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Comment on Charlie McCreevy's Wincott Lecture

"Europe: How can things be done better?"

Roland Vaubel

I am honoured to comment on this Wincott lecture.

   As a classical liberal, I am deeply worried that the centralisation of government at the European level is giving the state more power over the individual.

   Freedom requires competition among governments as European history and many eminent writers (e.g., Hume, Montesquieu, Kant, Lord Acton, Max Weber) have demonstrated.

   While agreeing with much of what you said (about impact assessments, patents and law enforcement), I was missing suggestions how to stop the dynamics of ever closer union.

   On the contrary, you even plead for more centralisation – in the field of financial supervision.

   Is that a good idea?

   Would the new EU regulations have avoided the outbreak or the severity of the financial crisis?

   Unfortunately, not.

1. The crisis did not break out in Europe but in America.

2. The European response – the crisis management of the various member states – was essentially efficient. There is no reason to believe that the European Banking Authority would have done better.

3. Cross-border banks like Fortis and Dexia were taken care of in bilateral or trilateral negotiations among the authorities of the countries concerned. Would it have been better to get all 27 authorities – the European Banking Authority – involved?

4. The crisis has not been caused by the hedge funds.

5. The crisis has not been caused by banks or regulators consciously taking excessive risks due to regulatory arbitrage.

   Instead, the crisis was due to two huge errors:

   i) the banks erroneously thought that their provisions against risk were sufficient, and

   ii) the regulators erroneously thought that their regulations were sufficient.

   This twofold error was a necessary condition for the occurrence and severity of the crisis. 

   Now that the error has been exposed, the banks and the national authorities are drawing the right lessons, and they have a perfectly sufficient incentive to do so.

   Where error is the problem, two remedies are called for:

1. stronger precautions against risk – but that is the task of Basel III, not the EU,

2. diversity of experiments to improve regulation. The national authorities must be given a chance to learn from each other (as Hayek and Popper have explained).

   By contrast, collective EU regulation makes things worse, especially if it is decided by qualified majority voting.

   The majority of highly regulated countries (like France) impose their high level of regulation on the minority of more liberal countries (like the UK and Ireland) in order to weaken the latter's competitiveness.

   In political economy, this is called the strategy of raising rivals' cost.

   The common level of regulation imposed on the minority is even higher than the level originally prevailing among the majority because the majority is no longer subject to competitive pressure from the minority.

   The result is overregulation.

   The French government, in collaboration with the European Commission, has used this strategy also in other fields, e.g., labour market regulation and the so-called droit de suite in the arts market.

   How can the strategy of raising rivals' costs be stopped in the European Union?

   By stopping qualified majority voting on such regulations. How?

   The Treaty (Art. 114) permits qualified majority voting only if the regulations "have as their object the establishment and functioning of the internal market".

   The internal market is defined (in Art. 26) as "an area without internal frontiers in which the free movement of goods, persons, services and capital is ensured".

   But differences between the national financial regulations are perfectly compatible with the free movement of capital!

   It follows that the internal market article and qualified majority voting do not apply to financial supervision.

   To stop the strategy of raising rivals' costs in financial, labour and all other markets now and for the future, some member government would have to go to court, or it could insist on clarification of this point at the occasion of the next Treaty amendment – possibly in connection with the adoption of the next multiannual financial framework which requires unanimity.

   Yesterday, the French and the German government have called for a Treaty amendment to strengthen the Stability and Growth Pact for the euro-zone countries. 

   This is an opportunity, not a nuisance.

