts are performed, such as the appeit of Jean-Pierre Jouyet (a former
socialist and pro-European former chief of staffJacques Delors) to head the French
watchdog AMF; on the other hand, a very public glaexpand Paris as a financial centre is
revealed, based on the idea that France’s litmsuxre to the crisis is itself a decisive proof
of its superiority. Therefore, moral and regulatepitalism already exists and is French,
making the harmonization of European regulatioa way that mirrors France’s proposals a
logical conclusion for Sarkozy. The strategy, inywaesonates with the president's own
trajectory: from a commercial lawyer allegedly aiwg rich clients to make use of

Switzerland’s tax-friendly laws (The Times ®f April 2009) to the crusader against tax
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havens, or the candidate proposing capital confiidle American, 8th of March 2007) to the
president whose one of the first acts was to oubtathe wealthiest from 60% to 50hile
the UK has gone on the opposite direction.

Together with the fact that France has fared tissamuch better than the UK and Germany,
being at ‘the right place at the right time’ wasalcrucial. When Lehman declared
bankruptcy, France held the presidency of the EraonpUnion, overseeing the process of
European regulation linked to the subprime crigid appearing as the voice of the continent.
In October, Sarkozy invited Gordon Brown to an egaecy summit of eurozone countries in
which Germany and France agreed to shore up thadial system with huge sums of money,
showing a clear willingness to recapitalize andcetaluity stakes in national banks. Despite
its little exposure, given that only Franco BelgiBexia had needed intervention so far,
France promised €320 billion in state-guarantemwlihg to banks, and €40 billion for

recapitalisation, a lending that included condsiaver executive pay.

Addressing the French Senate, Lagarde framed tkes @s a result of excesses (mainly
elsewhere): excess of speculation, credit in the ¢énplexity of the financial tools and
excess of irrationality and panic in the stock exafe. She outlined that the government
proposals of refinancing with state guarantee dedrécapitalisation and bailout of Dexia
were different from the US plans because France medsbuying assets but plainly loan
money to the banks (15th of October, 2008). Pideré auzun, director general of Federation
des Banques Francaises, and Arnaud the Bressef exteicutive of Paris Europlace, praised
a universal business model, quality of regulatiod diversification of activities as the main
strengths of France. ‘French banks were shakerebsithan others’, said Lauzun (FT, 9th of
December 2008). Even when the French governmeatitsabuld inject a second €10.5bn of
capital into the country's banks, Christian Noysterated that French banks did ‘not really’
need the money and that the step was about anim@pgotential problems and not
addressing shortfalls (FT, 22nd of January 2009).

The apparent resilience of the financial systermwewv@r, was not completely replicated in the
real economy, with recession and unemployment logndloser in France than in other
European countries. On th8 df December, Sarkozy joined the UK and Germanf &i€ 26
billion stimulus package, including a €1billion fodor carmakers and €5billion for new
public sector investments. Apart from the stimyblem, the government was also granting €
11.5 billion of credit and tax breaks in 2009 (BB€ws, 4th of December 2008).

On the regulatory front, France was the first tbtadmpose restrictions on future bonuses to
bankers, traders and fund managers. In Februacpda drawn up by the French Banking
Federation and Paris Europlace was made public whde it is compulsory for banks
operating in France, it is not for staff operatiimgother financial centres. According to
Lagarde, France wanted to be the first one to puoposals into practice because enthusiasm
for re-regulation seemed to be slipping to the fewknd (FT, 13th of February 2009). The
culture of high bonus in London and New York haerbaistorically used by finance lobby
groups when arguing about the difficulties of attirag - and keeping - talent to France. The
adoption of a common rule would bring bonuses dawracceptable levels for domestic
voters and provide a more equal access to thet taten. With the rules enforced in France
but not in the rest of Europe (and US), howeverisRa at a competitive disadvantage, hence
the strong tone on bonuses crackdown displayeddhaut 2009.

Other priority issues for France in the G20, intparship with Germany, were the regulation
of hedge funds, private equity and tax havens. latter is an old demand of the French
government and said to cost about €15 billion a yetaxes through fraudulent use of havens
by French taxpayers (The Times, 3rd of April 200%e French proposal is based on a ‘name
and shame’ system of sanctions against countriggithnot disclose the names of their bank-
account holders when requested — a black list ohit@s that shield tax evaders. Regarding
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the hedge fund industry, the French idea is to segadgher capital requirements to reflect the
riskiness of their hedge fund clients, which causeser trouble for banks struggling to raise
capital.

The problem, claim British officials and City patians, including Lord Myners, is that this
would not be a problem for Paris, hosting 3% ofdeefunds in Europe, but for London,
where 80% of the firms are. Interestingly enougimathy Geithner's proposal to introduce
tougher capital rules for banks and limits on theant of money a bank can borrow relative
to its capital cushion, which was endorsed by AlisDarling, is being resisted by France —
whose banks’ balance sheets are, according tosisasignificantly more leveraged than EU
peers, with three of the four biggest French bang&scGen, Crédit Agricole and Natixis -
turning to shareholders for capital. ‘We need teeha good and sound explanation among
ourselves concerning what Basel Il is about. Itheen significantly improved, amended over
time.... And, as revised, | would have thought tlddtrassed the issue’, said Lagarde. Instead,
France would like to see more action on bonusesg#iof September 2009).

Another issue France has been particularly vocatiab but this time mainly in Brussels —

regards the European Commission and European C&ark proposal of a CDS clearer

based in Europe, a highly profitable market. Thly clearer to offer CDS clearing in Europe

is LCH Clearnet, based in London. Christine Lagdrae insisted that the solution should also
apply to the eurozone, so that the European Ce#nak would act as a lender of last resort.
According to a confidential Banque de France repbtained by the Financial Times, the fact
that LCH.Clearnet's decision-making structure isdghin London could lead to ‘an increase
in the weight of the London financial market or tieécation of governance to the US, if the
Paris financial markets do not recommend a soli{fdn 19th of February 2009)

By mid-2009, the intention of using regulatory hamisation to promote Paris as a financial
was freely acknowledged by top politicians. For &g, ‘Paris is well-positioned to play a
key role in what will be a rejuvenated and re-imvegged but certainly disciplined financial
sector.” Patrick Devedjian, the minister in chaafethe expansion of La Defense is more
explicit: ‘It is clear today that the City is ineat difficulty and that is an opportunity for
France to reinforce its financial attractivene$d (27th of July 2009).

Conclusion

The national responses to the crisis reviewed abamebe summarised as follows: in the UK,
a liberal market capitalism, the expected conseamang elites to maintain the status quo of
the financial industry is not completely guarantewith proposals of sectoral restructuring
being floated by senior technocrats; on the otmer @ the spectrum, in Germany, banks
were deeply affected by the crisis and both renmeatiions to address the crisis and the
policies advocated to fix the system were very lsimio the US’s solutions, the paragon
liberal market economy. Social partners, such asngnwere not as involved in the process
while financiers were credited with two importardlipies involving tax payer money. In
France, the relatively low impact of the crisistbe national financial system has given the
government a window to advocate a moral capitaitsah mirrors the French system.

These scenarios do partially endorse ideas putamwby the varieties of capitalism
framework. There is, in the UK, a clear attempatwoid a restructuring of the sector, while
the French are obviously in a state-led strategyertbance a key sector. Even the bad
performance of German banks could be explainedefargues that the slower response to the
deregulation of the financial sector, a reflectafinstitutional set ups, left national banks
(particularly less savvy participants such as ttendesbanken), more vulnerable when
playing a game without completely understanding thées. The minimum common
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denominator character of the joint proposals, flioeee may be seen as the result of
ideological and institutional differences beingded through a consensus sieve.

This would, however, miss the main point broughtbypthe crisis, which is also, to some
extent, lost in the attempts to place capitalismsidie discreetly labeled box&swhile there is
no doubt that capitalism in Western Europe has ldped differently and, in the process,
built distinct institutions, the common systemiaqustures shared by countries in the
interconnected world of finance can shape the Wway behave and affect the reproduction of
their uniqueness. In a way, the responses to thmeerdufinancial crisis highlight Susan
Strange’s warning about the dangers of not sediagmoods for the trees, and missing the
common problems while concentrating on the diffeemn(1997, p.184). This is even more
relevant in the case of Europe, which shares batbep financial/economic integration and
common institutions.

National interests are at the core of the propassgponses and they vary in content —
defending the competitive advantage in a leadidgsitry, protecting a failing banking sector
or gaining a big slice of the European/global markbese goals, however, are directly linked
to a common root, which is the importance the fagaimdustry has acquired in the past 30
years under sponsorship of the states, regardléstheo variety. Operating under the
assumption that lifting restrictions on competitisrkey to optimal market conditions, liberal
Britain, social Germany and dirigiste France haen the decision to remove four decade-
old restrains on their national financial sectatthas, in turn, become bigger, more powerful,
more profitable and more interconnected. When theischit, with different effects on
domestic structures, protecting national playersj the common system in which they
operate, is seen as desirable despite institutidiféédrences. An overhaul of financial
regulation, on the other hand, is in practice ruadif the fierce competition that set markets
in motion is not, at least to some extent, corabl|

Two interesting points derive from this. One is #ffect of the responses in the future
capacity of countries to reproduce their distinsgielhe case in mind is Germany because
both its institutional model of coordination angl jgolitical ideology of social democracy have
been run over by the crisis management processnéed to shore up the banking system,
and quickly, removed traditional partners and thgetite for radical reform from the picture;
at the same time, the bad shape of the nation&staas impaired their function of lending to
the real economy, a situation not bound to geebeitttil regulators conduct a costly triage of
the banks. The spending spree that the governmastferced into has prompted German
lawmakers to change the constitution so that it ba illegal from 2016 to run a budget
deficit over the economic cycle of more than 0.36%0GDP. Moreover, the competition
commission for the European Union has warned BeHat it will need to restructure its
obsolete financial system: the three ‘pillars’, @ding to Commissioner Neelie Kroes, does
not represent the role played by German businesseets the needs of Europe (The New
York Times, 3rd of June 2009).

This leads to a second point related to the regylatesponses at EU level. With national
states championing domestic sectors with diffeneatds, the prognosis of a robust regulatory
framework being built in Europe does not seem faable. In this particular niche, France
seems to be the best positioned to benefit fronstiations proposed in the first year after
Lehman. The appointment of Frenchman Michel Barnuéhe financial services regulation, a
part of the internal market portfolio of the EurapeCommission, has caused despair in the
City of London, a reaction only partially placated the choice of British Jonathan Faull as
director-general.

The beginning of the battle in Brussels, howevengds to the discussion the idea of agency

as a crucial, and fast moving, process. The pigtaieted in this paper is about the first year
of the responses after the fall of Lehman. Elitakdowns like the British, for instance, may
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open space for more intervention and radical thigkiwvhile the policy making at EU level
may prove more remarkable if Germany’s economy, igthanking system, recover more
quickly than anticipated — even though this migletam complete deadlock instead. Besides,
going back to the common factors rather than diffees, the United States is still working on
its framework which, in some ways, is more raditeln the European one (i.e. consumer
protection agency that, if fully functional, canrearmful financial innovation such as the
subprime mortgages), something that may bring athantries in line with it as Roosevelt's
solutions to the 1930’s banking crisis did.

1 For a summary of the previous position, see (R0@#ter the EU Financial Services Action Plan: A
new strategic approach. H. Treasury, F. S. Authenitd B. 0. England. London.

2 George Soros, speaking to bankers at the Irstdfiinternational Finance - many of them active
participants in the CDS market — could not be @eabout his opinion: ‘Some derivatives ought oot t

be allowed to be traded at all. | have in mind ttrddfault swaps. The more I've heard about thém, t

more I've realised they're truly toxic. CDSs argtrinments of destruction which ought to be outldwed
(2009). Ban CDS as ‘instruments of destruction’ teesi Beijing.

3 Some suggestions of how to do it have includestgpproval requirements, with products being
tested to the regulator’s satisfaction in the sama@ner that pharmaceutical products — see Buiter, W
H. (2009). The Crisis and Beyond. Lessons from @lebal Financial Crisis for Regulators and

Supervisors. H. Klodt and H. Lehment, Kiel Instidior the World Economy.

4 This and other important political questions weaesed by academics and practitioners in reports
published towards the end of the year. See CaukinP. Folkman, et al. (2009). An Alternative
Report on UK Banking Reform. Manchester, Centre Rassearch on Socio -Cultural Change. and
Commission, T.W. (2009). The Warwick Commissionloternational Financial Reform: In Praise of
Unlevel Playing Fields. Warwick.

5 It was however addressed by the US president,saftbin May that ‘Wall Street will remain a big,
important part of our economy, just as it was ia thOs and the '80s. It just won't be half of our
economy’ Leonhardt, D. (2009). After the Great Rsgen The New York Times.

6 This kind of tax would be only effective if inttaced in all financial centres and the US are not
backing it. Montgomerie suggests an alternativer@ggh in which a transaction tax on financial
products such as over-the-counter derivativesamkstpurchases akin to the sales tax or VAT paid by
households. In Montgomerie, J. (2009) 'A bailoutforking families?' Renewal 117(3): 22-31.

7 IKB needed an initial $5 billion injection to cewlosses on subprime holdings, with a further $3
billion of government money in 2008. Sachsen LBx(®g State Bank) and BayernLB (Bavaria State
Bank) were also affected by the subprime.

8 Commerzbank, the country’s second biggest lengeuld be rescued in November and, by January
2009, after a second injection of capital, the goreent acquired a 25% stake in the bank.

9 During the crisis, controversy around the cutgehgrown but the president has refused to revérse i
and gone even further by improving the tax treatnoémexpatriate French or foreign employees posted
to France. In

10 For a comprehensive discussion of these shomgsmsee Crouch, C. (2005) ‘Models of
Capitalism.' New Political Economy 10(4): 439-456.
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