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There are two major reasons why a global financial stability framework is required in the EU. First, 
the crisis which started in 2007, and is far from over in 2012, is a global crisis as it is worldwide and 
systematic. Second, the euro-zone is by far the region which experiments the deepest crisis since 
2009 due to inadequate policies. Indeed the euro-zone is weakened by two major – neoliberal and 
monetarist – biases. The euro-zone policy framework is incomplete and asymmetrical as it  bears on 
one foot - monetary policy – without common fiscal and prudential policies, contrary to existing 
monetary unions. Thus, a new global financial framework for financial stability is required, based on 
an alternative paradigm of financial regulation and profound institutional changes. It should be 
recognized that market discipline does not work because of the fundamental instability of capitalism 
and the procyclicity of finance.  

A global financial stability framework in the euro-zone must be based on four principles : 

- The framework needs to be comprehensive, i.e., based on all policy instruments : 
prudential, monetary and fiscal policies should be combined. The separation principle 
between monetary stability and financial stability must be dropped. The traditional 
Tinbergen assignment rule of macroeconomic policies must be broadened so as to 
include financial stability among policy targets. 

- Policies must be countercyclical, with a view to reducing the procyclicity of financial 
markets, and by using fiscal stabilizers to dampen business cycles. Macroeconomic and 
prudential policies need to lean against the build-up of financial imbalances during the 
boom. It is not sufficient to wait and clean up during the bust phase of the cycle. 

- The framework has to be system wide, taking into account the mutually reinforcing 
interactions between the financial system and the macroeconomy. The supervision of 
individual financial institutions and the macroprudential supervision of the financial 
system are both required. 

- The framework has to be European wide, with monetary, prudential and fiscal policies 
designed at the European level, taking into account both the heterogeneity and the 
interactions among countries in the euro-zone and the EU 

A radical reform of the institutional framework of the euro-zone (and the EU) is required 

- The existing institutional framework has 3 major limits : 
o The asymmetric role of monetary policy & strict independence of the ECB 
o No fiscal policy at the EU level & no coordination between fiscal and monetary 

policies with respect to heterogeneity of countries and countercyclicity of  
o Lack of democratic control on monetary & fiscal policies in the EU 

- 3 major institutional & political changes are required  



o Increase the European budget to 10% of GDP, and create European taxes (FTT, …) 
o Create a European Financial Service Agency and a European Public Rating agency 
o Organize coordination among authorities in charge of financial stability under the 

democratic control of elected bodies. In this new framework, the role of the EU 
Parliament is broadened, while the independence principle of the Central Bank 
has to be revisited.  
 

The ongoing reforms (Stability Pact, European Stability Mechanism, Banking Union) are 
going in the wrong direction as (i) they tend to increase the democratic deficit in the EU 
(i.e. excessive power given to the Troika), (ii) they do aggravate the neoliberal and 
monetarist biases which are the roots of the euro-zone crisis. 
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