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From the Board
Stumbling Blocks and Corner Stones in Building a Deep and
Genuine EMU

With turmoil on the financial markets seemingly retreating, the urgency felt by
European policymakers to address the fault lines of the Economic and Monetary
Union (EMU) is likewise on the wane. Politicians, never eager to look beyond
their own restricted time horizon, which is closely linked to the election cycle and
to their own career prospects, seem to be looking inward and towards the exit.
Both British Prime Minster David Cameron, in his speech on Europe,1 and Dutch
Prime Minister Mark Rutte, in recent utterances during the World Economic
Forum in Davos,2 explicitly mentioned an exit from the Union and, in Rutte’s
case, from the Eurozone.This does not seem to be the right direction in which to
gaze.3 National politicians’ limited scope of view does nothing to help broaden
the perspective at the EU level either, where wider horizons are still sketched.
European Council President Van Rompuy has delivered three consecutive
reports on a genuine EMU,4 with each successive document seeming less
imaginative. He must feel the pinch of national politicians, who are urging
restraint and who dislike looking beyond the immediate. It is, again, from the
outside that the urge for renewal has to come. The International Monetary Fund
(IMF) openly warns against an unfulfilled ‘banking union’ which will do more
harm than good.5 The Icesave judgment of the EFTA Court6 is a blunt reminder
of the limitations of deposit insurance in the internal market. Even though UK
and Dutch depositors have been held harmless by their national governments, the
1
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EU speech at Bloomberg, Wednesday 23 Jan. 2013, at: http://www.number10.gov.uk/news/
eu-speech-at-bloomberg/.
Reported in EU Observer (Dutch PM: Eurozone needs exit clause), 1 Feb. 2013, at: http://euob
server.com/political/118925.
For EMU, it is potentially lethal to explore exit possibilities. See my column in the online edition of
Het Financieele Dagblad: Rutte and Cameron are gazing in the wrong direction, at: http://fd.nl/beurs/
columns/rene-smits/312316-1302/rutte-and-cameron-are-gazing-in-the-wrong-direction.
‘Towards a genuine Economic and Monetary Union’, Jun., Oct. and Dec. 2012, the latter in close
collaboration with the Presidents of the European Commission, Eurogroup and European Central
Bank, at: http://www.european-council.europa.eu/the-president/eurozone-governance?lang=en.
IMF Staff Discussion Note SDN/13/01, Feb. 2013, A Banking Union for the Euro Area, at:
http://www.imf.org/external/pubs/ft/sdn/2013/sdn1301.pdf.
Judgment of the EFTA Court of 28 Jan. 2013 in Case E-16/11, at: http://www.eftacourt.int/
images/uploads/16_11_Judgment.pdf.
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idea that a bank’s depositors would be guaranteed under that bank’s home State
insurance has been undermined by the EFTA Court’s insistence that the 1994
Deposit Guarantee Directive7 does not require EU States or EFTA countries to
step in and guarantee deposits if the scheme itself cannot do so because of the
enormity of the financial crisis.
It is up to the Commission to carry the torch: it presented a blueprint8 for
what it calls ‘deep and genuine’ EMU, to contrast with the ‘genuine’ EMU of Van
Rompuy. Of course, official acknowledgement of the lacunae in the currency
union is a major step forward and would have been unthinkable before the
financial crisis. This ray of hope for improvement in the near future does not
diminish the concern over the speed, and depth, of change.
In its blueprint of late November 2012, the Commission rightly argues that
‘all major economic and fiscal policy choices’ of Eurozone Member States ‘should
be subject to deeper coordination, endorsement and surveillance at the European
level’, including taxation and employment. The EU executive is not shy to
mention that ‘[s]teps towards more responsibility and economic discipline should
be combined with more solidarity and financial support’. Its idea to establish a
financial instrument in the EU budget to support national adjustment programmes
has been called a form of bribery by the director of a major Brussels think tank.
Jean Pisani-Ferry of Bruegel9 argues that, instead of ‘buying’ support for reforms
from national governments, the EU should apply its own financial schemes rather
than suggesting ‘competitiveness contracts’ between the Union and reforming
States.10 This would take some of the sting from the debate about sovereignty as
the Union would pursue its own goals rather than prescribing to Member States
what they should do, granting them financial assistance on the basis of
conditionality. Another way to diminish the impression that only ‘programme
States’, that is, those that are on a lifeline from the European Financial Stability
Mechanism (EFSM)11 / European Financial Stability Facility (EFSF)12 /IMF,13 are
subject to strict scrutiny on compliance with EU obligations would be to employ

7

8
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Directive 94/19/EC, amended since by Directive 2009/14/EC, and subject to proposed further
amendments, none of which institutes genuine EU-wide deposit insurance. See: http://ec.europa.eu/
internal_market/bank/guarantee/index_en.htm.
Communication from the Commission, Blueprint for a Deep and Genuine Economic and Monetary Union
-Launching a European Debate, COM(2012) 777 final/2, at: http://ec.europa.eu/commission_
2010-2014/president/news/archives/2012/11/pdf/blueprint_en.pdf.
See: http://www.bruegel.org/.
Jean Pisani-Ferry, Bribery is no way to reform Europe, Fin.Times (5 Feb. 2013).
The European Financial Stability Mechanism, see: http://ec.europa.eu/economy_finance/eu_
borrower/efsm/index_en.htm.
The European Financial Stability Facility, see: http://www.efsf.europa.eu.
The International Monetary Fund, see: http://www.imf.org/external/region/eur/.
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the ‘troika method’ to other fields than economic governance and budgetary
policy and to other Member States, as well.14
Other ideas put forward by the European Commission in its Communication
are more welcome, as is its sequencing of steps for the short, medium and
long-term. A long-term goal, rightly identified as essential to a deep and genuine
EMU, is a single seat for the Eurozone at the IMF.This is implied in the adoption
of a single currency and the abolition of discrimination and restrictions on capital
movements and payments, so I have argued15 consistently since 1997. The spectre
of members of the currency union issuing statements in the context of the G-716
or G-2017 on what are wrongly labelled ‘currency wars’18 is grotesque. These
members, even if they are Germany, France and Italy, simply have no authority
over the exchange rate of the Euro. This authority lies at the EU level. In his
recent show of concern about the Euro’s relative strength, French President
François Hollande made clear he wishes to see the Heads of State and
Government conduct exchange-rate policy.19 This only shows that, with French
presidents, plus ça change, plus ça reste la meme chose because, for all the welcome
differences between the current holder of the office and his predecessor, they both
seem transfixed on the Euro’s exchange rate movements: Nicolas Sarkozy openly
called for ECB interest-rate decisions to reduce the Euro’s strength and stimulate
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See my open letter to Herman Van Rompuy-II in the online edition of Het Financieele Dagblad, at:
http://fd.nl/beurs/columns/rene-smits/227614-1212/open-letter-to-herman-van-rompuy – ii.
First in my PhD thesis, The European Central Bank - Institutional Aspects (1997, 200 reprint).
See the Statement by G7 Finance Ministers and Central Bank Governors of 12 Feb. 2013:‘We, the G7
Ministers and Governors, reaffirm our longstanding commitment to market determined exchange
rates and to consult closely in regard to actions in foreign exchange markets.We reaffirm that our fiscal
and monetary policies have been and will remain oriented towards meeting our respective domestic
objectives using domestic instruments, and that we will not target exchange rates. We are agreed that
excessive volatility and disorderly movements in exchange rates can have adverse implications for
economic and financial stability. We will continue to consult closely on exchange markets and
cooperate as appropriate.’ at: http://www.hm-treasury.gov.uk/statement_g7_120213.htm.
See the Final Communiqué of the Meeting of Finance Ministers and Central Bank Governors,
Moscow, 15–16 Feb. 2013, which contains the following passage: ‘We reiterate our commitments to
move more rapidly toward more market-determined exchange rate systems and exchange rate
flexibility to reflect underlying fundamentals, and avoid persistent exchange rate misalignments and in
this regard, work more closely with one another so we can grow together. We reiterate that excess
volatility of financial flows and disorderly movements in exchange rates have adverse implications for
economic and financial stability. We will refrain from competitive devaluation. We will not target our
exchange rates for competitive purposes, will resist all forms of protectionism and keep our markets
open.’ See: http://www.g20.org/news/20130216/781212902.html.
The unease about the level of the exchange rate of major currencies and the fear that ‘quantitative
easing’ by the central banks of the US and the UK exerts downward pressure on their currencies’
exchange rate are falsely labelled ‘currency wars’ in the media. See former Swiss National Bank
President Philipp Hildebrand, No such thing as a global currency war, Fin.Times (11 Feb. 2013).
Hollande wants foreign exchange policy for euro, EU Observer, 6 Feb. 2013, at: http://euobserver.com/
tickers/118958.

98

LEGAL ISSUES OF ECONOMIC INTEGRATION

the economy.20 There is a role for governments in the Euro’s exchange rate but
only at the European level and in the appropriate fora. The Ecofin Council and
the European Commission are well-placed to provide a counterweight to the
independent ECB, whose primary objective is to maintain price stability and
whose foreign exchange operations must be consistent with the Council’s
preferences on the external value of the single currency.21 The Council’s
preferences, in turn, need to be consistent with this primary objective. Politicians
often forget that the Treaty specifies that ‘the primary objective of both [a single
monetary policy and exchange rate policy] shall be to maintain price stability and,
without prejudice to this objective, to support the general economic policies in
the Union(…)’.22
Another long-term objective would be a fiscal capacity in the Euro area.
Having its own budget, even if limited in scope, would allow the Euro area to
provide the shock-absorbing mechanisms that any full-fledged currency union
should have. It would also empower the Member States vis-à-vis the financial
markets. Joint borrowing would allow governments to avoid being at the mercy of
financial markets without shrinking their discipline. ‘A mechanism that would
prevent irrational distinctions by markets and, yet, avoid moral hazard would be an
ideal substitute for the current situation.’23 Eurobonds, that is, the joint tapping of
financial markets under joint and several liability, with the proceeds being
channelled to Member States at interest rates reflecting their own market standing
and budgetary situation has been a bone of contention.24 The States benefiting
from extremely low, sometimes even negative, interest charges for public sector
borrowing who intransigently reject Eurobonds and Eurobills whilst they bemoan
their contribution to the financial stability of the Euro area through the so-called
bail out funds should remember the biblical saying about the stone that the
builders rejected and that has become a cornerstone.25 It is my conviction that a
joint approach to public finances, and a Eurozone budget, is such a cornerstone.
Innovative thinking about such a budget, and its resources, is needed.The Financial
20

21
22
23

24

25

See the quotes in my The European Central Bank’s Independence and Its Relations with Economic Policy
Makers, 31 Fordham Intl. L.J. 1614–1636 (2007).
Articles 127 and 219 TFEU.
Article 119 (2) TFEU.
See my column Tapping the market jointly in the online edition of Het Financieele Dagblad, at:
http://renesmits.eu/publications/columns/.
In the Joint statement by President Barroso and Vice President Rehn on the occasion of today’s
trilogue agreement on the Two-Pack legislation on the economic governance in the Euro area, issued
on 20 Feb. 2013, the Commission announces a study on ‘mutualisation of risk’ which ‘must go
hand-in-hand with greater fiscal discipline and integration’; see: http://europa.eu/rapid/pressrelease_MEMO-13-126_en.htm?locale=FR.
Psalm 118:21: The stone which the builders rejected is become the chief corner-stone. See the Hebrew Bible
online, at: http://www.mechon-mamre.org/p/pt/pt26b8.htm. The King James Bible on-line at:
http://www.kingjamesbibleonline.org/ has ‘refused’ instead of ‘rejected’.
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Transaction Tax,26 an O2 levy, a European corporate tax and a slice of the VAT
levied in the Euro area could combine to form sufficient resources.The Euro area
could then fund basic elements of State spending that are linked to the economic
cycle to offset cyclical downturns.27
A further cornerstone is, as indicated, a full ‘banking union’ in which, as the
Heads of State and Government themselves acknowledged, ‘the vicious circle
between banks and sovereigns’ is severed.28 This requires bold decisions. Waiting
for the acceptance and implementation of the current proposal on Recovery and
Resolution of financial institutions29 until we establish a Europe-wide R&R
regime does not seem wise. Similarly, progress towards a genuine European deposit
insurance system is required. These two elements, combined with the ‘Single
Supervisory Mechanism’ (SSM, jargon for operational tasks in prudential
supervision of banks for the ECB, working together with national supervisory
authorities), constitute true ‘banking union’. At least, when the single rulebook
takes shape: an SSM that operates on the basis of manifold distinct rules faces legal
and practical hurdles.30
A more abstract cornerstone may be the need for a common narrative to
understand the crisis and meet the current challenges.This more ‘cultural’ element
in addressing the situation has been sorely absent. In his recent policy paper,31
Miguel Poiares Maduro offers intriguing insights into the narratives of the crisis.
Particularly interesting is his finding that ‘a stronger normative justification for the
Euro might be the opportunity it offers to Europe to address the democratic
challenges posed by capital flows’. Poiares Maduro lists conditions for democratic
and just EU governance, rightfully emphasizing the need for a European political

26

27

28

29

30

31

To be adopted by many but not all Euro Area States on the basis of ‘enhanced cooperation’. See the
Commission’s proposal and further documents at: http://ec.europa.eu/taxation_customs/taxation/
other_taxes/financial_sector/index_en.htm.
For an interesting essay on this issue, see Guntram B. Wolff, A Budget for Europe’s Monetary Union,
Bruegel Policy Paper 2012/22, Dec. 2012, at www.bruegel.org, with further references.
We affirm that it is imperative to break the vicious circle between banks and sovereigns, Euro Area Summit
statement, 29 Jun. 2012, at: http://www.consilium.europa.eu/uedocs/cms_data/docs/pressdata/en/ec/
131359.pdf.
Proposal for a Directive of the European Parliament and of the Council establishing a framework for
the recovery and resolution of credit institutions and investment firms and amending Council
Directives 77/91/EEC and 82/891/EC, Directives 2001/24/EC, 2002/47/EC, 2004/25/EC,
2005/56/EC, 2007/36/EC and 2011/35/EC and Regulation (EU) No 1093/2010, at: http://eur-lex.
europa.eu/LexUriServ/LexUriServ.do?uri=COM:2012:0280:FIN:EN:PDF.
See my Legal traps facing the ECB in C. Banking J. 12 Dec. 2012, at: http://www.centralbanking.com/
central-banking-journal/opinion/2231988/legal-traps-facing-the-ecb.
Miguel Poiares Maduro, A New Governance for the European Union and the Euro: Democracy and
Justice, RSCAS Policy Papers, 2012/11, Oct. 2012, at: http://cadmus.eui.eu/bitstream/handle/1814/
24295/RSCAS_PP_2012_11rev.pdf?sequence=1.
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space. Another intriguing report32 offers suggestions for fiscal union on the basis of
an analysis of the first ten years of EMU as witnessing unexpected wide and
persistent price differentials in the Euro area. The authors allege that the ECB’s
interest rates were inappropriate because of these price differentials33 and claim
that ‘self-fulfilling solvency crises’ emerged from the links between State action to
protect the integrity of the financial system and their budgetary consequences.
Case law has developed in the area of EMU, as well, with the European Court
of Justice (ECJ) accepting the validity of the ESM Treaty,34 and the TFEU
amendment as a corollary but not a necessary step towards the establishment of the
European Stability Mechanism in the Pringle case.35 In its judgment, the Court
makes a useful distinction between ‘economic policy’ and ‘monetary policy’ in
order to find that the support mechanism for the stability of the Euro area clearly
falls within the former, not the latter area of competence. Of course, monetary
policy is an exclusive competence for the EU.36 Even though one may question
the wisdom of the Court’s definition of ‘economic policy’ as ‘restrict[ed] to the
adoption of coordinating measures’, thereby overlooking Article 122(1) TFEU
which grants the Council a power to adopt measures appropriate to the economic
situation,37 its finding that the Member States are competent to act collectively for
the sake of the financial stability of the Euro area is welcome. As is its
interpretation of the so-called no bailout clause38 as ‘ensur[ing] that the Member
States remain subject to the logic of the market when they enter into debt, since
that ought to prompt them to maintain budgetary discipline’. Thus, assisting
Member States in situations of need for the sake of the stability of the Euro area as
a whole is not incompatible with the no bailout clause. The Court finds that
compliance with discipline contributes to the attainment of a higher objective,
namely the financial stability of the monetary union. It states that Article 125
TFEU ‘prohibits the Union and the Member States from granting financial
assistance as a result of which the incentive of the recipient Member State to
conduct a sound budgetary policy is diminished’.39 The ECJ has also had occasion
32

33

34
35
36
37

38
39

‘Completing the Euro - A road map towards fiscal union in Europe’, Report of the “Tommaso
Padoa-Schioppa Group”, Notre Europe, Jun. 2012, at: http://www.eng.notre-europe.eu/011-3317Completing-the-EuroA-road-map-towards-fiscal-union-in-Europe.html (available in French and
English).
‘(…) the interest rate set by the European Central Bank was “one size fits none”: it had adverse and
even self-enforcing pro-cyclical effects on most Member States’.
On the European Stability Mechanism, see: http://www.esm.europa.eu/.
Case C-370/12 (Pringle), judgment of 27 Nov. 2012, at: www.curia.europa.eu.
Article 3(1)(c) TFEU.
See my analysis of the Pringle judgement on the ACELG weblog, at: http://acelg.uva.nl/news-events/
events/content/events/2013/01/the-pringle-case.html.
Article 125 TFEU.
In Pringle, the ECJ also interprets Article 123 TFEU which prohibits monetary financing, finding that
the ESM certainly does not involve such a prohibited form of lending. This prohibition may be
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to reject complaints40 against the ECB’s novel instruments to combat the crisis,
notably its Security Markets Programme,41 which was followed up in September
2012 by the announcement of Outright Monetary Transactions (OMT). Even
prior to any implementation, these ‘transactions in secondary sovereign bond
markets that aim at safeguarding an appropriate monetary policy transmission and
the singleness of the monetary policy’42 have had the desired result of diminishing
the financial markets’ speculation against the single currency.43 The ‘break-up’
premium, reflecting ‘redenomination risks’, hamper the transmission of the single
monetary policy across the currency union. Taking decisive steps against this
carving up of the currency area is clearly within the mandate of the ECB. Linking
any secondary-market purchases of government bonds to adequate economic and
budgetary policies, that is, to ‘conditionality’, was a wise approach to deflect
criticism against the central bank acting as guardian of the single currency. The
OMTs are a natural follow-up to the clear stance of the ECB President in London
on 26 July 2012: ‘Within our mandate, the ECB is ready to do whatever it takes to
preserve the Euro.And believe me, it will be enough.’44
Any progress on the road towards deep and genuine EMU will require
sufficient democratic legitimacy, as both President Van Rompuy and the
Commission Communication of November 2012 acknowledge. This may require
increased co-operation between national parliaments and the European

40

41

42

43

44

considered to have come into play in the recent Irish restructuring of failed banks, with promissory
notes with a long duration replacing previous collateral used for funding of commercial State-owned
banks. See: http://www.merrionstreet.ie/index.php/2013/02/taoiseachs-speech-on-agreement-withthe-ecb-on-the-promissory-notes/, ECB President Draghi’s mentioning during his press conference
on 7 Feb. 2013 that ‘The Governing Council unanimously took note of the Irish operation’, at:
http://www.ecb.int/press/pressconf/2013/html/is130207.en.html, and the ACELG blog post by
Thomas Beukers: http://acelg.blogactiv.eu/2013/02/14/the-irish-debt-swap-a-promising-deal/. The
deal is also explained by Alan Ahearne, Good deal for Ireland, but no magic bullet, 12 Feb. 2013, at:
http://www.bruegel.org/nc/blog/detail/article/1013-good-deal-for-ireland-but-no-magic-bullet/.
See, also, the publication pursuant to the Reorganisation and Winding-up of Credit Institutions
Directive 2001/24/EC (2013/C 54/08) in the Official Journal of the European Union C 54/9, 23
Feb. 2013.
See the decision of the ECJ of 15 Nov. 2012 in Case C-102/12 P (Stefan Städter v. ECB), available in
French and German only, in which the ECJ rejects proceedings to annul ECB decisions as having
been lodged outside of the prescribed time limit, confirming the General Court’s decision of 16 Dec.
2011 in Case T-532/11. See: www.curia.europa.eu.
See the ECB Decision of 14 May 2010 establishing a securities markets programme (ECB/2010/5),
at: http://www.ecb.int/ecb/legal/pdf/l_12420100520en00080009.pdf.
ECB Press release of 6 Sep. 2012 Technical features of Outright Monetary Transactions, at: http://www.
ecb.int/press/pr/date/2012/html/pr120906_1.en.html.
As ECB President Mario Draghi said during his press conference on 6 Sep. 2012: ‘(…) unfounded
fears of reversibility are just what they are: unfounded fears’; at: http://www.ecb.int/press/pressconf/
2012/html/is120906.en.html.
Speech by Mario Draghi, President of the European Central Bank, at the Global Investment
Conference in London, 26 Jul. 2012, at: http://www.ecb.int/press/key/date/2012/html/sp120726.
en.html.
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Parliament, or other forms of accountability ex post and democratic involvement
ex ante, something of a novelty in the area of EMU. This has been a domain in
which the role of the European Parliament has been kept limited by intention, and
in which it has even been reduced by the Lisbon Treaty.45
Progress to deepening and strengthening of EMU may also require revisiting
its foundation, the single market. This has been fragmented by the Euro area debt
crisis, with business distinguishing between individual Member States out of fear
for re-denomination, or single currency breakup. Also, the finance industry has
retreated within national boundaries, either by economic rationale or under
government pressure to prioritize domestic lending. Labour markets and mobility
are closely linked to the single currency. But even in product and services markets,
there seems to be a gap between the rhetoric at the EU level and the situation on
the ground. A recent ECJ judgment reveals the extent of this gap in conflicting
interpretations of single market requirements for financial services operators by the
Czech and Slovak agencies entrusted with guiding business in internal market
questions. In this remarkable decision,46 the ECJ rejected the defence of Slovak
banks against the decision of the Slovak Competition Authority to fine them for
cartel behaviour in excluding a Czech competitor. They said they were acting in
the interest of fair competition by excluding an unlicensed operator from out of
State. The Court found that there is no room for such ‘private enforcement’ of
prudential regulations, as there is for competition law.47 It appeared that the Solvit
agencies in the Czech Republic and Slovakia took different positions on the
legality of cross-border financial services in this particular case. This and other

45

46

47

The procedure under Art. 127(6) TFEU to invest the ECB with operational tasks in the area of
prudential supervision of credit institutions required the European Parliament’s assent prior to the
entry into force of the Lisbon Treaty whereas, currently, it is merely to be consulted.The EP insists on
a wider role by linking its agreement to the draft regulation to another piece of legislation concerning
the SSM. Apart from a proposal for a Council Regulation conferring specific tasks on the European
Central Bank concerning policies relating to the prudential supervision of credit institutions (at:
http://ec.europa.eu/internal_market/finances/docs/committees/reform/20120912-com-2012-511_
en.pdf), Parliament is to agree to a Proposal for a Regulation of the European Parliament and of the
Council amending Regulation (EU) No 1093/2010 establishing a European Supervisory Authority
(European Banking Authority) as regards its interaction with [the Council Regulation conferring
specific tasks on the ECB] concerning policies relating to the prudential supervision of credit
institutions (at: http://ec.europa.eu/internal_market/finances/docs/committees/reform/20120912com-2012-512_en.pdf). For the latest legislative texts, see: http://register.consilium.europa.eu/pdf/
en/12/st17/st17812.en12.pdf and http://register.consilium.europa.eu/pdf/en/12/st17/st17813.en12
.pdf.
Judgment of 7 Feb. 2013 in Case C-68/12 (Protimonopolný úrad Slovenskej republiky v. Slovenská
sporitel’ňa a.s).
See the judgments of the ECJ in Manfredi (C-295/04, 13 Jul. 2006, [2006] E.C.R. I-06619), and
Courage and Crehan (Case C-453/99, 20 Sep. 2001) [2001] E.C.R. I-6297.
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stories48 on the absence of a truly single market may not be more than anecdotal
evidence but, it is submitted, it should be taken by heart and acted upon. As long
as the situation faced by citizens and corporations does not match the expectations
that official wisdom gives rise to, a legitimacy gap is bound to persist in Europe. It
is in the interest of the European project, which includes the single currency, that
confidence is restored.
R.S.
24 February 201349

The Board expresses its condolences to family, friends and associates on the passing
of Ivo van Bael. Ivo was a long time contributor and friend of the International
and European law masters programme of the Amsterdam Law School.

48

49

As the exasperated expression of French entrepreneurs that there is no single market as exporting their
cookies to Germany is hardly different from exporting them to Singapore: Two smart cookies, Fin.
Times, 12 Feb. 2013.
After this editorial was written, the Cyprus bail-out was initially agreed by Euro Area States with a
proposed levy of 6.75% on deposits below EUR 100,000 (the guaranteed maximum under EU
deposit insurance rules) and a 9.9% levy on deposits beyond this amount. Considered justified on the
basis of the peculiarity of the Cypriot banking system, which relies heavily on deposits and far less on
bondholders who can be bailed-in (i.e., whose claims can be diminished or wiped out), and which
serves a large foreign (mainly Russian) client base which is said to use Cyprus for tax avoidance and
money laundering purposes), the arrangements can be said to further undermine ‘banking union’.This
concept includes deposit insurance on a EU-wide (or Euro Area-wide) basis. Taxing depositors below
the level of insurance recently raised across the Union (from EUR 20,000 to EUR 100,000) instead
of fully guaranteeing them is not conducive to a deposit insurance system that instils confidence in the
financial system. In the financial assistance package finally agreed, the levy on small deposits was
dropped with a chance of larger deposits being subject to a sizeable cut. Public comments by
Eurogroup chairman Jeroen Dijsselbloem on the future approach to banking failures encompassing
contributions from depositors to reduce moral hazard did not strengthen confidence in the European
banking system. The reactions to his comments included calls for speedy progress towards all three
elements of ‘banking union’, calls that this editor makes his own.
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