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“Sketching the new contours of the world economy” 

10 September 2013 
 
 
Panel One: “The structure of the future financial system”  
 
In the context of the creation of the European Banking Union, experts and policymakers met to discuss about 
how the European financial system will look like five years from now, given the current developments, the 
political feasibility and likelihood of reforms and the consequence of the different possible scenarios.  
 
- Deleveraging 
Governments and corporations in Europe are going through a process of deleveraging, seeking for alternative 
sources of finance. This is a normal and necessary though painful process that occurs in the aftermath of 
every financial crisis, it hurts the economy in the short term but not on the long run, and with it comes the 
surge of new markets, re-insurance and financial guarantees.   
 
- New regulations and re-capitalization of the banking sector 
From the perspective of the markets the new Basel 3 prudential regulations together with the bail-in policies 
that are currently being discussed in Europe, imply that there will be less liquidity and more risk for bankers, 
therefore increased borrowing and transaction costs.  
 
- A quarter of the European banking system has to be restructured 
The banks will be forced to change their business model, we have the perception that bankers want to go back 
to normal, behave like in the pre-crisis period and this is very worrisome. Cross-border mergers and 
acquisitions will be arranged by regulators, national deals have to be discouraged in favour of cross-border 
deals to recover and enhance financial integration in Europe, we need more European banks. As it was said 
before there is a deleveraging process going on and new sources of finance are emerging (non-bank lending). 
 
- Banks need to fail 
Big banks are lending a bit while small banks borrow for free from the ECB, how much smaller do we need to 
make the banking system? There are too many small banks with very narrow margins even with free 
borrowing from the ECB, banks need to fail and exit the market, the downsizing of the banking sector needs to 
occur and this is a political issue. The sovereign/bank linkage is the most significant challenge for the banking 
union; weak banks are easier to be controlled by governments through financial repression or just by political 
lobbying. We still don’t see light to the Resolution Authority, which is essential for the future of the European 
Union; there is a lot of national resistance. There must be a restructuring system for big banks in Europe.  
 
Q & A 
 
- How is the banking union going to shape the financial structure in Europe? 
The speaker was confident that this will improve baking supervision; more transparency and accountability 
will be achieved with the Single Supervisory Mechanism (SSM) on the hands of the ECB. There will be open 
dialog with the parliaments, national and sector-focused biases will be avoided, and there will be a higher 
degree of macro and micro prudential awareness. On the downside, the banking union was supposed to break 
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the link between banks and sovereigns and this will not be achieved with the SSM, the ESM direct 
recapitalization capabilities are not ready to be used, so the fiscal backstops will remain national until the 
SSM starts its operation and the new bail in rules are set in place.  
 
- How fast is alternative lending surging (shadow banking) and what are its macro consequences?  
It is not happening fast enough; policymakers are concerned about shadow banking, but this is a necessary 
activity to find funds, it has worked well in the United States for three decades, policymakers don’t like it 
because they can’t control it. Shadow banking is like a bad word, there is prejudice about them, of course, 
hedge funds played a role on the build-up of the crisis but the blame is on the regulators. Shadow banking is 
cheaper for governments in terms of regulations and insurance when it works well, but it becomes much more 
expensive if it ever needs to be bailed out. 
 
- Has the announcement of the banking union changed the behaviour of banks?  
Not really, banks have become more specialized; there has been a concentration on fewer instruments and on 
bigger clients. All the opposite, there is a strengthening of the home bias; there is a lot of national political 
pressure. Although, from a slightly more optimist perspective some banks are getting ready for the SSM, they 
all want to look good when the time comes. The upcoming news on the SSM to be released in October are 
probably going to be very relevant; banks are waiting to see how series this is. From the perspective of the 
markets, the handling of Monte dei Paschi is relevant as an example of the new path towards supervision.  
 
- Is the European financial system going back to risky activities again?  
The risk of banks going back to take unmeasured risks is low. Investment banking subsidised retail banking 
for years, that business model is gone now. Some of the profitability of investment banks was because 
moving risks towards the tax payers.  
 
- Is the European financial system being inclined toward non-bank vs. bank activities? 
 Yes, but the speaker saw this as a positive development, the system is developing a bigger loan market 
(issuable securities) like in the US, this doesn’t exist in Europe at the moment.  
 
- Are we really getting more transparency with the ECB?  What if the ECB leave the dirt under the carpet? 
State aid rules won’t be the only measures, we need to go back to the original goal: create a safe banking 
system with a fiscal backstop and the ESM directly recapitalizing banks.  
 
- What if the national resolution authorities don’t want to do what the SSM recommends? The supervisor 
has the power to grant or withdraw banking licences; this could be just an extreme measure of course.  
 
- Any policy to promote cross-border mergers going to be applied?  

 The SSM at the ECB will reduce the national bias.  

 Don’t hold your breath for cross-border mergers.  

 DG Comp will favour cross-border mergers and acquisition with respect to national deals. DG Comp has had 

some progress with the state aid banks (around a quarter of the banking system). They have changed the 

model of some troubled banks.  

- Should housing policy be part of the banking union? What is being done to avoid a new housing bubble? 
We have not addressed that yet, we have enough to do already. Plus, housing is too linked to social policies 
and political issues, nothing is being done here. 
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- The main goal of the Banking Union was to break the banks/sovereigns link, and the way we are picturing 
it here, this goal is not going to be achieved.  
Banks are political, politics are national.  
 
- Is the Banking Union going to achieve a regime change? What do we need to get more than transparency 
and accountability?  
A European Resolution Authority. Policymakers disagree with respect to Monte dei Paschi: it will not be an 
example of how things will be done in the future: state aid will not be given before bailing in. We are not 
planning to bail in Senior debt though; there is enough junior debt to be bailed-in, Junior and Senior debt have 
to be distinguished. A quarter of the EU banking system has been or is currently under competition rules; the 
European Commission is pushing towards the downsizing of the system. People better start paying attention 
to banks, because stakeholders and management are on the line of fire.  
 
- Are we going the US way on bail in structure?  
State aid doesn’t exist in the US, but we still need it here. Pre-payment options and some consumer protection 
policies could be copied from the US.  
 
- Aren’t too big to fail too big to exist?  
The Commission has reduced the too big to fail, but will politicians allow us to go on? Some don’t see 
resolution as implementable. The size of the necessary public backstop has been reduced, but the resolution 
fund needs access to the ESM, what if the assets are really bad? Will the national fiscal backstop suffice? Will 
the ESM suffice even? Will institutions have the courage? Plus, some governments want creditors to pay now, 
other would prefer them to pay latter (after 2018).  
 

                                           Notes by Carlos de Sousa 
 

 
Panel Two: “The reshaping of global markets – the impact of new technologies and 
renationalisation tendencies”  
 
The session was introduced with a brief overview of its purpose: not just to understand the impact of 
technologies on shifts in business and consumption, but to link these impacts into the broader macro picture 
of European competitiveness. To this end, the speakers presented a range of perspectives, both public and 
private sector, across a broad domain of inter-disciplinary issues. Recurrent themes spanned the 
instrumental application of new technologies to improve old processes, the need for more appropriate 
education earlier to develop necessary skills, and the cultural dimension of European attitudes to 
entrepreneurship. 
 
The panel’s first presentation offered a top-level overview of the channels through which information 
technologies can affect global markets. These included: the robust relationship between network readiness 
and global competitiveness indicating perhaps some causal connection between the two; the creation of new 
business models in old markets, as well as new models in new markets (for example potential future 
developments regarding big data and 3D printing); the implications of minimised transaction costs; and in 
fostering the emergence of new global players. But, it was also emphasised, key obstacles remain to fully 
realise some of these benefits. Three were emphasised: the rapid updating of technological skills and 
experience, more capital to fund new ventures, and a more fundamental cultural shift away from a lack of 
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respect for failure. While these obstacles may be geographically heterogeneous, it is impossible to overlook 
the key importance of unified regulation in preventing the emergence of ‘European champions’ – for example, 
in the fragmentation of financing regimes for early-stage start-ups.  
 
From this basis, the second presentation pivoted towards a more human perspective: that while the 
technology itself is hugely important (and even commoditised), it does not change what is done so much as 
how things are done. That is, technology may often be best conceptualised as an instrumental aide to 
industrial progress; as such, education and training becomes central due to the ubiquity of technological 
applications. For example, much of Germany’s export competitiveness was attributed to a ‘re-
industrialisation’ in core sectors, such as automotive, where huge amounts of the production process are 
computerised. More effective early education in technology could also help to stymy the cultural fear of 
failure previously described.  
 
Next, an account was provided of the state of the debate within Germany. It was argued that a growing belief 
exists that no sector can survive without robust ICT architectures, reinforcing the previous instrumentalist 
account of new technologies. Over a fifth of recent productivity growth is attributable to ICT, and the 
government is focusing on developing regional technology clusters around Berlin, Dresden and the Ruhr 
backed up by freer financing, a more internationalised workforce, and a more concrete sets of norms, 
standards, and IP regulations. Initial areas for development focus on broadband and smart networks, as well 
as better understanding the digitisation of value-added processes. The key cultural necessity is to foster 
more entrepreneurs with new ideas and open minds.  
 
Completing the panel presentations, a Spanish perspective was provided on the necessity of structural 
reforms linked to competitiveness. A central argument was that while structural, supply-side reforms serve 
an important purpose – to help allocate factors of production more efficiently, to help supply capital for new 
sectors, and to improve price flexibility – more policies are needed to foster demand-side consumption. 
Further integration would be needed (the most substantial periods of European economic growth have 
coincided with periods of deeper integration) with improved safety nets, and it was contended that more 
trade outside of Europe would be required to help balance current accounts. The best way for old sectors to 
implement such necessary reforms would be through the application of new technologies.  
 
Having completed the panel presentations, the discussion was opened to the floor. An early question echoed 
the focus on transatlantic cultural differences: Silicon Valley can be construed as a global success beyond a 
national one, fostered by an extremely international set of individuals. How could Europe start winning the 
global challenge for talent? On this, it was suggested that the harmonisation of labour markets, simplification 
of visa regulations and increases in immigration assistance would be of substantive value. On the theme of 
education, a query was raised over European education standards in non-cognitive skills. The view was 
pursued that countries such as Finland, which do very well in OECD PISA rankings, benefit from lower levels of 
inequality and more customised curricula to teach new skills. More emphasis, however, would broadly be 
needed to better foster leadership earlier on. The need for increased inter-disciplinary studies was highlighted 
with reference to the formation of Aalto University in Finland.  
 
Turning to more topical policy areas, critiques were offered of the Digital Agenda for Europe (DAE): the 
deployment of new networks has been slow and serious fragmentation persists in the telecommunications 
market. To this, it was argued that the rapid deployment of networks would not make sense without a viable 
economic case for them: competition should be encouraged to facilitate such developments. Remaining 
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contentious issues, such as property rights over cloud-stored data, suggest that the DAE may have focused 
on some of the wrong issues. While too early to declare the agenda a failure, other policy areas demand 
similarly substantial responses.  
 
The session concluded with a look towards the future – what next, after the internet? Developments such as 
space exploration, satellite technology, deep sea exploration, new materials, and food supply present 
promising future areas for innovation. But, it was argued, we should not narrowly focus on the internet as the 
core technological innovation of the last few decades: mobile phones have changed the world more than the 
internet, given their radical impact in developing nations. The convergence of the two, in the form of mobile 
broadband, will dominate the terms of debate for years to come. Policymakers ought to focus, therefore, more 
on innovation (as a form of re-industrialisation) rather than a narrow concentration on particular ICTs.  
 

Notes by Jeremy Bowles 
 

 
Third Panel: “The global monetary policy stance: what are the risks?” 
 
After the vote of thanks to former Bruegel Director Jean Pisani-Ferry, the Chairman Jean-Claude Trichet opens 
the third panel leaving the floor to Jörg Asmussen. The ECB executive board member gives his speech later to 
be published by the ECB press.  
 
Speech of Jörg Asmussen, Member of the ECB Executive Board 
The recent years have been quite challenging in Europe and the world. Central banks turned into 
unconventional market players, and particularly creative ones. ECB acted strongly to prevent credit crunch 
and to reduce fragmentation by means of three main unconventional policy measures: 

1. Unlimited liquidity to banks;  

2. Extended the maturity of our operations to three years; 

3. Allowing our collateral rules to adjust to the environment.  

These clearly reduced divergences across countries. The OMT was a policy for the EA as a whole and reduced 
fragmentation caused by currency denominator risk and contributed to the normalization to those yields that 
were excessively compressed by market fears.  
However, these new measures must be considered in the light of the main risks we are facing today: 

1. Complacency: Monetary Policy (MP) can only buy more time for other policy makers to target the structural 

problems, especially in Europe; 

2. Side effect of global low yields: the main one is capital misallocation, stemming from low premia and yields 

world while. Christine Lagarde recently said that since 2008 the cumulated net flows to Emerging Markets 

(EMs) have risen by 1.1 trillion of US $ to record levels; 

3. Exit strategies for monetary accommodation: this is at the center of the stage but it is still early for 

institutions to definitively address it. 

Back in the 1994 yields strongly reacted to macroeconomic data, generating strong spillover effects on the 
bond markets. Now, they can be thought to be even larger considering that we live in a more interconnected 
world. 
There are two importance lessons that can be drawn from the 1994 episode: 
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1. We need clarity regarding central bank reaction function: this is fundamental to avoid sharp movements in 

yield, especially since MP choices are now less limited and more complex; 

2. Inflation fears amplify the Impact of the economic development on yields. 

These lessons should shape the new role of the ECB as regulatory agent when facing our main challenges: 
1. MP is currently an uncharted territory: choices are no longer limited and - as a consequence - 

communicating strategies are more complex nowadays;  

2. The new role of ECB in preserving financial stability: notwithstanding the upcoming role of the ECB into the 

SSM, the hierarchy of goals is set with price stability on top and will remain so; 

3. Higher expectations from politicians: ECB has proved successful, but its stronger credibility and powers 

make expectations around it even higher. 

Considering that in a more complex world a clear communicating paradigm is paramount, we can envision two 
recent developments: 

1. Forward Guidance (FG): this is not a properly new MP strategy. It involves an assessment of the future by 

ECB and how ECB will intervene accordingly. The main goal is to clarify how the state of the economy is 

assessed. In particular it fulfills two objectives: 

a. to reduce volatility in the corridor - here we have succeeded so far; 

b. to make sure that economic data do not cause overreactions in the market interest rates – here we 

have been moderately successful. 

2. Publications of minutes of the governing council: greater accountability is needed for a more transparent 

communication strategy. It is important to understand who voted for what and why. 

 
The Chairman opens the debate (held under the Chatham House Rule) 
We should bear in mind that not only ECB, but all major central banks have new responsibilities. What has 
been advocated in the past was a sense of “credible alertness” without pre-commitment from the ECB side, as 
to be ready to act when necessary. All central banks have some form of FG and objective of anchoring 
inflation expectations. Probably Japan is a particular case, since inflation did not need to be contained but 
pushed up instead. Understandably, the main fears faced by Europe and UK were contagion and “financial 
pollution” from the US. 
We should remember that back in the days at the Bank of England (BoE), forecasts would often be defined as 
“uniquely uncertain”.  
Reassuringly, Letta hopes for real European election with a continent wide electorate and consider it as the 
real big step into the future. 
The real problems we have to face now are the systemic/security ones. High frequency trading is dangerous: if 
it is true that it leads to more liquidity in good times, it brings to complete evaporation of liquidity in bad 
times. Therefore we witness the birth of new measures, like the FTT, which were meant to discourage the HTT. 
However, these measures must be studied carefully; for instance, there is the possibility that the FTT will raise 
volatility in the near future. 
An important topic to discuss is the risks of “regulatory induced sub-similarities”. Regulators, like Basel III, 
have set the standard very high forcing all European players to behave the same way, which is fine after small 
shocks, but extremely dangerous after big ones.  
These days we are all rushing into the bail-in option only because bail-outs have proved problematic. However, 
we do not have to underestimate the true risks of bail-ins, which mainly resides into pro-cyclicality. 
On Asmussen’s second point about recent developments, some would say that minutes without names would 
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be preferable, but once some of the names are revealed it would not be really difficult to understand who said 
what. 
The exceptional conditions we live in demand us to consider carefully the risks for central banks in 
undertaking unconventional MPs. For instance, when the Swiss National Bank (SNB) announced perhaps the 
most radical of the unconventional MP measures – a minimum exchange rate backed up by a commitment for 
unlimited exchange rate interventions - risks were embedded in both the action and inaction options. 
The risk we should fear the most is that a prolonged extreme monetary stances can increase distortions and 
cause excessive risk taking so to influence forces and equilibrium in certain segments of the financial 
market. Furthermore, more distant unconventional stances will change the way investors take risks and 
asset prices. 
The SNB mandate in terms of macro-prudential measures needs to be enhanced. It would be necessary to 
develop a second set of MP while still focusing on tampering and price stability. However, the greater risk of 
unconventional MP is that after convergence, the policy might be not conducted successfully. 
The problem now is that macro-prudential policy is seen as inherently more political than the MP itself, which 
instead goes into structural reforms. 
The biggest fear is that, while we are beginning to converge to why MP would be helpful, central banks will in 
the end not able to carry them with determination.  
We can sketch three different scenarios on how the current situation might evolve in the following years: 

1. Optimistic scenario: the debate over macro-prudential tools ends up assuring the independence of central 

banks in defining and implementing MPs; 

2. Muddling through scenario: the economic recovery comes in time, but the MP is still locked to the price 

stability mandate as new macro-prudential tools have not been defined. There is no crisis, but we end up 

depressingly close to where we were before the crises; 

3. Pessimistic scenario: there will be no macro-prudential tool and the crisis is not over yet; people will blame 

central banks to have done the same mistake twice. Policy makers doubt on ECB efficacy and we all go back 

to this never ending crisis. 

Policy makers must be optimistic and the ECB needs to ensure macro prudential instances, notwithstanding 
the accusation of exerting a great power without being actually elected. 
Ten major points can be made about the risks of MP we face now: 

1. Extraordinary times call for extraordinary measures: major falls in real GDP and the looming financial crisis 

imposed the use of unconventional MP tools. 

2. Not all central banks are in the exact same situation: ECB should be single out as it faces a particularly 

delicate situation, given the architecture of the Euro-system in which the ECB has no fiscal dimension and 

has to face 18 states instead of one only.  

3. We can think of three major unconventional tools:  

a. Credit Easing (CE): to improve the transmission channels; 

b. Quantitative Easing (QE): the proactive expansion of balance sheet instead of just the central bank 

expanding its balance sheet in a passive way; 

c. Forward Guidance (FG): to give more directions for future MP actions. 

It’s worth mentioning that the Bank of Japan pioneered each of these measures: QE in 2001, FG - at the time 

was called “duration effect” – in the same year and CE in 2003. In practice, the seeds of what we see today 

were already planted in Japan in the early 2000s. 

4. These unconventional measures can be seen as natural extensions of the conventional MPs: CE operates 

through financial markets when conditions become particularly stressed; QE restores a symmetry that is 
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not there because of the 0-lower bound and can been seen as natural extension of interest rate easing; FG 

refers to policies under the inflation targeting regime. So what is unconventional is not the action per se, but 

more the circumstances under which those actions need to be taken.  

5. We need to move beyond this dichotomist notion of conventional and unconventional MP: we should 

institutionalize the second as part of the official toolkit of central banks. 

6. We should understand more deeply what QE is: QE is the central banks’ ability of changing the composition 

of the balance sheet held by the private sector – a sort of central bank engineered asset swap – rather than 

really “printing money”. QE works through the portfolio rebalance effect, rather than the money multiplier 

effect, as often mistaken. The central banks should have the right tools to reduce excessive inflation, but 

also to prevent too low inflation or even deflation. That explains the need to have unconventional tools in a 

more comprehensive toolkit, especially when the 0-lower bound is hit.  

7. There has been a broad reversal in the effectiveness of MP versus fiscal policy: fiscal policy was not really 

fashionable at the beginning of the crisis, especially compared to more intellectually stimulating MPs; 

however now we witness a situation in which fiscal policy is doing fine, while MP is more difficult to 

implement, mainly because of deleveraging.  

8. We should rethink central banks’ independence: some central banks - like the BoJ - have fallen in a “trap of 

independence”. In crisis times and with high inflation, the independence of central banks in pursuing its 

mandate should not limit coordination with the fiscal authorities. 

9. We can observe some disparities in the way central banks have been embracing these unconventional MP 

tools: looking at the size of QE, BoE has been the most aggressive expanding its balance sheet by a massive 

333%, followed by the FeD with a 302% expansion and the BoJ, which has expanded by about 87% so far and 

is seen to reach 165% by the end of next year. In a quantity sense, the ECB has not been as aggressive with a 

balance sheet expansion reaching at most 115% and now being down to 63%. 

10. Spillovers in the EMs is an argument often overdone: This is the case in particular in USA for at least three 

reasons: 

a. Taking into account these spillovers when deciding MP is often a difficult task; 

b. It’s very hard to justify to the Congress; 

c. The primary responsibility is on EMs’ authorities and central banks. 

One of the spin-off of FG is the effect on economies other than the ones were it is directly applied by policy 
makers. So EMs should see it coming in their way and be prepared to react. 
 
The Chairman opens the Q&A section:  
Loosely speaking, the CE looks at the asset side of the banks’ balance sheet, the QE looks at the liability side 
and the size of the whole balance sheet looks at the intermediation role of banks. However the main focus 
should be on the CE, since markets are still disrupted and the intermediation function should be the first 
preoccupation. Japan example should lead here. 
It is true that the ECB didn’t expand its balance sheet too much, but this can be seen as the ultimate 
guarantee for commercial banks asking for more liquidity. 
We are clearly in a different phase of the business cycle compared to the US. However, bank balance sheets in 
the EA must be cleaned like in US. In fact, that is the main reason why we are lagging behind.  
The two EBA stress tests have not been successful to restore confidence. ECB must exploit this “opportunity” 
to do better. 
The FG is meant to give and impression of how we see future and how we plan to react to it. Still this is a very 
dangerous tool.  
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We should investigate why all central banks’ exercises (maybe except the OMT, which seriously prevented 
total disruption) were not successful. Another important question is to understand why, despite the 
enormous increase in reserves, there has not been any significant effect on the macroeconomics. 
It’s fair to say that even if “nothing happened”, we do not know what would have happened without the 
decision taken. The counter-factual is missing here. Looking closer, something has changed and it was asset 
prices due to portfolio substitution effects.  
If CE can be made a success, it could really become a game changer and we could start seeing capital flowing 
again. 
Cleaning balance-sheets is definitely an important step; otherwise we might soon live the “Japanese 
experience”. 
Raising capital requirements might result unpleasant, but the arguments sustaining that this might actually 
inhibit a recovery of credit are just non-sense. 
As rightly said, CE is an attempt to restore the credit transmission mechanism, while QE is to expand the 
balance sheet and ease financial conditions. However, the two are overlapping as you cannot really do CE 
without QE. 
If you have monetary multiplier model, then you would be surprised to see how this is not the way lending 
works. So, how does QE work? What we know is that the main driver is still the need of the borrower. 
Similarly to the Fed case, QE and FG are two different tools for the same objective of lowering real interest 
rates, but they must not be confused. 
 

Notes by Giuseppe Daluiso 


