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1. Introduction  

 

It is a truism that the European Union’s self-proclaimed autonomy may be a helpful concept in legal 

terms – primary to preserve the monopoly of the European Court of Justice to interpret EU law2 – but 

it is equally clear that the EU is to a large extent influenced by the decisions and policies of other 

international institutions.3 The present chapter aims to assess this external influence in relation to a 

specific, but core dimension of the EU, the Economic and Monetary Union (EMU). 4  More 

specifically, we will assess the influence of what these days is known as the Global Financial Stability 

Architecture (GFSA), on the EMU. As will be further explained below, the GFSA is a network of the 

key global financial institutions that collect data, conduct research, provide insight and propose rules 

of conduct for the financial sector. Its mission is to rethink (global) macroeconomic policy to make 

economies more resilient – how to steer the economy clear of risks that could lead it to collapse; how 

to deal with real-time crises; and how to initiate recovery. Its primary method is to find out how 

differing components of financial markets act and react to one another, and to propose prudential 

regulation that shapes the behaviour of private financial service providers, of governments and of 

central banks.5  

The main aim of the present chapter is to explain whether, and how, international institutions 

shape EU law, policies and procedures in the EMU context. Indeed, as the financial crisis revealed, 

the EU has been far from autonomous or isolated and its decisions where taken in the context of 

decisions taken in the so-called Global Financial Stability Architecture (GFSA), consisting of both 
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formal international organizations (such as the IMF, World Bank or OECD) and more informal 

international organizations (including a number of international standard-setting bodies).6 The latter 

in particular are characterized by different instruments (in which soft law dominates7), and policy 

narratives form a vital part of the substantive obligations8 to which EMU and its member states are 

expected to conform, or explain their non-adoption.9 Those policy narratives are also part of what 

binds the single institutions into a cohesive whole with a greater overarching purpose, known as an 

architecture.10 It answers not only the question of what the overall mission of the architecture is 

(financial stability), but also on what basis, and with what means: in other words, with what strategy.11 

Using the GFSA as our focal point is helpful not only to analyse the most relevant international 

institutions in relation to the EMU, but also to understand the legal and policy links between them. 

This chapter thus examines the nature of the GFSA and its relationship to EMU law, policy 

and practice. It does so by taking an outside-in perspective, focusing on global developments and 

institutions and their influence on the EMU. Other chapters in the present Volume approach the 

interplay between the EU and the outside world from the perspective of the EU’s external relations 

or by dealing with international agreements concluded between the EU and third states in relation to 

the EMU.12 The present chapter makes the case that the GFSA influences financial stability rules 
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within the EU, and within EMU more specifically, by setting out standards and benchmarks for 

Europeans to adopt, with the goal of maximising financial stability. As we will see, in part, the EU 

pushes this development;13 in part, however, it filters GFSA (soft) law to comply with European 

political priorities.14  

This chapter is structured as follows. Section 2 sets the stage by analysing the relevant 

international bodies that are now seen as forming the Global Financial Stability Architecture. Section 

3 aims to reveal the institutional links between the emergence of the GFSA and the EU. This is 

followed by an assessment of the influence of international law and policies on the EMU in relation 

to a number of specific areas of financial regulation (Section 4). Finally, Section 5 will be sued to 

draw some conclusions. 

 

 

2. The Emergence of the Global Financial Stability Architecture 

 

The GFSA can really be considered an architecture since 2009, when the G20 made a concerted 

attempt to expand the activity and output of international standard-setting bodies (ISSBs) in the 

financial sector, connect them with one another, and to make their impact more than the sum of their 

parts. In general, only few international bodies have the competence to enact legally binding rules15 

and the formal and informal bodies making up the GFSA are no exception. The GFSA largely 

provides ‘soft law’ at the international level to steer national governments and the EU in a certain 

direction, which then may transpose it into ‘hard law’. This does not imply that the norms produced 

in the framework of the GFSA are merely general, broad guidelines. On the contrary, they cover so-

called micro prudential regulation (applicable only to one of banking, insurance or capital market 

sectors) and macro prudential supervision (which takes a holistic approach to how the three micro 

prudential areas affect each other) and require additional measures, from regulation to capital controls 

to state aid and quantitative easing for financial markets. It also includes discussions within the G20 

and its financial stability conferences on both the overall steering of the architecture, and the broad 

discussions of macroeconomic policy and strategy within the Group. To understand the composition 

of the GFSA and its impact, it is worthwhile looking at its development. 

 

2.1 Precedents to the Post-2008 GFSA 

The post-2009 GFSA stands in contrast with previous periods. During the Bretton Woods era of 1945-

1971, public policy limited financial markets greatly, both globally and nationally. Financial stability 

consisted of a system of fixed exchange rates guaranteed by the United States government (Treasury 

and Federal Reserve) and the International Monetary Fund (IMF), which provided low-cost loans to 

governments in financial distress (unable to borrow to pay for government spending, to pay for trade 

deficits and ultimately unable to support the exchange rate).16  
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Financial stability during this era was primarily a national affair of macroeconomic policy 

(judicious use of monetary and fiscal policy to smooth out highs and lows of demand in the economic 

cycle), and largely inseparable from a strategy of supporting mass production, consumption and 

employment. The IMF provided the key means of dealing with countries in which this financial 

stability had broken down, and minimising the likelihood that the country’s breakdown could spread 

to other members of the system—either through broken business contacts or through a general 

collapse of confidence in the system’s ability to sustain economic interdependence. This era 

distinguished itself from those preceding and following not only by these institutions, but by the 

overarching narrative of embedded liberalism that pursued global trade in a context of national social 

welfare systems, which the IMF and US government supported.17 

During the first decade of the post-Bretton Woods era (1971-2007), exchange rates floated 

freely without guarantees from the USA, the IMF shifted from lending to support exchange rates to 

lending to sovereign default governments, and after a panic caused by the collapse of Herstatt Bank 

in Germany in 1974, the Basel Committee was established at the Bank for International Settlements 

(BIS)18 to agree on common regulatory standards for banks. It was the first micro prudential ISSB, 

and heralded a period in which informal organizations started to supplement the functions of formal 

international organizations, such as the IMF. The International Accounting Standards Board (IASB) 

was also established as a private body promoting mutually-agreed financial reporting standards 

outside the United States.19 

This first decade cannot be seen as a proper architecture of interlocking institutions with a 

common shared mission, but the first building blocks of what would follow. Rather than a shared 

narrative of proper public policy and its broader goals as found in Bretton Woods, this period was 

one in which shared expectations of what global financial stability entailed was absent. Similarly, the 

willingness of states to cooperate by a process of mutual accommodation and coordination was 

weaker than the tendency to descend into protectionism and attempts at providing local financial and 

economic stability at the expense of international trade. Protectionism rose, global and European 

governance devolved from rules and institutions to communication between national heads of 

government, and two efforts in Europe to peg exchange rates to one another in a precursor of EMU 

(the Snake and the Snake in the Tunnel) fell apart as national governments favoured the immediate 

demands of national constituents over the possible benefits of not undercutting each other through 

high debt and borrowing levels, high inflation rates, and competitive exchange rate devaluations.20 It 

was a time of turbulence and near anarchy in which a GFSA could not be said to exist. 

The second decade of the post Bretton Woods saw the United States and the United Kingdom 

promote the establishment of two other ISSBs alongside the Basel Committee that brought together 

regulators from advanced economies: the International Association of Insurance Supervisors (IAIS) 

in London; and the International Organisation of Securities Commissions (IOSCO) in Madrid.21 

Alongside the Basel Committee, they were intended to promote common regulatory standards for the 

insurance and securities markets (stock and bond markets, hedge and other investment funds, credit 
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rating agencies), respectively. After the Financial Crisis of 1997, which began in East Asia then went 

global, these bodies were joined by the Financial Stability Forum,22 which the G7 called into being 

to acquire insight into how the Basel Committee, IAIS, IOSCO and IASB were learning from the past 

and responding to new challenges, and to act as a sort of steering committee for the bodies to act 

together toward a common goal. As the global economy recovered, however, the promise of a 

coordinated mission typical of an architecture faded. Nevertheless, the IMF and World Bank adopted 

these ISSB standards as benchmarks for their reviews of national government policies on financial 

stability, in an exercise known at the World Bank as the Report on Observance of Standards and 

Codes (ROSCO) and at the IMF as part of Article IV consultations.23  

These standards worked from a new shared master narrative, known alternatively as the 

Washington Consensus and neoliberalism, that countries would do best by maximising the role of 

capitalist markets within their countries, and allowing them to function between them as well. This 

meant the liberalisation of (international) trade and finance, the reduction of public ownership and 

state regulation in the economy, and the introduction of macroeconomic policies geared to attracting 

(international) investment capital. The latter implied that governments should practice austerity in 

public finance—balancing budgets rather than borrowing and spending during downturns—and that 

central banks should act conservatively to control inflation through interest rates and the money 

supply, which in turn would keep inflation low and exchange rates strong, all things being equal. This 

became known as the Washington Consensus because the IMF and World Bank, both seated in 

Washington D.C., had adopted the framework during this period, meaning that its terms and 

conditions on countries in financial distress, and its definition of what it meant to be a member in 

good standing of the international community with regard to financial stability, had been solidified. 

However, this understanding of financial stability had few provisions for financial stability per se. 

Markets were thought to be efficient and self-correcting, without inherent deficiencies that needed to 

be prevented through further regulation. 

Within Europe, a similar shift from embedded liberalism to neoliberalism took place between 

1978 and 1984. 1979 marked the second European attempt to coordinate national currencies and 

macroeconomic policies – with the launch of the the European Monetary System (EMS).24 Instead of 

governments managing their currencies and economies politically with the expectation of mutual 

adjustment, coordination took place by Europe adjusting to the German economy, which served as 

an anchor until the establishment of EMU. This meant that governments committed themselves to 

adjusting to the expectations of financial markets rather than steering against them.25 

German ordoliberalism then became the central narrative for the EMS, and for EMU and 

Banking Union later on.26 A brief French period of resistance between 1981 and 1984 was followed 

with effective policy consensus within the future Eurozone. 27  It shared with the neoliberal 
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Washington Consensus a devotion to fiscal austerity for governments and a hard currency 

macroeconomic policy by central banks. It did not share the carefree view of financial market 

liberalisation on the other side of the Atlantic, however. Although Germany introduced a series of 

financial market promotion acts to create new room for financial service providers to operate and 

financial markets to establish themselves, financial stability required strict precautionary measures to 

limit the size of financial markets, their business practices, and their behaviour toward the real 

economy. 

During the last years before the GFC, these institutions worked to define how global financial 

stability could be furthered together with growth by pushing the financialisation28 of the global 

economy even further. By financialisation reference is made to the opening up of the economy, its 

markets and institutions to financing and risk management through stock, bond and derivative 

markets as an alternative to bank finance and strong regulation of risk. Securitisation in particular 

could benefit flagging global economic growth by massively increasing the supply of money29 while 

increasing, through financial engineering and advances in probability analysis, the safety of financial 

instruments used as money,30 to the point that they were considered by central banks and regulators 

as foolproof.31 

 

2.2 The Current GFSA 

The post-GFC architecture was set up to relaunch securitisation on a sound basis,32 and more broadly 

to rethink macroeconomic policy. The first of the goals remains, while the second has stalled due to 

a combination of uncertainty over actions and reactions in financial markets, and political divisions 

between Germany and the rest of the G7 over whether to pursue an accommodating or restrictive 

monetary policy. Over time, the ambition to redirect macroeconomic policy has given way to data 

collection on the interaction of many different kinds of prices in the global economy (including those 

of the real economy and those of financial markets), with a view to determining their ultimate effect 

on inflation, growth and sometimes employment rates.  

Each of the ISSBs had the mission to monitor, analyse and provide standards for their areas 

of specialty,33 and the Financial Stability Board (FSB) to link those standards together and promote 

member state adoption.34 Rather than accept critiques that the system of financialisation was broken 

beyond repair, and required a strong regulatory response to provide financial stability, the G20 chose 

instead to focus on incremental changes based on data collected and evidence-based conclusions that 

could make securitisation safer. It lacks, however, agreement on a new meta-narrative of what 

constitutes proper macroeconomic policy and how financial market regulation fits into that mission.35 
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Critiques of the previous system remained,36 but did not lead to a new dominant direction.37 This took 

place in an environment of intense political competition over macroeconomic policy ideas.38 

The implications of this silence on securitisation, financial regulation and macroeconomic 

policy were a continuation of financial activities leading to the crisis, and a macroeconomic policy 

intent on preventing financial sector collapse through quantitative easing. Meanwhile, the GFSA 

started creating the building blocks of a knowledge central to a new, as yet undefined macroeconomic 

policy in an environment where consensus was lower and uncertainty higher over how to rethink 

theory and practice. The collection and analysis of microeconomic data through micro prudential 

supervisors created the building blocks, however, for shifting macroeconomic policy from broad 

principles to include how the laws of economics look in different parts of the economy.39  

The decade leading up to the GFC was characterised by excessive risk taking and acceptance 

in bank lending and investments, securitisation (through two kinds of financial engineering products: 

asset-backed securities (ABSs) and collateralised debt obligations (CDOs)),40 credit ratings, and 

shadow banking (hedge funds and other special purpose vehicles for unregulated market 

transactions). Until the crash, risk of default, and its impact on financial stability, was thought by 

financial stability experts to be manageable through a combination of pricing risk (at the point of 

providing retail and business loans), bundling risk (in synthetic securities), assessing risk (credit 

ratings),41 using synthetic securities as risk-free forms of capital, and insuring them against loss 

(financial derivatives known as credit default swaps). Banks could lend more, earn more, and retain 

less capital for emergencies because they maintained, and regulators accepted, that the algorithmic 

features of risk management, distribution, market support and insurance were foolproof.  

Even if this system proved not to be foolproof, credit rating agencies would monitor the 

composition of securitisations and report on the results; while banks would take out insurance against 

loss in the form of yet another security: credit default swaps (CDSs). Regulators accepted that this 

three-fold, complex means of ensuring financial stability would make bankruptcy a thing of the past, 

actually lowering capital requirements in Basel II. In other words, financial engineering was thought 

to make financial markets safer with greater efficiency and lower costs, as long as everyone played 

by the rules and did not abuse the securitisation model by putting too many problem assets into the 

products. The problem leading up to the GFC was that banks did precisely this: making loans at high 

interest rates to depositors who had little chance of repaying. This hollowed out the quality of the 

ABSs that contained these loans and the CDOs made up of ABSs. 

The reasons for the blind faith in securitisation and reliance on it was not just a technical 

advancement in the nature of money and risk management through quantitative analysis, but a desire 
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by banks to lower the cost of risk management, coupled with a political desire in the United States to 

expand the money supply domestically, and then globally after the 9/11 attacks of 2001. Securitisation 

radically expanded the money supply in two ways: by allowing banks to sell the loans they had made, 

re-lending the cash, and so on until they ran out of customers willing to borrow (rather than retaining 

the asset for interest income as banks traditionally do); and by allowing banks to use ABSs and CDOs 

with investment grade ratings as if it were cash for the purpose of their requirement to hold certain 

minimum levels of capital as a buffer against shocks; (rather than holding capital retained or from 

investors which could otherwise be lent out). Because these instruments paid interest, other banks, 

particularly large banks with an appetite for more sophisticated financial instruments readily bought 

them and used them instead of cash, which is how the US practice went global.  

In the end, this means of diffusing ABSs and CDOs throughout the global economy, primarily 

over large banks with diversified portfolios, opened up channels of contagion that transformed the 

American financial collapse into a global one, and the Great Financial Crisis into a Eurozone Crisis 

(EZC). Europe struggled to find its feet, with Southern European governments and Ireland in 

particular experiencing financial fragility (inability to rejuvenate economic growth borrow on 

financial markets). This is the context in which calls for a recalibration of global financial stability 

policy were raised, in which the impetus for a new GFSA made itself felt, and in which the links 

between the global and European financial stability architectures were established. However, while 

the financial regulation community recognised that securitisation practice had undermined financial 

stability, it held to the notion that securitisation was safe in principle and could be made sustainable 

by recalibrating the level at which riskier assets could be incorporated.42 But residual uncertainty 

remained regarding the source of instability for these assets that might not be traced back to poor 

lending practices. 

The core of the global response in the short to medium term was therefore to look for a path 

to fix the system rather than radically change it. While the G20 opted to end the Washington 

Consensus as a running assumption in April 2009, it did not agree on a replacement and 

simultaneously agreed to pursue a cornerstone of the late Washington Consensus order: the goal to 

restore securitisation on a safe basis. It was in this environment that BIS Deputy SG Hannoun makes 

the case for a Global Financial Stability Architecture in 2009.43 

 

 

3. International Bodies and the EMU 

 

EMU policy fields have quite significant international dimensions. The present section aims to reveal 

the institutional links between the emergence of the GFSA and the EU. The first European 

legal/institutional response parallel to the global developments was to upgrade coordinating 

committees for micro prudential regulation in the banking, insurance and securities sectors into 

European Supervisory Authorities, taking effect at the beginning of 2011, to establish a European 

System of Financial Supervision (ESFS) to coordinate their activities, and a European Systemic Risk 

Board to advise European decision makers on further legal, regulatory and monetary policy 

initiatives. Those bodies developed close contacts to their international counterparts, sometimes with 
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overlaps of personnel, thereby facilitating the congruence of policy expertise and methods of pursuing 

goals. The subsections below outline the international bodies to which European institutions are 

linked. They start with the Financial Stability Board, which is tasked with steering the technical work 

of the GFSA’s various bodies on behalf of the G20, with compiling and discussing synergies between 

the various components for which individual ISSBs are responsible, in the context of macroprudential 

supervision, or supervision of the financial system as a whole, rather than individual sectors like 

banking, insurance and the others (financial market actors). That macroprudential supervision then 

provides the context in which the individual ISSBs that collectively make up the GFSA are relevant 

and discussed. It is striking that there is more than one body for banking issues. This reflects the 

urgency of dealing with failed banks after 2008, as well as building up the different components of a 

financial stability support structure for banks that are failing. 

 

3.1 Financial Stability Board 

The international body that was explicitly created with the goal of financial stability in mind, is the 

Financial Stability Board (FSB). The FSB deals with overarching issues of financial stability, but 

primarily on the regulatory side, while broader macroeconomic policy questions (quantitative easing, 

etc.) are left to the G7/G20 and central banks. It was established in 2009 as a successor to the Financial 

Stability Forum and tasked with coordinating and linking up knowledge and standards across the 

three micro prudential ISSBs outlined below.44  

The Board itself is comprised of 24 members (all national with the exception of Hong Kong) 

and a number of non-governmental entities. While the EU is thus not a member as such, France, 

Germany, Italy, the Netherlands, Spain and the UK have seats at the table. Non-national institutional 

members consist of IFIs (WB & IMF), central banks (BIS and ECB), ISSBs (BCBS, IOSCO, IAIS, 

IASB), ECB as head of the SSM, the OECD, and two further BIS Committees: the Committee on the 

Global Financial System and the Committee on Payments and Markets Infrastructures (CPMI). 

While the FSB has a fairly limited membership, it practices outreach to other jurisdictions 

through so-called Regional Consultative Groups. This is a practice shared with other ISSBs, 

particularly the OECD. The purpose is to combine two competing impulses. On the one hand, 

membership is supposed to be limited to ease decision-making, compatible with club governance.45 

This allows for transnational deals between like-minded experts and elites,46 though there is no 

guarantee that those deals will be ratified.47 On the other hand, the group aspires to see its standards 

adopted globally, by a large number of jurisdictions that have no formal membership. The Regional 

Consultative Groups allow the FSB to square this circle, or at least to attempt to do so. In practice, 

FSB-sanctioned standards are used more broadly as well. The IMF in particular took on the role of 

reviewing the degree of FSB standard adoption in all countries as a part of its Financial Services 

Assessment Program, and Article IV consultations. 
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The FSB consolidates these standards into commitments for FSB member states. These 

commitments are soft in two senses: the FSB has no legal personality nor capacity to issue binding 

standards; and its standards provide room for national legislators and competent authorities to flesh 

out the details of what it requires. Much like the OECD’s and EU’s open method of coordination,48 a 

combination of benchmarks, reporting and peer review is designed to assess performance and apply 

pressure for adaptation. FSB member states are expected to adopt and implement standard 

recommendations to retain their status as members in good standing, while other states may but 

otherwise face no consequence for non-observance and implementation. 

The Board’s intended impact is reflected in the existence of three standing committees: 

Assessment of Vulnerabilities (SCAV); Standards Implementation (SCSI);49 and Supervisory and 

Regulatory Cooperation (SCSRC). 

The Standing Committee for Assessment of Vulnerabilities is where the FSB looks for sources 

of financial instability that might be significant enough to require countermeasures, as well as links 

between those sources and the rest of the global financial system. It can be thought of as the place 

that most directly reflects the state of FSB thinking on what financial (in)stability means in practical 

terms and what should be done about it. It is therefore here that one can best see evidence of how 

much the GFSA remains committed to a key part of its original mission – to relaunch securitisation 

on a sound basis.  

Of the topics dealt with by the Committee, three stand out as prominent topics. The first, and 

the only one to which SCAV devotes an annual report, is shadow banking.50 These are the hedge 

funds and special-purpose vehicles attached to banks that are largely unregulated, and responsible for 

both investing and trading in derivatives (securitisations), and for borrowing the funds to carry out 

those transactions.51 The second is derivatives trading, largely between these entities. The third and 

most recent is leverage, or borrowing, by shadow banks and corporate entities, with a strong focus 

on foreign exposures (borrowing in a foreign currency).52 All are key components to the problems 

underlying securitisation that generated the Financial Crisis of 2007-2009. 

FSB work on all of these areas are typified by data collection and presentation about the 

magnitude of shadow banking, trading and leverage respectively as risks in and of themselves. The 

emphasis in all of them is on the magnitude of financial assets and liabilities being created and traded, 

particularly in relation to the overall size of the economy. Underlying this focus appears to be a belief 

that securitisation is safe, even when it incorporates risky assets, provided the involvement of risky 

assets is contained to modest, but as yet vaguely defined levels. The same can be said for foreign 

exposures and to a lesser degree (of consensus) for leverage. Foreign exposures have long been 

recognised as important financial stability risks in emerging markets, but attracted  

                                                 
48 The so-called ‘open method of coordination’ is characterised by a ‘horizontal’, intergovernmental, approach and rests 

on soft law mechanisms such as guidelines and indicators, benchmarking and sharing of best practice. See for instance E. 

Barcevičius, T. Weishaupt, J. Zeitlin (Eds.), Assessing the Open Method of Coordination, Springer, 2011. 
49 FSB (2017) FSB assesses implementation progress and effects of reforms. Basel: 28 February. 
50 FSB (2017) Global Shadow Banking Monitoring Report 2016. Basel: 10 May.  
51  Langley, P. (2008). Sub-prime mortgage lending: a cultural economy. Economy and Society, 37(4), 469-494. 
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Derivatives trading is different than the other two, however, since it has been the subject of a 

regulatory initiative on the part of advanced economies to mandate the transfer of over-the-counter 

(OTC) derivatives through central counter parties (CCPs). CCPs are platforms functioning as 

financial institutions that underwrite trades between two other financial institutions. Should one of 

the parties to the transaction fail to pay, the CCP steps in to make the payment instead. The purpose 

is to prevent financial collapse of one financial institution from unleashing a domino effect resulting 

in systemic contagion.  

The Standing Committee on Implementation and Compliance is responsible for the exercises 

that compel members to file reports and submit to peer review on a regular basis.53 In a soft law 

context, it is the primary means by which FSB-sanctioned standards are translated into meaningful 

obligations by national governments, though the latter retain some discretion on how to transpose 

them. Some of the peer reviews are applied to all members at once on a specific issue of critical 

importance. To date these thematic issues have covered the same topics dealt with above: shadow 

banking; OTC derivatives trading; bank regulation. A prerequisite for the FSB to become involved is 

that the topic is cross-sectoral or cross-functional, so that it does not replicate a review by one the 

micro prudential ISSBs, the IMF or the World Bank. Other peer reviews cover the entire spectrum of 

financial market practices and regulations that apply within a specific country. Overall, the country 

reviews keep in mind three points: the overall provisions for financial stability; ensuring a 

commitment to openness and transparency of the financial sector, as well as implementing 

international standards.54  

Data on implementation and compliance is derived from two sources: from country reviews, 

in which member states are visited by counterparts from other FSB members; and from IMF reports 

under the Financial Sector Assessment Program (FSAP), that conclude with a Financial System 

Stability Assessment (FSSA) for the world’s 25 largest systemic jurisdictions. A great deal of the data 

collection is therefore already on hand when the FSB shows up. In addition to these reviews, SCSI 

has been given the task of conducting ex post impact assessments on the adoption of financial stability 

standards. In other words, it is responsible for asking whether adoption of standards in the past has 

made a meaningful contribution to financial stability that is worth the cost.  

The Standing Committee on Supervisory and Regulatory Cooperation sets out the protocols 

and memoranda of understanding that regulate the collection, processing and sharing of data between 

national competent authorities, and interaction in the case of supervising and resolving cross-border 

financial institutions. 

In addition to the standing Committees, the FSB has Regional Consultative Groups that allow the 

Board to discuss standards with non-members as well as members. The Regional Consultative Group 

for Europe has both Eurozone members (Austria, Belgium, Finland, France, Germany, Greece, 

Ireland, Italy, Luxembourg, Netherlands, Portugal, Spain) and and non-members (Czech Republic, 

Denmark, Hungary, Iceland, Israel, Norway, Poland, Sweden, Switzerland, UK, GIFCS (Group of 

International Financial Centre Supervisors: small jurisdictions)). Each country is represented by 

finance or treasury ministers, central bank representatives and securities regulators. 

In addition to linking up standards generated elsewhere, the FSB also acts as a clearing house 

of ongoing and innovative research into elements of the economy that are changing, developing, and 

impacting financial stability, as well as recommended standards in those areas, particularly ones that 

help supervisors to collect further data for analysis. Examples of initiatives to generate better 
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international oversight of financial market activity are the Data Gaps Initiative, the Legal Entity 

Identifier project, and the Unique Product Identifier project. Research and initiatives on new areas 

can be seen in reports on cybersecurity in financial services and artificial intelligence.  

All in all, the FSB’s direction of global macroeconomic policy is negligible. Moschella55 

notes that FSB goes beyond coordinating national affairs, to deal with assessing vulnerabilities and 

monitoring member state implementation of Board-recommended initiatives. At the same time, 

Helleiner and Pagliari also note that the FSB’s capacity to work independently of it members is quite 

limited, so that the initiative lies with member applications rather than the other way around.56 It 

embodies the post-2008 focus on macro prudential supervision, but reflects a combination of 

intergovernmental compromise, and lowest denominator decision-making typical of organisations 

that require consensus.57 

In this context, the FSB has worked on measures that reinforce the work of other standard 

setters, where technical knowledge matters greatly, and where specific international points of conflict 

can be sorted out, if anywhere. The most important output of standards that the FSB adopts is that 

they push financial institutions to hold more capital in reserve to hedge against the risk of a financial 

shock. This has a modest macroeconomic drag in the short term, in return, it is hoped, for greater 

resilience to shocks down the road. The wait and see approach to shadow banking and foreign 

exposures, coupled with the central counter parties initiative, however, is not only modest in terms of 

restricting securitisation, but sets up the CCP infrastructure through which a relaunch of securitisation 

on even grander scales can be prepared. As Underhill58 notes, this reflects an accommodating attitude 

toward monetary policy and financial regulation within the GFSA.  

As will be highlighted with regard to EMU in section 4, the GFSA’s work to relaunch 

securitisation on a sound basis resonates in EU Commission proposals for a Capital Markets Union, 

which promotes the use financial engineering to assist states and corporations, particularly banks, in 

existing the so-called doom loop of financial fragility between states and sovereigns in Southern 

Europe and Ireland. It also is behind the European Systemic Risk Board’s plans to use securitisation, 

with all the precautions that go along with it, to keep the money supply stable and growing in the 

Eurozone in the absence of a large EU budget.59 
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3.2 Bank for International Settlements 

The BI 60  is responsible for overarching financial stability policy in the sense of combining 

macroeconomic policy expertise with financial stability and banking regulation.61 It also supports and 

coordinates a number of the committees and organisations outlined below. In a sense one might ask 

whether the contribution to the GFSA by the BIS is as meaningful as the one by the FSB described 

above. In practice, it is probably greater. 

Part of the answer lies in the constitution of the BIS, the profile of its officers, and the 

Committees it forms to study topics of interest. Unlike the FSB, the BIS has a much larger staff, 

resources and high-profile representatives to give the Bank’s views and research greater standing. A 

great number of working and research papers are issued, and the position of Chief Economist provides 

profile to the views of the Bank. Whereas the FSB examines a wide but still limited range of 

phenomena, the Bank may focus on broader economic developments, their implications for 

macroeconomic practice, which may then have implications for standard setters, but often central 

banks and national governments as well. It is the true counterpart to the more politically-oriented G7 

and G20 fora, in the sense that it is free to propose agenda items, promote discussion of policy and 

standards, and create the room for the ISSBs it supports (including the FSB) to set standards and 

guidelines themselves. 

From time to time this means that the BIS may be critical of G7/G20 political compromises, 

or current trends by elected governments on either overall macroeconomic policy of specific parts of 

it, without explicitly referring to the global steering body. A recent development at the Bank that 

illustrates this willingness to wade into contentious issues (that affect the Eurozone in particular) is 

the warning by the Bank’s Head of Monetary and Economics Department that the extended period of 

low interest rates that has persisted since 2008 has permitted macroeconomic imbalances to form in 

the form of asset bubbles that could endanger financial stability when they burst.62 This speaks in 

particular, though not exclusively, to the current fight between the Eurogroup and the ECB over 

whether national governments ought to cut back on borrowing to comply with EMU membership 

rules, or whether those rules should be relaxed in some way to allow for more robust economic 

growth. 63  Low interest rates, a key component of quantitative easing, 64  persist in part because 

economic growth remains anaemic in much of the Eurozone, which in turn is caused by the bloc’s 

strong, and globally unique political focus on national budgetary retrenchment.65 These low interest 

rates then follow to keep economies from crashing, but incite financial manias and crashes instead.66 
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In this context of chronic fragility, central bankers have found it difficult, if not impossible to 

taper quantitative easing.67 QE which was originally intended to compensate for temporary fragility 

during a downturn. Regardless of how gradual the raising of interest rates, the retraction of issued 

liquidity and the sale of financial instruments on central bank balance sheets is portrayed. While the 

Federal Reserve has had more room to taper due to more robust growth,68 the ECB has had to face a 

more fragile economy, leading it to take a “slower for longer” approach to winding down QE.69 

Meanwhile, QE has had further impacts on emerging markets worldwide.70 

Another development illustrating the BIS’s leadership role in thinking about how to best 

approach financial stability is its development of policy rules for capital controls in November 2017 

which help generate converging expectations on how to apply such controls.71 Given their increased 

use during local financial stability crises, and the IMF’s warming to capital controls during crises,72 

the standards help steer the behaviour of financial sector actors, and most importantly, set and 

maintain the terms of international financial interdependence.  

In this context, the BIS is best thought of as a body which does the real, overarching thinking 

behind financial stability in the GFSA, linking and weighing all the parts of the puzzle into a larger 

picture. It cannot be considered macro economically conservative in principle, but pragmatic. This 

means that there is greater flexibility in the rules and orientation of the Bank than one would find in 

EMU rules and regulations. 

The BIS hosts a number of committees beyond the FSB that focus on key parts of the GFSA 

puzzle: the Basel Committee on Banking Supervision (BCBS); the Committee on the Global 

Financial System (CGFS); the Committee on Payments and Markets Infrastructures (CPMI); the 

Markets Committee and the Irving Fisher Committee on Central Bank Statistics. The Markets 

Committee and the CGFS have similar functions to the FSB’s SCAV—they monitor developments, 

risks and vulnerabilities and think through possible solutions to them. CPMI is an important player 

in promoting ideas regarding payment and clearing systems and has taken on a prominent role 

together with IOSCO (a non-BIS institution discussed below) in conceiving and designing central 

counter party infrastructures that make it possible to ensure financial stability in a highly securitised 

environment. This means that BIS and its committees are doing much of the work that is required to 

provide financial stability, particularly in banking, in a highly securitized environment. 
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3.3 Basel Committee on Banking Supervision 

The Basel Committee is a small (24 members), self-appointed group of central bankers and bank 

supervisors that sets standards by consensus on how much cash banks should have on hand at any 

given time, what counts as cash, how losses are insured, how banks are governed to avoid risky 

behaviour, and how financial instruments can be used to minimise the likelihood that an economic 

shock leads to collapse. Supported by the BIS, it is nevertheless fairly independent.73 Unlike most 

other ISSBs, it does not engage broadly with stakeholders but is more selective.74 While this promotes 

consensus, it does not guarantee it. Disagreements between the United States and Europe have led to 

disappointment in some cases regarding Basel Committee rules,75 specifically on leverage on bank 

balance sheets. 

The BCBS deals with regulations designed to make banks resilient from economic shock, and 

well-governed. This amounts to standards covering capital adequacy standards, bank governance and 

the relationship between banks and their regulators. It is central to efforts to get the global economy 

safe again, with implications for EMU banks and member states. Its links to EMU are made through 

terms of banking union, to stabilise EMU. 

A central mission of the Basel Committee after the onset of the GFC was to revisit the existing 

rules known as Basel II and upgrade them in light of the fact that their observance had led to financial 

collapse in 2008. These standards had promoted the use of quantitative risk management that is at the 

core of the securitisation process (which in turn was at the core of the financial crisis)76 and its 

stabilisation. 

Basel III negotiations focused on forcing global systemically-important banks (G-SIBs) to 

raise more capital than had been the case under Basel II and to hold it in reserve against future 

calamities (core equity tier 1 capital (CET), total-loss-absorbing capital (TLAC), minimum reserves 

and eligible liabilities (MREL), and a liquidity coverage ratio (LCR) that includes a definition of 

high-quality liquid assets (HQLA). All of these standards are fairly detailed and serve as a template 

for European capital requirements for larger banks. 

EU-US divisions made common standards impossible in the field of leverage, however. 

Leverage refers to the amount of debt a bank incurs in order to do business. Because banks in Europe 

are much more highly leveraged than their American counterparts, and because the US government 

identified high leverage as a source of vulnerability to economy shock that had to be reduced, 

agreement was not possible.77 
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The consequences of the Basel Committee’s efforts are new regulations intended to force 

banks to seek and hold higher levels of capital, to hold new kinds of capital (borrowing that converts 

to capital in a crisis) and to change the kind of borrowing they undertake (safer) to do business. 

The effects of these changes are still ongoing, and have yet to be fully phased in (2019) by 

the time of writing. But the initial effect is that banks have become more conservative in their capital 

structure and in their lending. This increase in resilience comes at the price of lowering money 

creation through business loans, which in turn leads to a reduction of economic and employment 

growth; and by implication, to lower bank revenues and increasing bank fragility as a chronic 

condition.78 This has had two implications. The first is that economic growth (in the Eurozone 

particularly) is hit by a double whammy of public sector retrenchment and declining credit levels as 

banks reduce their loans. The second, as the FSB has noted in its reviews on shadow banking, is that 

shadow bank’s lending activity is growing at a stronger rate than that of traditional banks.79 

Bank supervisors have also been confronted with the challenge of banks becoming 

increasingly fragile due to long-term weakness of the economy, at the same time that they are trying 

to improve their resilience through increased capital buffers. Assets turn more frequently into non-

performing loans (NPLs), financially fragile sovereigns put the investment grade status of treasury 

bills in question in some countries, and banks and sovereigns in some countries find themselves 

periodically cut off from financial markets, which increases their fragility. For this reason, bank 

resolution and the treatment of NPLs has come onto the radar for bank regulators. However, this 

research has been located in the BIS (specifically the Financial Stability Institute), 80  and most 

importantly the International Association of Deposit Insurers (IADI, below). 

In banking, the macroeconomic effect of macro prudential regulation is a trade-off: better 

bank resilience against future, indeterminate credit events paid for with a reduction of credit in the 

general economy, at least in the short to medium term. This trade-off was seen in 2017 in a European 

dispute referred to the Basel committee on whether European banks would have to treat government 

bond assets from certain countries like Greece or Italy as safe or risky. Germany had brought up the 

issue as a quid pro quo for discussing the establishment of a European Deposit Insurance Scheme for 

the Eurozone. While the Eurozone crisis demonstrated that the bonds were in fact risky, Basel rules 

still allowed banks to determine themselves that the bonds were safe, even after review in Basel III. 

Doing so would absolve banks of any legal responsibility to raise capital against the likelihood of 

default. In addition to bank lobbying, the hostility of the US Trump administration to sharpened 

rules 81  was followed by stalemate. In late 2017, the BCBS ruled that it could not rule on the 

question,82 demonstrating the limits of consensus-based decision making on sensitive topics.83  

Otherwise, Basel standards form the core for European capital adequacy standards, embodied 

in the Capital Adequacy Directive IV and the Capital Requirements Directive (2013). These standards 

                                                 
78 Allen, B., Chan, K. K., Milne, A., & Thomas, S. (2012). Basel III: Is the cure worse than the disease?. International 

Review of Financial Analysis, 25, 159-166; Naceur, S. B., Marton, K., & Roulet, C. (2018). Basel III and Bank-

Lending: Evidence from the United States and Europe. Journal of Financial Stability. 
79 Financial Stability Board (2017) Global Financial Stability Report. Basel. 
80  Baudino, P. and Yun, H. (2017) Resolution of non-performing loans - policy options. FSI Insights on policy 

implementation 3. Basel: October. 
81 Binham, D. (2017) Basel puts new banking policy initiatives on hold until 2019 pending review. Financial Times, 25 

April. 
82 Maxwell, M. & Smith-Meyer (2017) Basel banking reform talks to prevent future financial crises fail again. Politico, 

16 June. 
83 BCBS (2017) The regulatory treatment of sovereign exposures - discussion paper. Basel, 7 December; [Donnelly 

2019 [check later in proofs]  

 



 

adopted Basel initially for nearly all banks, but then later in 2017 carved out exceptions for smaller 

banks to relieve pressure on their finances. CAD IV and the CRR then formed a core measuring stick 

by which the ECB could determine whether a bank was sufficiently capitalised or whether it had to 

be resolved (shut down)(discussed below). 

 

3.4 IADI: International Association of Deposit Insurers 

In the aftermath of the GFC, various national authorities worldwide reacted to protect deposits in 

differing ways, and with differing effects. A result of the process led to the following conclusions 

about how Deposit Insurance (DI) contributes to financial stability. Reimbursement should be set so 

that it covers the maximum number of depositors (reducing the likelihood of a panic), at a reasonable 

amount (many systems found they had too little coverage to contain panic) but not an unlimited 

volume of deposits (to contain taxpayer costs and encourage large institutional depositors to monitor 

bank behaviour). Furthermore, DI should be paid for by banks before crises to act (ex ante funding) 

as countercyclical shock absorbers in time of crisis, and paid out as quickly and simply as possible. 

All of these core principles are reflected in European deposit insurance regulations. DI also can and 

should be deployed as part of resolution. Resolution involves winding down a bank without causing 

collateral damage to other institutions. Asset separation, sale, and transfer are standard tools that can 

be used swiftly to ensure that bank customers are moved to another institution without the delays or 

uncertainties of regular insolvency law. This means that the rights of shareholders, creditors, and 

other counterparties can be set aside. In the wake of the GFC, many countries found themselves 

learning by doing, and agreeing that banks should pay ex ante into resolution funds to be used to 

prevent contagion effects from bank failure, much like deposit insurance, to minimise the pressure 

on central banks and national treasuries to bail out banks, particularly ones considered too big to fail 

(TBTF). 

The International Association of Deposit Insurers (IADI) was formed in May 2002 to enhance 

the effectiveness of deposit insurance systems by promoting guidance and international cooperation. 

Members of IADI conduct research and produce guidance for the benefit of those jurisdictions 

seeking to establish or improve a deposit insurance system. Members also share their knowledge and 

expertise through participation in international conferences and other forums. IADI currently has 83 

members who represent deposit insurance organisations. IADI is a non-profit organisation constituted 

under Swiss Law and is located at the Bank for International Settlements in Basel, Switzerland. The 

supreme authority in all matters of the Association is the General Meeting of its members. IADI is 

governed by the Executive Council, composed of individuals elected by the Members. Members of 

the Executive Council must comply with IADI’s Code of Conduct. The Executive Council is 

structured as a working body with broad participation encouraged by means of a committee structure 

that is largely self-reliant. All members of the Executive Council serve on at least one of the 

Association’s four Council Committees, and perhaps also Technical Committes, to which other 

Members and Associates may join. In addition, Regional Committees have been created for Africa, 

Asia-Pacific, the Caribbean, Eurasia, Europe, Latin America, the Middle East and North Africa, and 

North America, to reflect regional interests and common issues through the sharing and exchange of 

information and ideas.84 
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IADI consulted with the European Commission regarding Core Principles, along with the 

European Forum of Deposit Insurers, the FSB, IMF and World Bank. Those principles were formed 

parallel to the EU’s own legislation, the Deposit Guarantee Systems Directive 2014/49/EU. 

IADI is also supported by the Bank for International Settlements, and promotes policy 

learning, exchange of views and best practice, and generates principles of good deposit insurance.85 

In addition, it deals with bank resolution, questions of public backstops (government financial 

assistance to the financial sector to prevent systemic collapse). Its purpose is to design principles of 

deposit insurance and resolution mechanisms based on mutual exchange and policy learning so that 

when a bank collapses, it does not lead to a chain reaction of bank failures (financial contagion) or 

bank runs (in which depositor fears of bank failure lead them to withdraw deposits, causing the bank 

to fail). 

Finally, IADI also concluded that deposit insurance should also be buttressed by a public 

backstop to be called on in time of systemic crisis. A properly-designed DIS should minimise the 

need for public backstops, and minimise the likelihood of contagion, thereby also reducing the 

likelihood of expansionary monetary and policy to compensate for losses, but cannot handle all 

eventualities. 

 

3.5  IOSCO & CPMI 

IOSCO, the International Organisation of Securities Exchange Commissions, deals with financial 

markets (traditionally stock and bond markets), including shadow banks (hedge funds, special 

purpose vehicles), credit rating agencies, securitisation, and (jointly) central counterparts. IOSCO 

dates back to 1983 as a US-backed initiative to spread the acceptance of open, transparent financial 

markets and prudential regulation. It is the most open of the ISSBs, with most countries represented. 

Before the GFC, its ethos was one of promoting open and frank discussions about financial market 

developments, regulation, and promoting policy learning and experimentation. Principles of 

securities regulation were considered to be the extent of their soft law ambitions, as it was feared that 

anything further would stifle debate and learning. After 2008, however, IOSCO came under pressure 

from the G20 and the FSB to upgrade its legal output to cover most of what did not fall under banks 

or insurance. This has led to research on (dealing with) hedge funds,86 as well as principles for dealing 

with credit rating agencies87 and fintech88 alongside its traditional areas of business, in addition to the 

new work in central counter parties (see further section 4). 

 IOSCO is the broadest organisation in terms of membership in the global financial stability 

architecture. Nearly all countries have representatives in it, and decisions are still taken by consensus. 

It sees the open nature of the organisation and the general nature of its principles and guidelines as a 

strength that encourages open debate and mutual learning about financial market trends, strengths, 

weaknesses, opportunities and threats that would prove more difficult if negotiations were to ensue 

about binding and extensive standards. In this sense, IOSCO has remained more aloof than the other 

ISSBs in relative terms about developing clear regulatory standards. 

 IOSCO is headed by a General Secretary, and organised since 2012 into a Board that steers 

the organisation’s activity. It consists of 18 permanent and 16 rotating members. France, Germany, 

Italy, the Netherlands, Spain, and the UK (still a member at the time of writing) are permanent Board 

members from the EU. Formal decisions are taken by the President’s Committee, which is in fact the 
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General Assembly. The work of IOSCO is handled by a series of Committees, each with the task of 

seeking out consensus on how standards and guidelines might look, and how they might be different 

in different settings. The most important overall is the Technical Committee, which meets at different 

places worldwide to gather differing views in a broad-based consultation process. The Emerging 

Markets Committee deals both with the sometimes more lively and volatile nature of financial 

markets in those countries, and the more challenging nature of complying with standards appropriate 

elsewhere. The Assessment Committee brings together experts in the area of supervision. Regional 

Committees (which includes the European Regional Committee with 22 non-EU members and 28 EU 

members) debate and consult on generally accepted interpretations of general standards in their 

regions. Finally, there are a number of Consultative Committees (Issuer Accounting & Disclosure; 

Secondary Markets; Market Intermediaries; Enforcement & Exchange of Information; Investment 

Management; Credit Ratings Agencies; Commodities Derivative Markets; Retail Investors) that 

provide a sounding board for IOSCO on the substantive standards that the organisation is considering 

adopting, whether at an initial or more advanced stage of debate. 

 Both the European Commission (represented by DG FISMA) and the European Securities and 

Markets Authority (ESMA) are associate members of IOSCO since 2012, which provides them with 

the opportunity to participate and speak, but not to vote. This puts them in the same category as the 

Financial Services Authority of Monaco and Kazakhstan, who are the other two associates. The 

Commission’s request to sit on the Board was denied. In contrast, all EU MS are ordinary members. 

Six are permanent board members.  

 IOSCO works together with CPMI (Committee on Payments and Market Infrastructures) at 

the Bank for International Settlements (BIS) to develop standards on central counterparties (CCPs). 

With this in mind, they jointly developed Principles for Financial Market Infrastructures (PFMI) in 

2012. CCPs are required to assess what level of finances are required to manage liquidity and credit 

risk. CPMI and IOSCO introduced stress testing in 2012 and reviews in 2015 and 2017. This work 

was further enhanced by an April 2015 work plan on CCP resilience, recovery and resolvability. 

 CPMI and IOSCO are central to improving the stability-oriented features of the GFSA that 

make securitisation a major component of the global economy. It therefore has implications for the 

global supply of liquidity. IOSCO standards on securitisation are therefore central to new EU plans 

to stabilise and rejuvenate the EMU economy through Capital Markets Union (a securitisation plan 

to spin off toxic assets from zombie banks, and issue new loans to the economy) rather than a Fiscal 

Union. 

 

3.6 The OECD 

The Organisation for Economic Cooperation and Development (OECD) is an intergovernmental 

organisation that is devoted to a wide range of economic, social and technological policy issues 

related to competitiveness and quality of life, and related issues of public governance that impact the 

adoption of improvements in a positive or negative way. Its relevance to financial stability is centred 

on the issues of public finance, macroeconomic (im)balances on the various forms of structural 

adjustment that can make national economies sustainable. It provides economic policy analysis and 

performance surveillance, plus cutting edge analysis of future trends and best practice. On principle 

its guidelines and principles stick to formulae that focus on common ground between 

members. However, it also issues country reports (general, and macroeconomic imbalances) and 

economic performance data (national accounts).  

 OECD has 36 members. European Commission representatives participate alongside 

Members in discussions on the OECD’s work programme, and are involved in the work of the entire 



 

Organisation and its different bodies. While the European Commission’s participation goes well 

beyond that of an observer, it does not have the right to vote and does not officially take part in the 

adoption of legal instruments submitted to the Council for adoption. The Council is the main decision-

making body, representing all members of the organisation. It may adopt legally binding decisions 

and enter into agreements with members, non-Members and other international organisations. In 

addition, the Council may issue recommendations. Decisions are taken on the basis of consensus. 250 

specialised bodies, called Committees or specialized bodies are in charge of the substantive work of 

the organisation.89 

 OECD research into the impact of Growth Policies on Macroeconomic Stability90 underline 

that growth policies follow a combination of an accommodative monetary policy indicated by low 

interest rates (given contemporary low inflation levels), close attention to avoiding fiscal and 

macroeconomic imbalances, plus structural adjustments and strategic investments in new sunrise 

sectors. While these growth policies are generally beneficial, they can backfire if combined with 

rigidities in labour and product markets. OECD research is therefore necessarily granular and 

pragmatic, stressing a combination of growth-inducing and structural adjustment features. Concerned 

with macroeconomic imbalances, it is also the place where illusionary growth is called out as a risky 

path to recovery. This takes place in light of recent attention to asset price bubbles in the housing and 

raw materials sectors. Overall, OECD recommendations are not specifically contractionary, but 

focused on sustainable growth, without front-loading macroeconomic contraction measures.  

 

3.7  IMF 

The International Monetary Fund (IMF) and its staff provide for financial stability in two separate 

ways: by providing lines of credit to national governments in financial distress (or at risk of becoming 

so); and by assessing the health of national economies and financial sectors (surveillance). The former 

task has been the IMF’s core contribution to global financial stability since its inception in 1945. The 

latter dates back to 1952, when the IMF first introduced a policy of imposing conditions in return for 

financial assistance.  

 The IMF is a large international organization with 189 state members, including all EU 

Member States. At the top of its organizational structure is the Board of Governors, consisting of one 

governor and one alternate governor from each member country, usually the top officials from the 

central bank or finance ministry. The Board of Governors meets once a year at the IMF–World Bank 

Annual Meetings. Twenty-four of the governors serve on the International Monetary and Financial 

Committee (IMFC), which advises the IMF’s Executive Board on the supervision and management 

of the international monetary and financial system. The day-to-day work of the IMF is overseen by 

its 24-member Executive Board , which represents the entire membership and supported by IMF staff. 

The Managing Director is the head of the IMF staff and Chair of the Executive Board and is assisted 

by four Deputy Managing Directors.91 

The IMF92 has a key role in approving capital controls, debt forgiveness, and promoting 

bazookas (countercyclical public backstops) that EMU does not provide. Its policy focus has adopted 
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lessons from the 1997 crisis that have led it to stress budget retrenchment and structural adjustment 

policies less vigorously and to allow for more growth-oriented parts of the macroeconomic policy 

mix.93 In light of the Eurozone crisis, it has found itself in two different roles. It is a critical part of 

the Troika that provides advice on financial assistance under the ESM (Art. 13(1), (2), and (7) ESM 

Treaty) and provides loans to programme countries cut off from financial markets. It also provides 

policy advice on public backstops, fiscal and monetary policy, and debt sustainability for program 

countries (receiving ESM assistance). These policy advices are in line with the rest of the GFSA and 

leading in the macroeconomic policy field in that they support a common public backstop to the 

Eurozone, (not just provided by the ECB), and have been pragmatic about the introduction of capital 

controls and the use of debt forgiveness in the absence of such a backstop.94  

 In light of the Eurozone Crisis’ practical developments in 2015, the IMF’ found itself in the 

difficult position of being at odds with the Eurogroup, which is not as such part of the Troika, but is 

an effective veto player in talks over financial assistance and conditionality. IMF advice to reduce 

demands on Greece went unheeded to the point that the IMF nearly withdrew from the arrangement.95 

The EU is not a member of the IMF. IMF influence on the EU, however, has been clearly 

visible over the past years. As shown in a study by Bergthaler, this is visible in three different ways: 

1. certain obligations under the IMF’s Articles may have a direct binding effect on the EU, to the 

extent that the EU assumed the Member States’ competences under the TFEU related to obligations 

under the IMF’s Articles; 2. in the Member States’ exercise of their rights and obligations under the 

IMF’s Articles, IMF law interacts with and impacts EU law indirectly by way of EU Member States; 

and with respect to the specific field of financing and financial operations, EU law absorbed and was 

receptive to ‘borrow’ concepts and terminology from IMF law; and 3. IMF law and EU law stared to 

use similar concepts.96 

 

3.8 Interim Conclusions: the GFSA and Macroeconomic Policy 

The GFSA has been remarkably active since 2008, and by some measures, extremely effective in 

preventing a sharp, global shock from developing into a global depression. What the sections above 

leave unrecorded is the role of the United States, and the Federal Reserve in particular, in getting the 

ball rolling in the early stages of the crisis to ensure that key central banks, the ECB included, were 

providing enough extra cash to their distressed economies and governments. 97  They also leave 

untouched the fact that these GFSA bodies are relegated to the sidelines in the event of a major dispute 

between Europe and the United States.98 

After that moment, however, it was up to the G20, who made it up to the institutions of the 

GFSA to sort out the mechanisms of recovery, resilience, and future crisis prevention. The GFSA’s 

effort to upgrade financial stability and resilience is taken to take two separate moves: by upgrading 

regulatory standards and through those standards the safety of the banking, securities and insurance 

markets (in that order); and by linking them together in the pursuit of macro prudential insights, 
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regulation and financial sector compliance. The first of these implies upgrading common standards 

of regulation and practice, while the second reflects a shift to macro prudential regulation beyond the 

simple use of monetary and fiscal policy to even out economic cycles and absorb systemic shocks to 

the global economy.  

The use of macroeconomic policy in contrast, remained officially the remit of the G7 and the 

G20, where a dispute between Germany and the other members could be managed. This did not 

prevent key GFSA institutions, however, particularly the IMF and the OECD from advocating the 

use of expansionary monetary and fiscal policy resources, and their creation in the case of the 

Eurozone, to provide the ultimate backstops for financial stability. This included advice on the micro 

prudential innovations for the European banking sector and EMU as a whole, discussed further below. 

All in all, there is a significant body of, primarily soft, law coming from international 

standard-setting bodies, the FSB included, that have implications for EMU and how it is further 

stabilised. There are also peer review mechanisms intended to ensure that member states transpose 

those expectations into national hard law. It is also expected that they are reflected in EU law as it 

retrofits EMU to be more stable. As will be seen hereafter, however, the EU has been highly selective 

in how it does this based on its own internal disputes. National politics (or in the case of the EU, 

international politics) filters international soft law. 

 

 

4. An Influence of International Law and Policies on the EMU? 

 

4.1 Soft Law and its Implications 

In the context of the present chapter, it is important to note that the extent that international law and 

standards in financial stability impacts EMU, it does so by a combination of technical standard setting 

and a broad application of data collection, rather than norm setting and diffusion over choices in 

macroeconomic policy, regulation and surveillance. Indeed, the focus on ‘soft law’ is a clear element 

of financial regulation and has extensively been analysed over the past years. 99 On the basis of 

existing research, the reasons to opt for soft law are also quite clear and they range from financial 

topics mostly being in the hands of the executive branche,100 a preference for more flexibility, to the 

involvement of various state and non-state actors.101 More in general, the highly technical nature of 
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a policy area may define the ‘governance arrangement’ that is being chosen to make international 

cooperation possible.102 

This is not the place to revisit the classic, extensive, and ongoing debate on soft law in 

international legal scholarship. In general, soft law has been defined as “rules of conduct that are laid 

down in instruments which have not been attributed legally binding force as such, but nevertheless 

may have certain (indirect) legal effects, and that are aimed at and may produce practical effects”.103 

The absence of ‘legally binding force’ is indeed a common way of distinguishing soft law from hard 

law. As argued by one of the present authors elsewhere, however, this characteristic is confusing and 

does not seem to do justice to the fact that these norms (as law) form part of the legal order and that 

they commit the actors involved.104 The following description by Saurugger and Terpan is therefore 

more helpful: 

 

“Soft law refers to those norms situated in-between hard law and non-legal norms […]. Hard law corresponds to the 

situation where hard obligation (a binding norm) and hard enforcement (judicial control or at least some kind of control 

including the possibility of legal sanctions) are connected. Non-legal norms follow from those cases where no legal 

obligation and no enforcement mechanism can be identified […]. In-between these two opposite types of norms lie 

different forms of soft law: either a legal obligation is not associated with a hard enforcement mechanism or a non-binding 

norm is combined with some kind of enforcement mechanism.”105 

 

The absence of judicial control as well as, more generally, the absence of procedural rules, allegedly 

provides freedom to the actors to be more flexible as to what they agree on and how they arrange that. 

And, indeed, in principle international actors are free to choose their own means of committing 

themselves and in establishing the legal nature of an instrument.106 In international law, the potential 

problems caused by a move from hard to soft law have been highlighted,107 while it has at the same 

time been pointed out that a ‘turn to informality’, should not per sé have negative consequences for, 

for instance, the legitimacy of norms when ‘thin state consent’ (the traditional basis for international 

agreements) is being replaced by ‘thick stakeholder consensus’ (resulting from the participation of 

not just governmental actors).108  

 In the case of EMU, the ‘soft law’ standards seem to have allowed the EU to pick and choose 

what seemed to work best in a highly politised policy area. Economic and Monetary Union will be 

20 years old in 2019. As the contributions to the present Volume testify, it has been a great 

achievement for the European Union, but an incomplete construction that has been fought over, 
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modified and expanded over time.109 As the EU has stumbled from one crisis to another since its 

establishment, the Eurozone in particular has adopted some of these standards and involved 

institutions according to a logic of political utility.110 Rather than technocratic expertise, which is 

what the international institutions and standards promote, the adoption procedure periodically selects 

or rejects these standards on the basis of political criteria.111 These sometimes reflect the priorities of 

the EU’s most powerful member states – when adopting international standards or not is controversial 

– and sometimes a broad consensus that adeviations are desirable. Notable is that some of these 

standards are now enshrined in treaties and funds (EFSF, ESM, SRF) designed to buttress EMU 

financial stability, but from outside the EU legal framework, by virtue of international treaty and 

intergovernmental agreement (IGA), where they remain non-justiciable by the CJEU. This has been 

the result of a political demand from Germany, which sought to impose more stringent legal 

obligations on EU Member States and their EMU and related policy issues than those Member States 

would allow under EU voting rules. The result is that each national government is responsible for 

promoting financial stability, that private investors are forced to pay as well for financial collapses 

alongside sovereigns, and that the EU’s fiscal capacity remains severely constrained. The legal 

instruments to ensure responsible sovereignty of the Member States is anchored in these non-EU 

instruments. 

The EU has selectively adopted international rules on financial stability. While in some cases 

EU rules are basically a copy of an international norm (a good example being Regulation 1060/2009, 

which clearly reflects the IOSCO Code of Conduct on CRA regulation112), counter examples may be 

found in the rejection of IMF and OECD advice on the provision a public backstop to EMU, the 

selective emulation of macroeconomic policy advice by the IMF in EMU member state budget 

surveillance (European Semester and the Macroeconomic Imbalances Procedure) and in the selective 

use of Basel Committee banking standards and recommendations on capital adequacy (in the context 

of establishing banking union to stabilise EMU). In the case of Capital Markets Union, which is 

designed to stabilise EMU in ways that Banking Union did not, it remains to be seen how the EU will 

adopt (parts of) standards, recommendations and insight from IOSCO. The same selective adoption 

applies to standards brought forward by the FSB, which brings these micro prudential standards 

together. 

Some, but not all the standards and approaches have been used as blueprints for stabilising 

EMU after the onset of the Eurozone crisis in 2010. In some cases, the EU has promoted the 

development of these standards, in others used them to resolve disputes over how to proceed. And in 

others, EU politics rejected the advice of these bodies to stabilise EMU with new innovations. In 

general, however, substantive influence of international (soft) law on EMU rules remains very 
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limited. 113  The following sub-sections will, nevertheless, briefly highlight some examples of 

institutional links in relation to some key policy areas. 

 

4.2 EMU-GFSA Links in Macro and Micro Prudential Surveillance 

Certain European institutional initiatives in the area of surveillance are clearly influenced by global 

institutional developments. The European Systemic Risks Board (ESRB) and the European Financial 

Stability Facility (EFSF) were established in 2011 and mirror the Financial Stability Board, plus the 

main ISSBs: the BCBS, IOSCO and IAIS. The EFSF consists of three European Supervisory 

Authorities: the European Banking Authority (EBA: responsible for collectively recommending 

improvements to how the EU adopts and applies Basel Committee capital adequacy standards; 

conducting stress testing of banks; and working together with the ECB to develop and apply a Single 

Rulebook on banking supervision); the European Securities and Markets Authority (ESMA: 

responsible for collectively recommending improvements to how the EU adopts and applies law and 

regulation regarding securities markets); and the European Insurance and Occupational Pensions 

Authority (EIOPA: which does the same for insurance markets). The European Surveillance 

Authorities (ESAs) do not have formal lawmaking powers, but recommend to the Commission, which 

does.114 They have more formal powers in coordinating and supervising implementation by national 

authorities within the context of EU law.115 

 The influence of developments at the global level is clearly visible on the ESAs having a 

mildly contractionary effect in the banking sector in the medium term as efforts continue to increase 

resilience. In the securities sector, the effect is currently accommodating, and intended to lay the 

groundwork for future expansion, but is also working on measures to increase safety and resilience. 

This can be seen in both the EU’s Capital Markets Union (CMU) project,116 and the 2012 regulation 

of Central Counterparties,117 as the infrastructural backbone of financial stability in the derivatives 

trading sector. In this area, the EU is fully in line with the GFSA’s proposals, but not in a way that 

provides cohesiveness to the Eurozone itself.  

The ESRB both mirrors the FSB and works somewhat differently from it. Like the FSB’s 

relationship to the BIS, the ESRB is hosted by the ECB. Decisions are adopted by the General Board, 

consisting of the ECB’s President and Vice President, the heads of the EU’s national central banks, 

representatives of the Commission and ESAs, and representatives from two ESRB committees: the 

Advisory Technical Committee and the Advisory Scientific Committee. Unlike the FSB, it provides 

a wider range of overarching advice to EU institutions regarding state of the art in financial stability 

research and policy learning, future challenges, and best practice in macroeconomic and 
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microeconomic developments, supervision and regulation.118 As an overview body, it shares with the 

ECB a mission to work on the linkages between macroeconomic and microeconomic parts of the 

regulatory and policy puzzle, and to map possible strategies forward. 

 In this context, the ESRB works together with the EFSF bridge to supervision, resolution, 

deposit insurance, with the ultimate goal of enhancing financial stability and systemic resilience. The 

latter involves in particular ending a negative feedback loop between financially fragile sovereigns 

(national governments) and banks located within their jurisdications. Unlike macro prudential bodies 

elsewhere at the national level, however, the ESRB is purely advisory. This applies as well to its 

academic advisory board. The European Supervisory Authorities (pensions, banks, financial markets) 

replicate the behavioural approach of their global counterparts even more strongly. This is visible in 

the compilation of financial stability risk dashboards in each of the authorities.119 This reflects a 

neutral approach to the issue of risk analysis that sidesteps disagreements within the Eurozone and 

across Europe over the relative importance of various factors in laying the groundwork for crises and 

engineering resilience.  

 

4.2 EMU-GFSA Links in Macroeconomic and Monetary Policy 

The ECB is responsible for price stability in the Eurozone, and for financial stability, particularly 

through the use of monetary policy. It also represents the EU at the FSB as the competent authority 

for monetary policy in the Eurozone. Overall, the ECB’s thinking and behaviour has been close to 

that of its counterparts in the GFSA, and has pushed that view on the Eurozone where the Eurogroup 

has not been able to steer its countries out of the EZC. The Eurogroup contests this, and continues a 

strong narrative of how their efforts to impose austerity (fiscal contraction) are bearing fruit through 

economic growth and will continue to do so (expansionary contraction),120 Europe’s flat economic 

growth and anaemic price developments suggest otherwise. 

 The ECB’s willingness to engage in Outright Monetary Transactions (OMT) in 2012 

(whatever it takes to save the euro) and its later foray into quantitative easing therefore meant a rift 

between itself and the Eurogroup over monetary policy. Whereas the Maastricht Treaty explicitly 

forbids the ECB from purchasing treasury bills directly from Member States, the (OMT) 

announcement of June 2012 threatened to do just that, to which plaintiffs at the German Federal 

Constitutional Court objected.121  

ECB attempts to convince the Eurogroup to sequence a package of growth-inducing measures, 

followed by structural adjustments, and then finally some austerity,122 have fallen on deaf ears. The 

ECB has the independence to determine its own policy course and has expanded that room since the 

EZC, but also has no means to force the Council to do what it prefers. The result is that the Council 

and the ECB are at odds in an extended stalemate. While the ECB seeks to keep the Eurozone afloat 
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and inject liquidity into the economy, the Council is determined to ratchet that liquidity down, both 

through more limited government borrowing and spending, and through pressure to reduce domestic 

credit creation (through the MIP). A linking of monetary, fiscal, structural adjustment and strategic 

investment policies as recommended by the ECB therefore seems to be a more promising, if 

politically unlikely course of action for the Council to follow. 

 

4.3 EMU-GFSA Links in Relation to Banking Union 

EMU’s greatest problem extended beyond the solvency of national governments to include national 

banking systems by 2012.123 This demonstrated the failure of the EBA to properly ensure supervision 

in the EU, so that a further step was taken to give some of those tasks to the ECB. The ECB 

accordingly has a second seat at the FSB in its role as supervisor for the Eurozone’s largest 

systemically important banks. In 2012, Spain received financial assistance from its fellow Eurozone 

members through the European Stability Mechanism (ESM) to help recapitalize some of its banks, 

particularly local savings and cooperative banks that had lent aggressively before the crisis and 

suffered badly due to extended recession.124 A quid pro quo from Germany was the improvement of 

supervision. The need to provide some kind of means for stopping financial contagion throughout the 

Eurozone without instituting an EMU-wide budget with cross-border transfers meant imposing 

controls on banks (supervision) to reduce local risks, limiting national bailouts to reduce the risk of 

banking problems spreading to the public sector (where they became relevant to EMU) through 

resolution and bail-ins of private creditors, and by providing emergency finance as a means of 

preventing contagion across national borders. 

Banking supervision has since that time been the Eurozone’s biggest institutional and policy 

success,125 and it has been moving Europe closer to global expectations as for instance laid down by 

the Basel Committee and IADI. It has a significant contractionary effect on the economy as banks 

raise capital and devote attention to dealing with existing stocks of non-performing loans rather than 

issuing new credit. The SSM (Single Supervisory Mechanism) was added to the European Banking 

Authority (EBA) in November 2014 – at which point the ECB became direct supervisor to 128 

Systemically-Important Banks (SIBs) (now 119), and took over the tasks of carrying out a regular 

Asset Quality Review, directing banks on how much capital to raise in accordance with the EU’s 

Capital Requirement Directives, and in some cases indicating insolvency to the Single Resolution 

Board (below). 

The EU also instituted at resolution system in 2016 – the SRM (Single Resolution 

Mechanism). 126 Within the SRM, the Single Resolution Board coordinates resolution plans for E-

SIBs and recommends resolution to the Commission if the ECB announces the bank is insolvent. The 
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SRM also incorporates a bail-in mechanism that reduces what banks owe to creditors in the event of 

insolvency and is supposed to reduce the input of public funds into failed banks (bail-out). Although 

the powers of the SRM to move banks toward resolution have proved disappointing, and an agreement 

on any sort of deposit insurance for EMU remains elusive for political reasons, the rule structure itself 

regarding resolution reflects standards set out by IADI. What it lacks is truly independent powers by 

the SRB to act swiftly and without legal recourse to dispute as IADI suggests. It also lacks any 

meaningfully large resolution fund, or any deposit insurance fund. 

 The SRM has attached to it a small (55 billion euro), ex ante, bank-funded fund knowns as 

the Single Resolution Fund (SRF). As with the ESM, a key legal feature of the SRF is that it is based 

on an intergovernmental agreement under international law, outside of EU law. This means that 

decisions are made according to the decision-making procedures of the SRF. While the SRB may 

make a recommendation or what amount of money should be deployed during a resolution, the Fund 

retains the right to decide for itself if this is appropriate. As an extra-EU entity, the Fund is not 

justiciable under EU law and cannot be forced to act in ways other than its shareholders wish. 

 

4.4 EMU-GFSA Links in Securing the Financial Market 

The European Securities and Markets Authority (ESMA) reflects its global counterpart IOSCO, and 

is responsible for payments systems and futures markets where asset bubbles are an issue. It is also 

responsible for credit rating agencies, hedge funds and other shadow banking institutions where 

liquidity is strong, but unconnected to the real economy. Its General Board consists of national 

security regulators of EU member states, plus an Executive Board, like the other ESAs. Unlike the 

others, however, it is a de facto independent supervisory authority. As with the others, the rules it 

applies are legislated through the ordinary legislative procedure. Rules are generally in line with, and 

often based on, international standards emanating from IOSCO.  

In the context of financial stability, and the potential for macroeconomic effects, ESMA is 

key in the development of regulations regarding central counterparties (CCPs), which are seen as a 

missing link.127 In the medium term, EU law prevents the Eurozone from ensuring that CCP clearing 

services take place within its territory, however. The ECB lost a key case on mandating that CCPs be 

located in the eurozone. 128 The Court ruled that while ECB has jurisdiction over payments systems, 

it does not have automatic control over all clearing systems (such as derivatives). CCPs have to have 

access to both: payments and security transfer systems. This was controversial since the ECB provides 

liquidity backstop to CCP systems. At stake was not only whether UK financial institutions could 

operate for the eurozone, but whether financial stability would be further ensured. 

 

4.5 EMU-GFSA Links in Macroeconomic Surveillance 

The EU’s mirror to the OECD, G20 and IMF on proper macroeconomic policy is found in its on 

budget and debt rules (Maastricht Treaty criteria on debt, deficits and inflation), but also in the 

Macreoconomic Imbalances Procedure introduced in 2011. Member States provide Stability Reports 

to the European Commission, which reviews them and proposes Country-Specific Recommendations 

(CSRs) to the Council. The CSRs are only final once adopted by the Council and as the title implies, 

not legally binding 
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The monitoring of the Stability and Growth Pact was transformed by name into the European 

Semester in 2011. It was then extended into private economic behaviour in 2011 through the 

macroeconomic imbalances procedure (MIP). Like the European Semester, the MIP is designed to 

observe, analyse and provide country specific recommendations (CSRs), but on private sector price 

developments. These range from inflation rates, labour costs, asset prices (to capture unstable 

phenomena such as housing bubbles, which played a significant role in the 2008/2009 crashes of 

Ireland and Spain), but also capital account balances and private debt levels. The intent of the ES and 

the MIP is to restrict credit growth in such a way as to prevent future asset bubbles. CSRs are not 

legally binding, and in practice, less than 10 per cent are actually followed up on. However, the trend 

toward fiscal retrenchment sets the Eurozone apart from other jurisdictions worldwide. Furthermore, 

in this area, the Eurozone has not taken on much of the GFSA recommendations. This can be seen in 

the IMF-Eurozone fight in 2015 over austerity and debt sustainability: IMF wanted more of Greece’s 

debt forgiven, so that the bills would be payable. Eurogroup disagreed and refused to talk further 

reductions in debt. It can also be seen in IMF support for a common public backstop for the Eurozone 

to ensure automatic stabilisers are in place.  

 The biggest rift between the GFSA and the Eurozone is therefore between two 

macroeconomic visions: the GFSA has accommodated a more dovish view of macroeconomic policy 

– an accommodating monetary and fiscal policy – that the Eurogroup (with the exception of the ECB 

with regard to monetary policy) has rejected. This has nothing to do with milder economic 

circumstances in the Eurozone as a whole compared to elsewhere, given the severity of the Eurozone 

Crisis. Rather it has had to do with a division between national governments in the Eurozone. This 

division is partly on the issue of who should pay for financial stability, and how much. But more 

importantly, the debate between European countries has been characterised by a war of ideas over 

proper macroeconomic policy that Germany, the Netherlands and Finland within the Eurogroup have 

decisively won over France and much of Southern Europe.129 The model institutionalised in the 

European Semester outlines a combination of budget retrenchment, debt reduction structural 

adjustment policies and further measures contributing to internal devaluation that help individual 

countries pull themselves back from the prospect of fiscal cliffs as happened in 2010-2012. The 

features are strongest when countries hit that fiscal cliff and seek financial assistance from the 

European Stability Mechanism. At that point, the Troika, supplemented by the Eurogroup, sets out 

these forms of internal devaluation in contract form with programme countries, rather than relying on 

voluntary adoption in the normal ES procedure. 

That this constitutes a breach with the GFSA’s interpretation of proper macroeconomic policy 

is signified by the IMF’s repeated conflicts with the Eurozone regarding demands made on 

programme countries. Debt sustainability reviews regarding Greece, in the absence of a common 

public backstop, particularly regarding the Eurozone demand that the Greek government run a 3.5% 

budget surplus, are the most telling way to see that conflict. Another is the repeated call for a backstop 

itself. 

 

 

  

                                                 
129 Underhill, G. R. (2011). Paved with good intentions: global financial integration and the eurozone's response. european 

political science, 10(3), 366-374. 



 

5. Conclusion: An Interplay Between the GFSA and the EMU? 

 

The present chapter purported to assess the influence of the Global Financial Stability Architecture 

on the European Economic and Monetary Union. The GFSA is complex of ISSBs, with the FSB as 

an umbrella, with a highly behaviouralist (evidence-based) approach. It accommodates a dovish 

monetary and fiscal policy stance typical of neokeynesian monetary policy. In this sense, the 

Washington Consensus really does appear to be dead at the global level.130 It is alive and well in 

Europe however,131 for political reasons that have intensified rather than moved toward compromise 

within the EU. German/Dutch demands to do this have resulted in a wide range of legal rules on 

budgetary policy, banking supervision and resolution, that have a contractionary impact on national 

economies rather than accommodative ones. 

The global rules are characterised by an informal, ‘soft’, nature, and allowed the European 

Union to be quite selective in adopting them. The overall tendency seems to be to turn some of the 

softer international rules into hard EU law,132 which has made it harder for the EU bodies and the 

Member States to reach compromises. As – in most cases – the EU as such is not a formal member 

of the GFSA bodies, it has to rely on its Member States, that are often not in agreement on the course 

to follow. Where this is the case, the EU’s divisions lead it to have weaker influence on the global 

standards they promote.133 

In a substantive sense, it hard to find clear examples of an influence of the GFSA on EMU 

rules. At the same time, it is clear that, institutionally, many of the global frameworks and their tasks, 

have been copied as EU bodies and play a similar role in relation to the Eurozone. 

To what extent is the ‘disconnection’ between the GFSA and the EMU to be seen as 

problematic? Obviously, the aim of the GFSA is to enhance global financial stability and ‘cherry 

picking’ by the EU (mostly for political reasons related to varying views on further European 

integration) can not only harm the EU itself, but can also have an effect on global financial stability. 

The situation between the EU and the rest of the world resembles the failed macroeconomic 

coordination attempts of the late 1980s, when German insistence on macroeconomic prudence 

eventually forced its neighbours to follow, and entrenched a transatlantic rift.134 In the wake of the 

Eurozone Crisis (EZC), a split developed between the GFSA and EMU over proper macroeconomic 

policy, so that the GFSA’s impact must be considered contingent on EU and EMU approval. While 

the GFSA is driven by an accommodative monetary and financial stability policy in nearly all areas,135 

EMU reforms have rendered it more restrictive – above all in the areas of fiscal policy, 
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macroeconomic imbalances and banking regulation. This rupture, in turn, reflects power politics 

between groups of states within EMU that have more to do with who pays for providing financial 

stability and following a narrative of proper public policy at the national level136 than whether it 

provides optimal resilience. The most important of the EMU deviations has been the EMU focus on 

alleviating the sovereign default (‘bankruptcy’) of EMU member states with prudential austerity 

measures at the national level, rather than approaching EMU instability with common financial 

backstops. 

The outcome of this break is a mixed picture. On the one hand, the Eurozone has introduced 

innovations in bank supervision and resolution that reduce the likelihood of a new financial crisis that 

threatens to take on systemic proportions coming from inside the banking system. On the other, robust 

public backstops constitute a critical component of the financial stability architecture that are clearly 

missing in the European case. This split between a European insistence on frugality and individual 

member state responsibility for financial stability and growth is reflected in the Eurozone’s 

macroeconomic policy framework as well, which favours, though its tendency to reduce government 

consumption during economic downturns, a further weakening of its weakest members over time.  
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