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FINANCE RULES THE WORLD. LET'S RULE FINANCE!

Five years after the collapse of Lehman Brothers the financial sys-

tem has not been transformed: banks and derivatives markets are 

bigger than ever, manipulation makes for frequent headlines and 

productive investments seems the exception instead of the rule. 

Systemic risk is more a threat to society today than in September 

2008.

IT'S TIME TO FLICK THE SWITCH: instead of finance writing 

its own rules, society needs to write them.

Only then can finance become safe and good for society. To learn 

more about the dangers in our financial system and what you can 

do about them, explore these pages and join our campaign.

Press materials (11 September 2013)  
This is a summary of online materials that will be published at  

www.finance-watch.org on 15 September. Journalists are free to quote from it.
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A largely self-regulated financial 
system has proven over the last 30 

years to be unstable.

THE 2008 CRISIS 

AND THE GREAT RECESSION

Finance takes profits, society takes losses
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The first global 
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The Panic 

World War I

The Great
Depression

Proportion of Countries with banking Crises, 1900—2008
Weighted by Their Share of World Income

Emerging Markets, Japan 
the Nordic countries, 

and US (S&L)

Strong finanacial regulation Deregulation of financial 

services

FINANCIAL CRISES FREQUENCY AND IMPORTANCE 
(source: Reinhart and Rogoff - 2008)

Five years ago, the financial system 
nearly collapsed altogether, saved only 
by massive public intervention. The 

worst financial crisis since 1929 proved 
that the current system is unsustainable. 

The ‘Great Recession’ quickly followed, stopping 

economic growth in Europe and beyond for years.  
Fiscal deterioration and bank bailouts have sent 
public debt soaring around the EU, burdening 
ordinary EU citizens for decades to come. 

TOTAL AID TO BANKS USED BETWEEN 2008 AND 2010 IN EU27 
(source: Liikanen report)

(13% of EU27 GDP)

In April [2009], we confronted the greatest challenge to 

the world economy in our generation. Global output was 

contracting at a pace not seen since the 1930s.  

Trade was plummeting. Jobs were disappearing rapidly.” 

G20 LEADERS’ STATEMENT, PITTSBURGH SUMMIT, SEPTEMBER 2009

 has reached record-highs, 
especially among the young. 
in the EU have risen and the EU’s external 

 has been slashed. 

be nationalised, when the past profits 

These social costs followed historically 
high profits in the financial sector

Banks have since 
 of credit, despite massive 

injections of cheap liquidity by the ECB.
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A largely self-regulated financial 
system has proven over the 

Finance takes profits, society takes losses

Five years ago, the financial system 
 altogether, saved only 

worst financial crisis since 1929 proved 
that the current system is 

quickly followed, 
 in Europe and beyond for years. 

Fiscal deterioration and bank bailouts have sent 
 around the EU, burdening 

ordinary EU citizens for decades to come. 
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4

Unemployment has reached record-highs, 
especially among the young. Poverty levels 

in the EU have risen and the EU’s external 
development aid has been slashed. 

We recognise the human 

dimension to the crisis.”

G20, LEADERS’ STATEMENT,  

LONDON SUMMIT, APRIL 2009)

20082003200220012000 2004 2005 2006 2007 2009 2010 2011 2012 2013

Youth unemployment

Unemployment

UNEMPLOYMENT AND YOUTH UNEMPLOYMENT, EURO AREA 
(source: Eurostat)

be nationalised, when the past profits 

These social costs followed historically 
high profits in the financial sector

Banks have since 
 of credit, despite massive 

injections of cheap liquidity by the ECB.
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A largely self-regulated financial 
system has proven over the 

Finance takes profits, society takes losses

Five years ago, the financial system 
 altogether, saved only 

worst financial crisis since 1929 proved 
that the current system is 

quickly followed, 
 in Europe and beyond for years. 

Fiscal deterioration and bank bailouts have sent 
 around the EU, burdening 

ordinary EU citizens for decades to come. 

 has reached record-highs, 
especially among the young. 
in the EU have risen and the EU’s external 

 has been slashed. 

5

It is not an easy task to convince the 

electorate that the future losses must 

be nationalised, when the past profits 
were privatised”. 

LORENZO BINI SMAGHI, 

MEMBER OF THE ECB’S EXECUTIVE 

BOARD, 20 OCTOBER 2008

These social costs followed historically 
high profits in the financial sector. 
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economy of credit, despite massive 
injections of cheap liquidity by the ECB.
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As panic spread through the financial system  
from September 2008, world leaders rallied  
to assure the public that it would never happen 

again. At the Pittsburgh Summit in 2009,  
G20 leaders condemned the “era of irresponsibility”  
and promised new regulation to rein in  
“the excesses that led to the crisis.” 

‘NEVER AGAIN’ POLITICAL REACTION

An exceptional opportunity to re-regulate

1

2

An international plan of action for financial 
reform was drawn up, inspiring hundreds of  
regulatory initiatives in the years that followed. The 
action plan focussed on some key areas, including: 

 that had guided regulators 
since the early 1980s. Nor did it 
today’s financial services sector. As a result, the changes we have seen since are 
mainly superficial.

We will not allow a return to banking as usual.”

(PITTSBURGH LEADERS’ STATEMENT)

“History cannot be allowed to repeat itself.” 

(BARACK OBAMA)

“Nothing less than a global change is required”

(GORDON BROWN AND NICOLAS SARKOZY)

 “We must show zero tolerance for any return to the «bad old ways»

(MANUEL BARROSO) 

Leaders also needed to fix the budget deficits
that the financial crisis had blown up. As they 
needed the banks to help with sovereign funding, 

the financial sector was soon closed.

②
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THE STATUS QUO LIFECYCLE

As panic spread through the financial system 
from September 2008,  rallied 
to assure the public that it would 

 At the Pittsburgh Summit in 2009, 
G20 leaders condemned the “era of irresponsibility” 
and promised new regulation to rein in 
“the excesses that led to the crisis.” 

An exceptional opportunity to re-regulate

3

international plan of action for financial 
 was drawn up, inspiring hundreds of  

regulatory initiatives in the years that followed. The 
action plan focussed on some key areas, including: 

4

But it did not question the ‘self-regulation’ principle that had guided regulators 
since the early 1980s. Nor did it question the core purpose, structure or size of 

today’s financial services sector. As a result, the changes we have seen since are 
mainly superficial.

- Bank capital 

- Financial sector pay 

- Over-the-counter derivatives 

-  Cross-border resolution 

plans for banks, 

- Shadow banking

- ????

- ???

Leaders also needed to fix the budget deficits 

that the financial crisis had blown up. As they 
needed the banks to help with sovereign funding, 
the window of opportunity for real change in 

the financial sector was soon closed.

EXTRACT OF DOCUMENTARY - ‘INSIDE JOB’:  

FORMER IMF HEAD DOMINIQUE STRAUSS-KAHN RECALLS A DINNER AT WHICH 

TOP BANKERS, FRIGHTENED BY THE CRISIS, BEGGED FOR MORE REGULATION 

TO HELP THEM CONTROL THEIR OWN GREED  
(source: http://www.youtube.com/watch?v=3wGSELiDx40)
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Serious Fraud Office to 
investigate Libor manipulation

Rate at Expense of Retirees

UBS trader Adoboli held over $2bn loss 

Officials at international, European and national 
level have deployed skilled resources to produce 

policy documents, new standards, regulations and 

supervisory codes. New oversight institutions have 

been created. There are also signs that some of 

these bodies recognize the weaknesses of ongoing 

reforms. These are positive developments that lay 

the ground for the urgent deepening and speeding 

up of the reform process.

5 YEARS AFTER, 

FUNDAMENTAL PROBLEMS REMAIN

Society is not immune from  

another major financial crisis

1

Nearly five years after the bankruptcy of Lehman Brothers 
touched off a global financial crisis, we are no safer. Huge, 
complex and opaque banks continue to take enormous 
risks that endanger the economy.�    

-  The EU’s economy is more ‘financialised’ than ever,
with total assets (=size) of EU financial institutions now 
more than 

Bank leverage remains historically high, on 
average between 30x and 35x when most experts 
agree that a safe financial system should be leveraged 
no more than between 15x and 20x.

-  Banks are still too-big-to-fail. The FSB counts 28 
global systemically important banks on its list.

-  There are more derivatives traded now than before 
the crisis. The notional amount outstanding (=size) of 
the over-the-counter derivatives markets has increased 
from $596 trillion in December 2007 to $632 trillion in 
December 2012, equivalent to nine times world GDP.

-  The systemic risk of EU financial institutions (SRISK, 
measured as their capital shortfall in case of a new 
financial crisis) is double what it was in September 
2008. Experts at CRML estimate that the € 43 trillion 
banking system in Europe is still short of € 1 trillion 
of capital.

IN BILLION EUROS. 
(Source: Center for Risk Management at Lausanne (CRML), University of Lausanne. Public data, model by Jon
deau, Rockinger and Nobel Laureate Professor Robert Engle)

are significant discrepancies in the way banks 

Overview of Progress in the Implementation of the G20 
Recommendations for Strengthening
Financial Stability
Report of the Financial Stability Board to G20 Leaders
(5 septembre 2013)

Both studies indicate considerable variation across 
banks in the risk weighting of assets, even for identical 
hypothetical test portfolios. While some variation in RWAs 
is natural and desirable, reflecting differences in banks’ 
assets composition, business models and risk preferences, 
there is also material variation driven by diversity in bank 
and supervisory practices that diminishes the comparability 
of reported regulatory capital ratios and could be harmful to 
the international level playing field.

Serious Fraud Office to 
investigate Libor manipulation

Rate at Expense of Retirees

UBS trader Adoboli held over $2bn loss 

Officials at international, European and national 

But has the system fundamentally changed? 

The overwhelming answer is no.

another major financial crisis

2

Nearly five years after the bankruptcy of Lehman Brothers 
touched off a global financial crisis, we are no safer. Huge, 
complex and opaque banks continue to take enormous 
risks that endanger the economy.�    
(PROFESSOR ANAT ADMATI NY TIMES, 25 APRIL 2013)

-  The EU’s economy is more ‘financialised’ than ever,
with total assets (=size) of EU financial institutions now 
more than 

Bank leverage remains historically high, on 
average between 30x and 35x when most experts 
agree that a safe financial system should be leveraged 
no more than between 15x and 20x.

-  Banks are still too-big-to-fail. The FSB counts 28 
global systemically important banks on its list.

-  There are more derivatives traded now than before 
the crisis. The notional amount outstanding (=size) of 
the over-the-counter derivatives markets has increased 
from $596 trillion in December 2007 to $632 trillion in 
December 2012, equivalent to nine times world GDP.

-  The systemic risk of EU financial institutions (SRISK, 
measured as their capital shortfall in case of a new 
financial crisis) is double what it was in September 
2008. Experts at CRML estimate that the € 43 trillion 
banking system in Europe is still short of € 1 trillion 
of capital.

IN BILLION EUROS. 
(Source: Center for Risk Management at Lausanne (CRML), University of Lausanne. Public data, model by Jon
deau, Rockinger and Nobel Laureate Professor Robert Engle)

are significant discrepancies in the way banks 

Overview of Progress in the Implementation of the G20 
Recommendations for Strengthening
Financial Stability
Report of the Financial Stability Board to G20 Leaders
(5 septembre 2013)

Both studies indicate considerable variation across 
banks in the risk weighting of assets, even for identical 
hypothetical test portfolios. While some variation in RWAs 
is natural and desirable, reflecting differences in banks’ 
assets composition, business models and risk preferences, 
there is also material variation driven by diversity in bank 
and supervisory practices that diminishes the comparability 
of reported regulatory capital ratios and could be harmful to 
the international level playing field.

③
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Serious Fraud Office to 
investigate Libor manipulation

Rate at Expense of Retirees

UBS trader Adoboli held over $2bn loss 

Officials at international, European and national 

another major financial crisis

3

Nearly five years after the bankruptcy of Lehman Brothers 
touched off a global financial crisis, we are no safer. Huge, 
complex and opaque banks continue to take enormous 
risks that endanger the economy.�    

Why do we say this? Some facts:

-  The EU’s economy is more ‘financialised’ than ever, 
with total assets (=size) of EU financial institutions now 
more than 350% of EU GDP. 

-  Bank leverage remains historically high, on 
average between 30x and 35x when most experts 
agree that a safe financial system should be leveraged 
no more than between 15x and 20x.

-  Banks are still too-big-to-fail. The FSB counts 28 
global systemically important banks on its list.

-  There are more derivatives traded now than before 
the crisis. The notional amount outstanding (=size) of 
the over-the-counter derivatives markets has increased 
from $596 trillion in December 2007 to $632 trillion in 
December 2012, equivalent to nine times world GDP.

-  The systemic risk of EU financial institutions (SRISK, 
measured as their capital shortfall in case of a new 
financial crisis) is double what it was in September 
2008. Experts at CRML estimate that the € 43 trillion 
banking system in Europe is still short of € 1 trillion 
of capital.

SYSTEMIC RISK MEASURE FOR EUROPEAN FINANCIAL INSTITUTIONS, 

IN BILLION EUROS. 
(Source: Center for Risk Management at Lausanne (CRML), University of Lausanne. Public data, model by Jon-

deau, Rockinger and Nobel Laureate Professor Robert Engle)
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European SRISK evolution

are significant discrepancies in the way banks 

Overview of Progress in the Implementation of the G20 
Recommendations for Strengthening
Financial Stability
Report of the Financial Stability Board to G20 Leaders
(5 septembre 2013)

Both studies indicate considerable variation across 
banks in the risk weighting of assets, even for identical 
hypothetical test portfolios. While some variation in RWAs 
is natural and desirable, reflecting differences in banks’ 
assets composition, business models and risk preferences, 
there is also material variation driven by diversity in bank 
and supervisory practices that diminishes the comparability 
of reported regulatory capital ratios and could be harmful to 
the international level playing field.
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Meanwhile, the catalogue of banking scandals never 

seems to end: money laundering; LIBOR and other price 

manipulations, the London Whale and rogue trading 

scandals, miss-selling of swaps and insurance …

U.S. Bank Legal Bills  

Exceed $100 Billion - Bloomberg

Barclays boss Bob Diamond 

resigns amid Libor scandal  

- BBC NEWS business

Rale swap scandal: RBS mis-selling 

bill may exceed £1bn - The Telegraph

Serious Fraud Office to 
investigate Libor manipulation
- the guardian

Swaps Probe Finds Banks Rigged 

Rate at Expense of Retirees
- Bloomberg

UBS trader Adoboli held over $2bn loss - FT

Officials at international, European and national 

another major financial crisis

Nearly five years after the bankruptcy of Lehman Brothers 
touched off a global financial crisis, we are no safer. Huge, 
complex and opaque banks continue to take enormous 
risks that endanger the economy.�    

-  The EU’s economy is more ‘financialised’ than ever,
with total assets (=size) of EU financial institutions now 
more than 

Bank leverage remains historically high, on 
average between 30x and 35x when most experts 
agree that a safe financial system should be leveraged 
no more than between 15x and 20x.

-  Banks are still too-big-to-fail. The FSB counts 28 
global systemically important banks on its list.

-  There are more derivatives traded now than before 
the crisis. The notional amount outstanding (=size) of 
the over-the-counter derivatives markets has increased 
from $596 trillion in December 2007 to $632 trillion in 
December 2012, equivalent to nine times world GDP.

-  The systemic risk of EU financial institutions (SRISK, 
measured as their capital shortfall in case of a new 
financial crisis) is double what it was in September 
2008. Experts at CRML estimate that the € 43 trillion 
banking system in Europe is still short of € 1 trillion 
of capital.

IN BILLION EUROS. 
(Source: Center for Risk Management at Lausanne (CRML), University of Lausanne. Public data, model by Jon
deau, Rockinger and Nobel Laureate Professor Robert Engle)

4

The only structural component of the system 

that has improved is the ratio of bank capital 

to risk-weighted assets, but the reliability 

of this measurement has been challenged by 

regulators (source: FSB), warning that there 

are significant discrepancies in the way banks 
calculate risk. 

Overview of Progress in the Implementation of the G20 
Recommendations for Strengthening
Financial Stability
Report of the Financial Stability Board to G20 Leaders
(5 septembre 2013)

Both studies indicate considerable variation across 
banks in the risk weighting of assets, even for identical 
hypothetical test portfolios. While some variation in RWAs 
is natural and desirable, reflecting differences in banks’ 
assets composition, business models and risk preferences, 
there is also material variation driven by diversity in bank 
and supervisory practices that diminishes the comparability 
of reported regulatory capital ratios and could be harmful to 
the international level playing field.

5



11

What is missing in the reform agenda – going back 

to the social purpose of the financial system and 
measuring the effectiveness of the current financial 
industry in fulfilling that purpose – is missing for a 
very good reason: it has been left to the industry 

to define its own purpose and rules, and it has 
been assumed that such self-regulation would 
necessarily lead to benefits for society. 

Related to this is an assumption that finance 
naturally serves society.

AT THE SOURCE OF THE STATUS QUO: 

FINANCE MAKES THE RULES

30 years of deregulation and financialisation  
have put the financial industry in the driving seat

1

2

 helped the financial sector to grow much 
faster than the economic activity that supports it, a process 

financialisation. For example, between 2001 and 
2011, the balance sheets of European banks rose by 80% 
while the EU’s GDP increased by only 30%.

These ideas have led to market liberalisation: regulations  

were removed or harmonised to the lowest common denominator, 
and the financial industry was gradually deregulated.
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THE IMF’S ‘LIBERALISATION INDEX’ SHOWS A CLEAR TREND 

TOWARDS ‘FULL LIBERALISATION’ IN ALL WESTERN, DEVELOPED 

COUNTRIES BETWEEN THE 1980S AND THE EARLY 2000S 
(IMF, 2008)

power and political 
influence to the financial sector. 

And as finance is assumed always to benefit society, 
politicians have learnt to defer to the industry 
that any ‘non-industry approved’ regulation might 
damage the real economy.

Financialisation also brought new levels 
complexity to the industry. Regulators have 

tried to keep up, but with mixed results. 

of finance dominated by a limited num

ticularly timorous each time they are 
called to confront the financial sector.” 

Government leaders are gripped by one overriding 

– or worse. The big banks play on this fear, arguing 
that financial reform will cause them to become unpro
fitable and make them unable to lend.” 

Modern finance is complex, perhaps too complex. 
Regulation of modern finance is complex, almost cer
tainly too complex. That configuration spells trouble.” 

Hemmed in by fears of hurting the economy and a 
dependence on industry expertise, policymakers are 

financial lobby
strong. As Europe’s top financial regulator said after 
the crisis:

We need to remember that it was many of those same 
lobbyists who in the past managed to convince legislators 

the lax standards and mass excesses that have created the 
systemic risks.” 

From Washington to Berlin, banking lobbyists have blocked 
essential reforms at every turn.�

�Nearly all the lobbyists for financial services came from 
the financial industry. So let me thank Finance Watch. 
You understood at an early stage that lobbying must be 

Five years after the crisis, the financial lobby continues 
to be very successful in fighting regulation.

④
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to the social purpose of the financial system and 
measuring the effectiveness of the current financial 
industry in fulfilling that purpose – is missing for a 
very good reason: 
to define its own purpose and rules, and it has 
been assumed that such self-regulation would 
necessarily lead to benefits for society. 

Related to this is an assumption that finance 
naturally serves society.

30 years of deregulation and financialisation 
have put the financial industry in the driving seat

3
Deregulation helped the financial sector to grow much 
faster than the economic activity that supports it, a process 
called financialisation. For example, between 2001 and 
2011, the balance sheets of European banks rose by 80% 
while the EU’s GDP increased by only 30%.

were removed or harmonised to the lowest common denominator, 
and the financial industry was gradually deregulated.

4

5

Financialisation brings increased power and political 
influence to the financial sector. 

And as finance is assumed always to benefit society, 
politicians have learnt to defer to the industry for fear 

that any ‘non-industry approved’ regulation might 
damage the real economy.

Financialisation also brought new levels 
complexity to the industry. Regulators have 

tried to keep up, but with mixed results. 

The balance of power between protago-

nists is in fundamental disequilibrium:  

on the one hand the globalised world  

of finance dominated by a limited num-

ber of large multinational actors…, on the 

other public authorities... who appear par-

ticularly timorous each time they are  
called to confront the financial sector.” 
(PAUL GOLDSCHMIDT, FORMER DIRECTOR AT 

GOLDMAN SACHS, FORMER DIRECTOR AT THE 

EUROPEAN COMMISSION)

Government leaders are gripped by one overriding 
fear: that their economies will slip back into recession 

– or worse. The big banks play on this fear, arguing 
that financial reform will cause them to become unpro-

fitable and make them unable to lend.” 
(SIMON JOHNSON, FORMER CHIEF ECONOMIST AT THE IMF).

Modern finance is complex, perhaps too complex. 
Regulation of modern finance is complex, almost cer
tainly too complex. That configuration spells trouble.” 

Hemmed in by fears of hurting the economy and a 
dependence on industry expertise, policymakers are 

financial lobby
strong. As Europe’s top financial regulator said after 
the crisis:

We need to remember that it was many of those same 
lobbyists who in the past managed to convince legislators 

the lax standards and mass excesses that have created the 
systemic risks.” 

From Washington to Berlin, banking lobbyists have blocked 
essential reforms at every turn.�

�Nearly all the lobbyists for financial services came from 
the financial industry. So let me thank Finance Watch. 
You understood at an early stage that lobbying must be 

Five years after the crisis, the financial lobby continues 
to be very successful in fighting regulation.

THE STATUS QUO LIFECYCLE
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to the social purpose of the financial system and 
measuring the effectiveness of the current financial 
industry in fulfilling that purpose – is missing for a 
very good reason: 
to define its own purpose and rules, and it has 
been assumed that such self-regulation would 
necessarily lead to benefits for society. 

Related to this is an assumption that finance 
naturally serves society.

30 years of deregulation and financialisation 
have put the financial industry in the driving seat

 helped the financial sector to grow much 
faster than the economic activity that supports it, a process 

financialisation. For example, between 2001 and 
2011, the balance sheets of European banks rose by 80% 
while the EU’s GDP increased by only 30%.

were removed or harmonised to the lowest common denominator, 
and the financial industry was gradually deregulated.

6

power and political 
influence to the financial sector. 

And as finance is assumed always to benefit society, 
politicians have learnt to defer to the industry 
that any ‘non-industry approved’ regulation might 
damage the real economy.

Financialisation also brought new levels  
of complexity to the industry. Regulators have 
tried to keep up, but with mixed results. 

of finance dominated by a limited num

ticularly timorous each time they are 
called to confront the financial sector.” 

Government leaders are gripped by one overriding 

– or worse. The big banks play on this fear, arguing 
that financial reform will cause them to become unpro
fitable and make them unable to lend.” 

Modern finance is complex, perhaps too complex. 
Regulation of modern finance is complex, almost cer-
tainly too complex. That configuration spells trouble.” 
(ANDREW HALDANE, DIRECTOR FOR FINANCIAL STABILITY, 

BANK OF ENGLAND)

Hemmed in by fears of hurting the economy and a 
dependence on industry expertise, policymakers are 

financial lobby
strong. As Europe’s top financial regulator said after 
the crisis:

We need to remember that it was many of those same 
lobbyists who in the past managed to convince legislators 

the lax standards and mass excesses that have created the 
systemic risks.” 

From Washington to Berlin, banking lobbyists have blocked 
essential reforms at every turn.�

�Nearly all the lobbyists for financial services came from 
the financial industry. So let me thank Finance Watch. 
You understood at an early stage that lobbying must be 

Five years after the crisis, the financial lobby continues 
to be very successful in fighting regulation.

to the social purpose of the financial system and 
measuring the effectiveness of the current financial 
industry in fulfilling that purpose – is missing for a 
very good reason: 
to define its own purpose and rules, and it has 
been assumed that such self-regulation would 
necessarily lead to benefits for society. 

Related to this is an assumption that finance 
naturally serves society.

30 years of deregulation and financialisation 
have put the financial industry in the driving seat

 helped the financial sector to grow much 
faster than the economic activity that supports it, a process 

financialisation. For example, between 2001 and 
2011, the balance sheets of European banks rose by 80% 
while the EU’s GDP increased by only 30%.

were removed or harmonised to the lowest common denominator, 
and the financial industry was gradually deregulated.

power and political 
influence to the financial sector. 

And as finance is assumed always to benefit society, 
politicians have learnt to defer to the industry 
that any ‘non-industry approved’ regulation might 
damage the real economy.

Financialisation also brought new levels 
complexity to the industry. Regulators have 

tried to keep up, but with mixed results. 

of finance dominated by a limited num

ticularly timorous each time they are 
called to confront the financial sector.” 

Government leaders are gripped by one overriding 

– or worse. The big banks play on this fear, arguing 
that financial reform will cause them to become unpro
fitable and make them unable to lend.” 

Modern finance is complex, perhaps too complex. 
Regulation of modern finance is complex, almost cer
tainly too complex. That configuration spells trouble.” 

7
Hemmed in by fears of hurting the economy and a 
dependence on industry expertise, policymakers are 
recognising that the financial lobby has become too 

strong. As Europe’s top financial regulator said after 
the crisis:

We need to remember that it was many of those same 
lobbyists who in the past managed to convince legislators 
to insert clauses and provisions that contributed so much to 

the lax standards and mass excesses that have created the 
systemic risks.” 
(CHARLIE MCCREEVY, EU COMMISSIONER FOR DG MARKT, 

FEBRUARY 2009) 

From Washington to Berlin, banking lobbyists have blocked 
essential reforms at every turn.�

�Nearly all the lobbyists for financial services came from 
the financial industry. So let me thank Finance Watch. 
You understood at an early stage that lobbying must be 
balanced to lead to a democratic outcome.

(MICHEL BARNIER, EU COMMISSIONER FOR INTERNAL MARKET 

AND SERVICES, MARCH 2012)

Five years after the crisis, the financial lobby continues 
to be very successful in fighting regulation.

to the social purpose of the financial system and 
measuring the effectiveness of the current financial 
industry in fulfilling that purpose – is missing for a 
very good reason: 
to define its own purpose and rules, and it has 
been assumed that such self-regulation would 
necessarily lead to benefits for society. 

Related to this is an assumption that finance 
naturally serves society.

30 years of deregulation and financialisation 
have put the financial industry in the driving seat

 helped the financial sector to grow much 
faster than the economic activity that supports it, a process 

financialisation. For example, between 2001 and 
2011, the balance sheets of European banks rose by 80% 
while the EU’s GDP increased by only 30%.

were removed or harmonised to the lowest common denominator, 
and the financial industry was gradually deregulated.

power and political 
influence to the financial sector. 

And as finance is assumed always to benefit society, 
politicians have learnt to defer to the industry 
that any ‘non-industry approved’ regulation might 
damage the real economy.

Financialisation also brought new levels 
complexity to the industry. Regulators have 

tried to keep up, but with mixed results. 

of finance dominated by a limited num

ticularly timorous each time they are 
called to confront the financial sector.” 

Government leaders are gripped by one overriding 

– or worse. The big banks play on this fear, arguing 
that financial reform will cause them to become unpro
fitable and make them unable to lend.” 

Modern finance is complex, perhaps too complex. 
Regulation of modern finance is complex, almost cer
tainly too complex. That configuration spells trouble.” 

8

Hemmed in by fears of hurting the economy and a 
dependence on industry expertise, policymakers are 

financial lobby
strong. As Europe’s top financial regulator said after 
the crisis:

We need to remember that it was many of those same 
lobbyists who in the past managed to convince legislators 

the lax standards and mass excesses that have created the 
systemic risks.” 

From Washington to Berlin, banking lobbyists have blocked 
essential reforms at every turn.�
 (PROFESSOR ANAT ADMATI, NY TIMES, AUGUST 2013) 

�Nearly all the lobbyists for financial services came from 
the financial industry. So let me thank Finance Watch. 
You understood at an early stage that lobbying must be 

Five years after the crisis, the financial lobby continues 
to be very successful in fighting regulation.
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⑤

A clear alternative with opposite consequences: 

Alan Greenspan famously confessed that his faith in 

the self-regulation principle had been shaken by the 

global financial crisis: 

NEXT 
CRISIS CHANGE 

FINANCE!

WE NEED A NEW APPROACH 

THAT WILL MAKE CHANGE POSSIBLE

1

2

Shock is not enough: 
The current thinking gives too much power to the financial 

cycle of financial crises. In Finance Watch’s view, the new 
paradigm should reflect what we have learned in the crisis: 

The evidence of its impact on the real world show its limitations:

Those of us who have looked to the self-

interest of lending institutions to protect 

shareholders’ equity, myself included,  

are in a state of shocked disbelief.” 

(TESTIMONY TO THE HOUSE COMMITTEE  

ON OVERSIGHT AND GOVERNMENT REFORM, 

OCTOBER 2008)

-  More of the same: the next major 

financial crisis could be around the 
corner and worsen economic and so-

cial conditions in Europe. This would 

deepen the lack of trust vis-à-vis the 

financial system and institutions in 
charge of its regulation. This could 

only feed euro-scepticism and benefit 
national extremisms.

-  Changing the rules, ruling finance: 
this would stabilize the financial sys-

tem, make it serve society, restore 

trust in regulatory bodies and ultima-

tely, in elected officials at European 
and national level. If national autho-

rities play a major role in defining the 
rules and enforcing them, these rules 

can only be effective if set at Euro-

pean level, given the international 

nature of the financial system.

in the financial industry lead to 
decreased efficiency,

‘unit/cost’). This increased inefficiency 
has been measured for the US finan

financial services are more expensive 

  Financialisation above a certain 
level is detrimental to growth

of the financial system can reduce real growth” 

negative 

 A new paradigm would recognize that in the financial industry and 
elsewhere, 

 And these reflect the interests of whoever 
creates the rules of their environment. For example, it might be 
‘rational’ for a bank executive to engage in extreme risk-taking activities 

regardless of the consequences for society. The same executive would 
be ‘irrational’ to do this in an environment where their risk-taking were 

The difference lies in the rules that define that environment.

NEXT 
CRISIS CHANGE 

FINANCE!
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global financial crisis: 

3

Shock is not enough: a change of paradigm is needed. 

The current thinking gives too much power to the financial 
industry and makes politicians afraid of fundamental reform. 

New thinking is needed for society to break free from the 

cycle of financial crises. In Finance Watch’s view, the new 
paradigm should reflect what we have learned in the crisis: 

Finance does not naturally serve society. 

For this to happen, society must set the rules

4
The old paradigm was based on ideology and theory.  

The evidence of its impact on the real world show its limitations:

financial crisis could be around the 

financial system and institutions in 

only feed euro-scepticism and benefit 

Changing the rules, ruling finance: 
this would stabilize the financial sys

tely, in elected officials at European 

rities play a major role in defining the 

nature of the financial system.

-  Liberalisation and deregulation 

in the financial industry lead to 
decreased efficiency, i.e. a higher 

cost for the same service (or higher 

‘unit/cost’). This increased inefficiency 
has been measured for the US finan-

cial industry by Thomas Philippon of 

NYU. In research sponsored by Fi-

nance Watch, his demonstration has 

recently been replicated for Europe 

with the same preliminary results: 

financial services are more expensive 
today than prior to the start of dere-

gulation. 
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  Financialisation above a certain 
level is detrimental to growth

of the financial system can reduce real growth” 

negative 

 A new paradigm would recognize that in the financial industry and 
elsewhere, 

 And these reflect the interests of whoever 
creates the rules of their environment. For example, it might be 
‘rational’ for a bank executive to engage in extreme risk-taking activities 

regardless of the consequences for society. The same executive would 
be ‘irrational’ to do this in an environment where their risk-taking were 

The difference lies in the rules that define that environment.
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global financial crisis: 

Shock is not enough: 
The current thinking gives too much power to the financial 

cycle of financial crises. In Finance Watch’s view, the new 
paradigm should reflect what we have learned in the crisis: 

The evidence of its impact on the real world show its limitations:

financial crisis could be around the 

financial system and institutions in 

only feed euro-scepticism and benefit 

Changing the rules, ruling finance: 
this would stabilize the financial sys

tely, in elected officials at European 

rities play a major role in defining the 

nature of the financial system.

in the financial industry lead to 
decreased efficiency,

‘unit/cost’). This increased inefficiency 
has been measured for the US finan

financial services are more expensive 

-  Financialisation above a certain 
level is detrimental to growth – this 

level has now been reached in all de-

veloped economies. 
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There comes a point where further enlargement 

of the financial system can reduce real growth” 
(CECCHETTI AND KHARROUBI)

Source: BIS working paper, Cecchetti and Kharroubi, 2012

-  Importantly, the previous two facts 

do not take into account negative 
externalities in the form of recurrent, 

worsening crises over the last 30 

years…

 A new paradigm would recognize that in the financial industry and 
elsewhere, 

 And these reflect the interests of whoever 
creates the rules of their environment. For example, it might be 
‘rational’ for a bank executive to engage in extreme risk-taking activities 

regardless of the consequences for society. The same executive would 
be ‘irrational’ to do this in an environment where their risk-taking were 

The difference lies in the rules that define that environment.
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OUR KEY RECOMMENDATIONS CONTRIBUTE TO MAKING THIS 
PARADIGM SHIFT A REALITY.

global financial crisis: 

Shock is not enough: 
The current thinking gives too much power to the financial 

cycle of financial crises. In Finance Watch’s view, the new 
paradigm should reflect what we have learned in the crisis: 

The evidence of its impact on the real world show its limitations:

financial crisis could be around the 

financial system and institutions in 

only feed euro-scepticism and benefit 

Changing the rules, ruling finance: 
this would stabilize the financial sys

tely, in elected officials at European 

rities play a major role in defining the 

nature of the financial system.

in the financial industry lead to 
decreased efficiency,

‘unit/cost’). This increased inefficiency 
has been measured for the US finan

financial services are more expensive 

  Financialisation above a certain 
level is detrimental to growth

of the financial system can reduce real growth” 

negative 

5
 A new paradigm would recognize that in the financial industry and 
elsewhere, people act in response to social and institutional 

incentives and constraints. And these reflect the interests of whoever 
creates the rules of their environment. For example, it might be 
‘rational’ for a bank executive to engage in extreme risk-taking activities 
in an investment bank environment that rewards such behaviour 

regardless of the consequences for society. The same executive would 
be ‘irrational’ to do this in an environment where their risk-taking were 
condemned and penalised. 

The difference lies in the rules that define that environment.
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Problem statement:  

As discussed, if you leave it to the financial industry to define its own purpose, it will ensure that this purpose matches 

its own (legitimate) private interests. To make ‘serving society’ the purpose of finance, we first need to put society 

back in the driving seat. This, in turn, requires the engagement of citizens. Without such engagement, any democratic 

accountability of financial institutions and financial regulation will remain – at best – a formal feature.

Finance Watch believes that three steps are necessary to engage society in defining the purpose of finance, making 

the rules and monitoring the performance of the financial industry:

1. Simplicity. Through liberalisation and financialisation, the financial system and the rules that govern it have 

reached unhealthy degrees of complexity. This unnecessary complexity should be removed. There is no evidence 

that complex processes, products and organizational structures in the financial industry are inherent to its core 

functions – quite the contrary. Furthermore, any regulatory initiative that attempts – as is most often the case – to 

match the complexity of the industry is ill-advised and prone to failure.  

2. Transparency. Nothing the financial industry does should be exempt from public scrutiny. The same rule must 

apply to the regulatory and supervisory processes. Transparency does not work without simplicity: displaying 

information so complex that nobody can understand it only reinforces opaqueness.

3. Pedagogy. The latest crisis has amplified a growing lack of trust, if not resentment vis-à-vis financial institutions. 

There is a significant risk that this popular resentment extends to regulators and elected officials, as being re-

sponsible for the post-crisis promises of ‘re-regulation’ and ending “an era of irresponsibility”.1 Hence the need 

to actively promote pedagogical initiatives aiming to explain the benefits for society of a fundamentally reformed 

financial system and how citizens can participate to the financial reform process.

1 - Leaders’ Statement, Pittsburgh Summit 2009, op. cit.

6. FINANCE MAKES THE RULES

PROBLEMS & SOLUTIONS
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Restore purpose and democratic accountability to 

financial institutions and financial regulation

Recommendation 1: Build a ‘Citizens dashboard’ of financial institutions, measuring risk,  

            costs and benefits to society  

Building such a dashboard will have a number of merits, including engaging civil society (together with elected officials, 

policy makers, regulators/supervisors and the financial industry) in a discussion around the purpose of finance and 

the definition of key quality, risk and cost indicators. These indicators would allow for comparability across institutions, 

fostering genuine, socially useful competition. This would also make possible a public oversight of major financial 

institutions. 

Recommendation 2: Build a ‘Citizens dashboard’ of financial reform, measuring progress  

            against objectives

The complexity and, to a certain extent, opaqueness of the reform process feeds scepticism as to its effectiveness.  

A ‘performance dashboard’ would restore confidence and allow all stakeholders to align their efforts. Today, even 

specialists cannot agree on an assessment of progress due to the lack of clear indicators.

Recommendation 3: Increase the democratic accountability of financial regulators and  

            supervisors (ECB and ESAs)

The ECB’s powers are due to be increased soon in the context of the single supervisory mechanism for banks. Obvious 

areas for improvement in terms of transparency and accountability (as well as existing positive practices) have been 

documented, together with detailed recommendations.2 A lack of trust or resentment vis-à-vis such a crucial institution 

poses a threat to democracy.

Finance Watch supports the granting of further resources and powers to ESAs as a means to avoid regulatory arbitrage 

and to build a European ‘supervisory culture’, more independent from national interests. But these extra powers must 

be balanced by increased democratic accountability, starting with full transparency of the rule-making process and 

including a balanced representation of stakeholders in consultative groups.

 

Recommendation 4: Proactively engage civil society organizations, unions, consumers and   

            investors in the steering of financial governance and reform    

It is not enough to have transparency and accountability, there needs to be a permanent and genuine engagement of 

organizations and individuals representing society at large in: 

• setting the financial reform agenda: key objectives, milestones, progress indicators,

• implementing financial reform, from legislative drafting to defining technical rules and implementation,

• overseeing the compliance of regulated entities with the rules and monitoring the evolution of their performance.

This requires, in addition to recommendations 1 and 2, a constant, active pedagogical approach from actors of the 

financial system at large.

2 - See, for example, 'Improving the accountability and transparency of the European Central Bank', Transparency International, August 2012

PUT SOCIETY BACK IN THE DRIVING SEAT

PROBLEMS & SOLUTIONS
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Put an end to too-big-to-fail (TBTF) 

financial institutions 

Problem statement:  

“[…], we must reduce the moral hazard posed by 

institutions that are too large, or too complex, or 

too interconnected to fail. The large-scale support 

we provided in this crisis to stave off systemic  

collapse has materially worsened moral hazard 

risks. Why should our financial firms now believe 

that authorities will not stand behind them if con-

ditions were to turn again to the worse? Moreover, 

many of our banks have become larger, not smaller 

as a result of crisis-related mergers. Moral hazard 

risks pose a large prospective burden for taxpayers 

and are a serious threat to the maintenance of a 

market-based system.” (Mario Draghi, 9.12.2009)1

We very much agree with Mr. Draghi. We have also writ-

ten extensively on this topic. In a nutshell, here is how we 

would describe the problem of too-big-to-fail:

Liberalisation has led to an extension of banking activities 

beyond their traditional core functions of taking deposits, 

allocating credit and maintaining the payment system. 

Financialisation has multiplied the sheer size of financial 

institutions, with EU banks’ total assets representing more 

than 350% of EU GDP and 15 of them concentrating the 

majority of those assets. Such size in itself is a threat to de-

mocracy: the economic weight of these institutions grants 

them de facto excessive power. The fact that they embed 

the core functions of the financial system worsens the situ-

ation, making them too-big-to-fail and forcing taxpayers to 

rescue them in case of failure, and distorting competition.

Because of the power they concentrate, very limited  

constraints are put on the amount of risk they take. Banks 

have increasingly used leverage as a ‘profit multiplier’.  

Unfortunately, leverage can have the reverse effect of ‘loss 

multiplier’, as the crisis has shown.... In fact, the implicit 

subsidy they benefit from incentivizes them to engage in 

such behaviour: 

“By lowering funding costs, official support 

strengthens equity investors’ short-term prefer-

ence for greater leverage”2

1 - http://www.bis.org/review/r091216a.pdf

2 - BIS 82nd annual report, ibid. 

Recommendation 1: 

Impose losses on private creditors 

when a bank fails  

The cost of bailing out the banks has been enormous, both 

in direct costs and in plunging Europe into recession. These 

costs should be borne by those that profited, i.e. private 

creditors. Importantly, if the fear of losses is credible, lend-

ers to banks and their shareholders will lend/commit cap-

ital in a more responsible manner which will self-regulate 

the very activities which make banks too big to fail in the 

first place.

Recommendation 2:   

Cap banks’ leverage ratio

Leverage is the ability of banks to operate with borrowed 

money. A leverage ratio of 20 means that for 1 euro of own 

capital, the bank borrows 19. In other words, a leverage of 

20 means that the ratio of bank's total assets to equity is 

equal to 20. Thus the more leveraged a bank is, the less 

‘shock absorption buffer’ (=equity) it has in case the value 

of its assets (=loans and investments) decreases. In this 

example, a 5% loss in asset value would make the bank 

go bankrupt.

One reason given for bailing out the banks was that if one 

highly connected bank was allowed to fail, the whole fragile 

house of cards would fall. If we are to avoid bail outs, banks 

must be robust enough to absorb losses on the money they 

have lent. 

Recommendation 3: 

Separate investment banking from 

deposit-taking banking

There is no fundamental reason to rescue an investment 

bank. In contrast, banks that provide credit money by ex-

tending loans and which also receive deposits and provide 

payment services must be rescued. Ensuring that the two 

are separate would allow governments to let investment 

banks fail without putting the whole economic system at 

risk.

  7. SOCIETY IS STILL PAYING FOR BANK FAILURES SLIM DOWN MEGA-BANKS

PROBLEMS & SOLUTIONS
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Limit the speculative use of derivatives, re- 

gulate securitisation, end manipulation and 

align individual incentives with social returns 

Problem statement:  

The amount of risk taken by the financial system has grown dramat-

ically during the last 30 years. Intertwined with increased leverage 

were the use of financial derivatives, securitisation and incentives 

that rewarded excessive short-term risk-taking.

The size of the over-the-counter derivatives market has gone from 

a 70 trillion dollars in the late 1990’s to more than 600 trillion  

dollars today. A market more than 10x the size of the world economy 

is a threat to society. Financial derivatives can be useful hedging 

instruments to insure against the price fluctuations of an underlying 

asset. For example, a farmer buys a derivatives contract that fixes 

the price of his future crop, or a corporation buys one that fixes the 

US/EU exchange rate related to an export contract that settles at 

a later date. But these contracts will never add up to 600 trillion  

dollars – certainly the world’s GDP does not need to be insured more 

than 10 times. And indeed, more than 90% of the volumes do not 

involve a non-financial company. These speculative contracts held 

by financial institutions do not pose a problem per se in good times, 

but as soon as things turn bad they threaten the whole system with 

a huge domino effect, as exemplified by the collapse of AIG. That is 

the reason why some people have called them ‘financial weapons of 

mass destruction’… 

The ‘over-the-counter’ nature of these contracts makes things worse 

in two ways: a) lack of transparency: it is almost impossible to know 

which financial institution is exposed to what amount of risk and 

b) increased risk: centralized clearing is not mandatory (contrary to 

‘on-exchange’ transactions), resulting in a less rigorous process to 

determine the amount of collateral necessary to cover risk.

Securitisation has been rightly described as one of the root-causes of 

the crisis, as it allowed intermediaries to pass on risk to a third party.  

It is not a bad tool per se but, just like the massive use of derivatives, 

it increases interconnectedness, hence systemic risk. The securiti-

sation market should be properly regulated to avoid the disastrous 

consequences seen in 2008.

The dream of any speculator is to control the evolution of prices. It 

becomes a reality for the largest financial institutions when they are 

allowed to control and, in fact, determine the price of financial indi-

ces. These indices impact trillions worth of financial assets and their 

manipulation will systematically benefit the most powerful players, to 

the detriment of institutional investors and citizens. Typically, com-

modity price manipulations are made either by taking speculative po-

sitions on commodity derivatives or by directly buying physical com-

modities and storage facilities. Manipulation of financial indices and 

of commodities prices, de facto public goods, should be prohibited.

Finally, employees’ incentives should directly discourage excessive 

risk-taking.

Recommendation 1: 

End the implicit public subsidy to too-big-

to-fail banks, migrate the bulk of OTC deri- 

vatives to trading and clearing platforms   

As previously mentioned, a large portion of banks’ spe- 

culative activities would not be economically viable with-

out the implicit public subsidy from which they benefit 

(which derives from the fact that they would be rescued 

by taxpayers money should they fail). This is particularly 

true of derivatives. Concretely, a significant part of the 

profits generated on a bank’s derivatives book comes 

from the funding advantage it derives from public sup-

port. There is no reason for society to subsidize deriva-

tives trading. 

Additionally, while we support the G20 commitment to 

migrate the bulk of OTC derivatives onto clearing houses, 

we also believe these contracts should be migrated to 

trading platforms (regulated trading venues) systemati-

cally. This is essential to increase transparency and the 

quality of the price formation mechanism, which in turn 

makes the risk management process more efficient.

Recommendation 2: 

Regulate securitisation

The regulation of the securitisation market should not be 

left to an industry quality label.

Recommendation 3: 

Grant public authorities (supervisors) the  

responsibility to monitor closely or inter-

vene in the process of fixing financial indi-

ces that can be considered public goods

Recommendation 4: 

Impose market-wide limits on the specula-

tive use of commodity derivatives

Recommendation 5: 

Link remuneration of top executives to the 

‘Citizens dashboard’

8. EXCESSIVE RISK-TAKING AND MANIPULATION STOP SUBSIDIZING SPECULATION

PROBLEMS & SOLUTIONS
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Make financial markets serve the economyProblem statement:  

The European Commission has rightly identified long-term  

investment as a key issue to address in the reform of the  

financial system. There is no doubt that investors have adop-

ted an ever shorter-term perspective, encouraged by financial 

services providers who directly benefit from increased market 

turnover. What we see today is a ‘cult of liquidity’ where the first 

question that an investor will be asking (or encouraged to ask) 

is: how fast can I liquidate my investment (‘cash in’)? This is a 

bit like a home-buyer focussing primarily on having as many 

exit doors as possible, rather than on solid foundations, overall 

building quality and comfort of living.

This is a major problem, as the European (and global) economy 

badly needs infrastructure and project-investment to return to 

sustainable, inclusive growth. Banks are and will remain the 

main providers of these investments/credits in the near future –  

even if they choose to improve their capital ratios by reducing 

lending rather than by raising equity. The assessment of 

their performance (see ‘citizens dashboard’) should definitely  

include the share of credit they allocate on a long-term basis 

for productive use.

Listed markets play an important role as well. While they 

proved more reliable than OTC markets during the crisis (which 

is reason why there is a push for more trading to take place on 

‘regulated infrastructure’), it is a fact that they have also largely 

contributed to the development of betting (short-term specula-

tion) as opposed to (long-term) investment, mainly to the profit 

of market infrastructures and intermediaries.

Capital markets should be about a partnership between those 

who have extra financial resources and those with not enough 

(start-ups, small companies, large corporations, public enti-

ties). This partnership should have a long-term horizon, with 

a balanced repartition of benefits. Intermediaries should facili- 

tate the partnership at the lowest cost possible. As shown by 

the Kay Review, the chain of intermediaries has grown beyond 

what is needed and the purpose of market activities has been 

diverted to maximise revenues along that chain.

This has happened to the detriment of retail and institutional 

investors. Retail investors in particular are vulnerable to mis-

conduct by intermediaries and should be protected. Investment 

advice employees suffer from pressure put on short term sales 

targets, while they should be allowed to focus on meeting the 

specific investment needs of their customers.

Recommendation 1: 

Require full disclosure of consolidated 

intermediation costs to institutional and 

retail investors, ban ‘inducements’

Recommendation 2:  

Label financial products based on a ‘social 

usefulness scale’ (investing/betting, inclu-

sion of ESG criteria or not, etc.)

Recommendation 3: 

Align incentives of asset managers with 

metrics linked to their long term perfor-

mance 

 

Recommendation 4: 

Provide tax incentives for long term, sus-

tainable investment
  

Recommendation 5: 

Introduce product design rules to protect 

retail investors and occupational pension 

schemes 

Recommendation 6: 

Align incentives of employees at the point 

of sale with delivering high quality advice 

  

Recommendation 7: 

Regulate High Frequency Trading 

9. SHORT-TERM BETTING  INCENTIVIZE SUSTAINABLE INVESTING

CAMPAIGN RECOMMENDATIONS: PROBLEMS & SOLUTIONS


