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For all the market’s ups and downs last week, the 12 

October Elysée summit remains a historic step. The 

Eurozone countries and the UK were rapidly joined by the 

US and the other EU members in adopting a plan that will 

have a major impact on the future development and 

organisation of banking systems.  

At the same time, the magnitude of the 

corresponding challenges is gradually becoming clearer.  

Even if the plan succeeds in stabilising the market 

situation – which is too early to say – its execution will be 

carried out in the toughest of environments. Many dark 

clouds are gathering on the horizon.  

The financial sector’s lot can be make still worse by 

many factors, including failures of companies under LBO, 

a slump of commercial real estate, contagion to life 

insurance, exchange crises in central and eastern Europe, 

the collapse of hedge-funds, or the implosion of credit 

derivatives. And of course, banks will suffer as much as 

others from the general economic downturn.  

Against such a backdrop, successful implementation 

of the Brown-Sarkozy plan involves answering three key 

questions.  

First: Will governments find the required human 

resources?  

There is no room for error. Public opinion will be 

demanding about the use of public money. It will (rightly) 

not accept to see failed bankers coming out winners from 

government intervention.  

But the manpower and financial skills available to 

member states are limited in comparison with the 

enormity of the task to be accomplished.  

Public officials will need to devise and push through 

path-breaking financial engineering, and to close deals 

with financiers who have more knowledge about the 

underlying assets and risk.  

In view of the colossal amounts at stake, and the 

frailty of our public governance systems, an 

unprecedented effort and continuous commitment at the 

highest level will be needed if government action is not to 

lose credibility through major management or strategic 

mistakes, or misbehaviour.  

Second: How can the banking sector work properly 

after being effectively taken over by government?  

Public authorities cannot micro-manage all the banks 

which are benefiting from their guarantee. They must 

ensure that reasonable incentives are put in place.  

Without pressure from the risk of failure banks, 

banks may lend carelessly. In the US, the combination of 

private-sector status and (implicit) government 

guarantee is precisely what led Fannie Mae and Freddie 

Mac veering off course.  

Moreover, public intervention must be designed in 

such a way that banks continue to competing with each 

other on a level playing field, and are able to restructure 

as needed through acquisitions, mergers, spin-offs and 

downsizing.  

Europe’s banking sector must undergo profound 

change of its structures and business models if the state  

 

guarantee is to be removed in the not-too-distant future.  

This big clean-up can be effective if market forces 

are channeled into allowing it. If it is left to government 

officials picking the winners and losers, the target is sure 

to be missed.  

The performance of financial service firms must also 

be more open to outside scrutiny than has been the case 

in recent years.  

This implies strengthening disclosure requirements 

by business segment, asset category, and geographical 

area. Financial reporting transparency must be 

reinforced, rather than weakened as is unfortunately 

likely to result from the changes in international 

accounting standards adopted in a rush last week.  

Third: Are our policy tools suited to a financial 

system which has grown cross-border?  

This challenge is particularly acute for the EU, where 

rapid cross-border banking integration over the last few 

years has led to better allocation of capital.  

International interdependences are many and 

various, but almost all the action is carried out by 

member states. Rare exceptions are the European 

Central Bank and the International Monetary Fund, the 

latter unfortunately often suspected of US influence.  

This creates a permanent risk of mismatch between 

ill-coordinated national initiatives, as Europe has painfully 

experienced over the two weeks preceding the Elysée 

summit.  

National authorities can usefully work together in 

committees in order to devise common rules and develop 

common analyses, as happens in the Basel Committee 

(even though its prudential standards did not come well 

out of the crisis) and the Financial Stability Forum.  

But when it comes to effectively policing the system, 

committees cannot do the job. They are generally unable 

to impose individual binding decisions on their own 

members, let alone financial players.  

Unless financial integration is to be reversed, which 

would be disastrous, we probably need new forms of 

supranational authorities. These may include, but not be 

limited to, a European banking supervisor (whose scope 

should be limited to the largest cross-border banks: see 

our last column).  

Beyond the immediate urgent action, governments 

will have to demonstrate exceptional institutional 

creativity, without becoming quixotic.  

The calls for a ‘Bretton Woods II’ summit signal 

awareness of this need. However, what is intended under 

this label remains unclear to this day.  

This month our financial system failed. It is up to 

governments to design and oversee the reconstruction.  

The challenges are dizzying.  
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