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The 2 April London Summit of the G20 was 
a success, with banking secrecy curtailed and 
the ball set rolling on reforming and 
strengthening the International Monetary Fund.  

But the meeting also confirmed the limits 
of multilateral decision-making.  

In practice, two of the most critical 
questions of the moment – macroeconomic 
policy, and the banking sector – are not 
amenable to G20 action.  

The banking issue is especially pressing. As 
Dominique Strauss-Kahn, the IMF’s managing 
director, and others have noted, our economies 
will not come back to life as long as financial 
intermediaries remain comatose, which is the 
case today both in Europe and in the US. 

Banking crises are a big headache for 
public policymakers. In most cases, such as US 
savings banks in the 1980s and Japan in the 
1990s, they turn a blind eye for many years, 
until they are finally obliged to take extremely 
costly action.  

True, Sweden provided a counterexample 
when it managed a banking crisis with relative 
speed and efficiency in 1992.  

But the Swedish template cannot easily be 
replicated, if only because it relied on a political 
consensus unthinkable in most other countries, 
particularly the US.  

This explains the intricacies of the current 
Geithner plan, with its combination of stress 
tests and leveraged purchases of assets. At this 
point, its success remains far from sure.  

Europe’s banking problem is even more 
intractable.  

The banking market here is too integrated 
to be fixed at a purely national level. But the 
EU level provides neither the legal framework 
nor the institutional machinery for a suitable 
response.  

Member states are torn between, on the 
one hand, the need to restructure their sick 
banks, and, on the other hand, the desire to 
protect them from rivals in neighbouring 
countries.  

The European Commission possesses 
neither the political leadership, nor the 
resources and skills, nor the policy tools to 
make much of a difference.  

Meanwhile, the European Central Bank has 
enough to do on the monetary policy front. It 
cannot singlehandedly take over the burden of 
supporting ailing banks.  

Europe cannot keep on dithering 
indefinitely. With the brutal economic 
downturn, many banks’ balance sheets are 
deteriorating at breakneck speed.  

According to media reports, the IMF will 
this month increase its estimate of aggregate 
global bank losses to four trillion dollars from 
‘only’ 2.2 trillion in January. Of this, less than 
1.3 trillion have been disclosed so far by 
individual banks.  

These numbers are staggering, even if 
viewed with the caution warranted by the 
volatility of the times. Furthermore, our 
continent faces the additional risk of national 
budgetary or currency crises, especially in 
Central and Eastern Europe.  

The scenario whereby a major cross-border 
European bank would be found insolvent in the 
short term is becoming ever less improbable. 
Yet we have no credible policy framework to 
tackle it.  

Recent examples hardly give cause for 
optimism. The Fortis saga has already brought 
down one Belgian government. But this was a 
relatively straightforward case. It was 
essentially limited in scope to the Benelux 
countries, which are accustomed to 
cooperation. And when it had to be rescued, 
Fortis still had high-quality assets on its books.  

At present, Europe’s political leaders seem 
keen to steer clear of this problem, whose 
sheer magnitude apparently paralyses them.  

They have fallen back on easier and more 
rewarding ground, such as rogue bonuses and 
tax havens; or longer-term challenges such as 
regulatory architecture, on which the Larosière 
report to the Commission in February has 
revived the debate.  

In some cases they have embarked on 
outright counterproductive fights, such as the 
French crusade for ‘flexible’ accounting 
standards, read allowing banks to conceal the 
bad news while hoping for the best.  

But one day the Gordian knot will have to 
be cut, and Europe’s banking sector will need 
intervention.  

On this continent it will imply 
unprecedented institutional solutions in order 
to ensure consistent action across countries, at 
least if market distortion is to be contained and 
if the eventual cost to the taxpayer is to be 
kept under control.  

This problem has no pain-free solution. It is 
a political minefield.  

But it will not resolve itself. And the longer 
we wait, the higher the cost will be.  
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