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ast week the European Lnion
“finance ministers decided that
peration in financial regu-
ation ‘and. supervision should

he strengthened. They will look at the
issue again in April. Indeed, time is
running out to show that the evolution

towards full co-operation can meet the

challenge of Europe’s financial integra-._
tion and that the revolution of creating
a gingle supervisory authonty is there-

fore not necessary.

The recent financial turmoilhascon-.
firmed the shortcomiings of the curvent

gystem. In the monetary field, the Euro-

pean Central Bank arted quickly and
decisively, getting high marks even
from those who had long questioned its

ability to manage a crigis. The Euro-
pean supervisory function, on the con-
trary, has been almost absent. Even

with: signs of a clear risk of contagion,

no common analysis of the situation, no

sharing of confidential information, no-
co-ordinated communication and no-
emergency meetings appear to have

taken place. among EU supervisors.
Even the ECB, unlike the Federal

Reserve, Jacked the information on the |
soundness of counterparties normally

available to national central banks,

The severe judgment expressed last.
June by the International Monetary -
Fund was confirmed: in frisis situa-’
-tions, European supervisors may take a _
narrow national perspective and resist
pooling crucial information that would :
aid comrmon action. In spite of progress
in recent years, the system is still una-
ble to respond effectivély to the chal

lenges of a largely integrated market.”

Common principles have béen deveél-
oped, but the convergence of dayby.’
day ‘practice has lagged Dbehind, A~
banking group providing financial serv-.
ioes i, say, 10 countries must fulfil 1o
different reporting systems and capital -

lnay take a narrow o
national perspective aml
resist pooling information

requirements, although théy all stem-

Comment
Europe
needs a

single
financial

rulebook

from the same European directives,

Current arrangements for co-ordinat: "

ing national supervisory activities are:

overly complex and burdensome. They

have proved incapable of ensuring effi-

cient area-wide supewlsary‘ teamwork
during a crisis. There is né singleplace
in the EU where the same eyes. can. .
simultaneously look at the reported’
data concerning the two or three doz-
ens of EU-wide institutions, whosé:
tightly woven. network of: operaﬁona ;
creates a potential for cmss-bordar COR
tagion and systemic risk. We speak so’
much of supervision, but this ig neitheri .

“viglon™ nor “super”.
Moreover, as market integration

strengthens, competition among:
national exchanges and financial insti<.
tutions puts pressm-e oh national regu.
Iators to ‘obtain priviieged’ treatments;
within the wide. range of optiong:
offered 'by ‘European leg-islai:ion and'-

supervisory standards.

This has two regrettshle conse:’
quences. It creatés an extra regulatory
burden entailing ‘4" loss of :competitive

ness  for Europe’s finaneial industry:

and it offers inadequate protection for

investors. ‘We must therefore now act:
decisively to enhanee European supet-

visory structures. This appHes in par-.

tieular to 'the euro aréa, where a single:
paymient infrastructure, a single lguid-

ity source and fnterconnected lender of

last resort functions are in place. .

Strengthening the supervisory strue:

ture for multinational financiel institu-
tions means dchieving two resulis: a:

single European: rulebook aimed at'
ensuring equal treatment;. low costs of.

complisnce and the removal of regula-’
tory arbitrage; and an integrated super-

vision of Ell-wide groups, festing on &

complete pooling of information and.
the enhancement of the powers of the’
colleges ‘of supervisors. Buch progress

would not require the revolutiohary -
supervisor, -

step of creating & European
twin to the ECB, as advocated by some,

large market players It would be’

entirely evolutionary -taking seriously

the proposals made seven years dgo by

the Lamfalussy group, which received
high praise but scant implémentation..

What we need is active goodwill by’
existing bodies and minor adjustments

to the Community legislation. National
authorities would not be deprived of

the responsibility for decisions affect:
ing financial institutions; they would
simply be called to act en enhanced
ev-operation. )

The argument that such a step would
not be feasible without a prior agrees .
ment op how to shave the burden of g
possible systemic - crisisis not just
invalid, it is irvesponsible! it amounts
to the dismaying conclusion that no

such agreement is likely to have been

reached once the time of crisis comes.
A change of gear is urgent to cope with
a rapidly integrating European finai
clal system. Only political impetug
from governments can bring it about.

The wmer is Italy's ‘economy and
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