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The end of the ‘new normal’ is 

on the horizon, and portfolio 

shifts in financial markets have 

begun.  The process of reining 

in exceptionally easy monetary 

conditions across the advanced 

economies is set to be lengthy 

and intermittent; and emerging 

markets have already been 

facing a reversal of earlier 

capital inflows.  Over time, 

however, such a sea-change in 

markets will subject economic 

governance frameworks 

everywhere to new stresses, 

calling for forward-looking 

policies and a deft blending of 

macroprudential with more 

traditional policy tools.  The 

outlook holds many 

uncertainties.  How rapidly will 

the US need to tighten 

monetary policy?  Is 

complacency set to stifle 

crucial banking reforms in the 

euro area?  Will emerging 

markets be obliged to tighten 

policies further during their 

economic downswing?  To 

what extent can 

macroprudential instruments 

help mitigate the negative side 

effects of this long liquidity 

cycle?  During the 2013-14 

academic year, PEFM has been 

focusing on these questions.  

Workshop reports, policy briefs 

and research publications were 

scheduled on issues arising 

from emerging market 

spillovers, euro area 

governance reforms, and the 

cross-cutting issue of 

macroprudential policy 

frameworks and instruments. 

This issue of PEFM in Focus 

details these activities.  It also 

reviews some of the 

conclusions from ongoing 

workshop discussions and 

research work.  
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The PEFM vision 
The goal of the Political 

Economy of Financial Markets 

programme (PEFM) is to 

improve the institutional design 

of policy frameworks affecting 

financial markets, in order to 

help foster sustainable and 

crisis-free growth. The 

programme focuses on the 

interaction between official 

policies and financial market 

behaviour. It explores how 

incentives affecting the 

financial sector can be 

coordinated to foster more 

stable growth in the real 

economy in the future. 

The scope of the 'official 

policies' reviewed under the 

programme goes well beyond 

the design of regulatory 

frameworks and of financial 

supervision. In particular the 

stance and coordination of 

monetary and fiscal policies at 

the national, regional and 

global level can play a critical 

role in embedding or disrupting 

financial stability. The 

programme devotes special 

attention to the role of 

macroeconomic frameworks in 

setting the stage for 

sustainable financial flows. 

The goal of PEFM is not to 

compile a cookbook of static 

policy recipes. In a world of 

adaptive and interactive 

financial markets, that would 

not be realistic. Rather, the aim 

is to bring together a 

community of experts from 

different academic disciplines, 

and from official and private 

market institutions, so that 

their complementary research 

efforts and discussions can help 

develop and promulgate new 

policy insights. This response 

capacity should help address 

new and potentially 

destabilising market tendencies 

as these emerge. It should also 

bring a fresh light to issues 

such as ethics in finance. 

Other programmes in Oxford 

have been very receptive to 

co-organising events with 

PEFM. And there has been a 

healthy appetite for the output 

of the programme - not only 

among academic institutions 

but at the IMF, the European 

Commission, the European 

Stability Mechanism, H M 

Treasury, the Bank of England, 

Chatham House, and the 

Financial Times. The possibility 

exists that, over time, this 

experience in Oxford might 

indeed serve as a catalyst - and 

perhaps a first node - for a 

wider network of this kind in 

the UK. 

Academic Year 2013-14 
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People at PEFM 

In 2014, Christopher Allsopp, Adam Bennett and Colin Mayer joined the Academic Steering Committee of PEFM. The other 

members are Christopher Adam, Professor of Development Economics; Othon Anastasakis, Director of the European Studies 

Centre; Kalypso Nicolaïdis, Professor of International Relations; David Vines, Professor of Economics; and Max Watson, Director 

of PEFM. 

Pēteris Zilgalvis became an Associate of PEFM. 

Colin Mayer 

Colin Mayer is the Peter Moores Professor of Management Studies at the Saïd Business School, and a 

Professorial Fellow of Wadham College, Oxford. He is a Fellow of the British Academy, and a Fellow of the 

European Corporate Governance Institute. He was a Harkness Fellow at Harvard University, and the first Leo 

Goldschmidt Visiting Professor of Corporate Governance at the Solvay Business School, Université de 

Bruxelles. He has also held visiting positions at Columbia, MIT and Stanford. In 1994, he became the first 

professor at Saïd Business School, and was appointed the Peter Moores Dean of the School between 2006 

and 2011. He was the first Director of the Oxford Financial Research Centre, between 1998 and 2005. He was a 

founding editor of the Oxford Review of Economic Policy, a founding co-editor of the Review of Finance, and 

has served on the editorial boards of several leading academic journals.  

Peteris Zilgalvis 

Dr Pēteris Zilgalvis, a Latvian national, was the 2013-14 Visiting EU Fellow at the European Studies Centre. He 

is a Head of Unit at the European Commission - most recently in DG CONNECT, and previously in DG 

Information Society and Media. While at St Antony's, he actively contributed to the PEFM programme, 

especially in the areas of financial innovation and the role of the financial sector in supporting growth and 

innovation in the real economy. He studied at the University of Southern California, becoming a Doctor of 

Jurisprudence (J.D.) having earlier received a B.A. Cum Laude in political science from UCLA, and later 

completed the High Potentials Leadership Program at Harvard Business School. Earlier in his career he 

worked as a consultant, including for the EBRD in the field of regulatory research in Latvia, Lithuania and 

Estonia. He had previously been desk officer for European Parliamentary Affairs at the Latvian Foreign 

Ministry. He has authored more than 30 publications on research, the economy and the environment, and 

bioethics and human rights. 

Christopher Allsopp 

Christopher Allsopp is a British economist. He currently serves as the President of the Oxford Institute for 

Energy Studies, is a Fellow of New College, Oxford, and a Reader in Economic Policy at the University of 

Oxford. A former Director of the Bank of England (1997–2000) and Member of its Monetary Policy Committee 

(2000–2003), he has recently completed a Review of Statistics for Economic Policymaking (the 'Allsopp 

Review'). He is the Editor of the Oxford Review of Economic Policy and a Director of Oxford Economic 

Forecasting. Previous activities include working at HM Treasury, the OECD and the Bank of England (where 

he was Adviser from 1980–83) as well as extensive involvement with domestic and international policy issues 

as consultant to international institutions and private sector organisations. He has published extensively on 

monetary, fiscal and exchange rate issues as well as the problems of economic reform and transition. His 

involvement in the economics of oil and other energy issues goes back to the shocks of the 1970s. 

Adam Bennett 
Adam Bennett, a PEFM Associate, and 

Senior Member of St Antony’s College, 

Oxford, is now a member of the PEFM 

Academic Steering Committee. 

Adam’s full bio will be found in 

PEFM in Focus Issue 7 and on the 

programme website: 

www.sant.ox.ac.uk/pefm. 

David Vines 
David Vines, a Fellow of Balliol College, 

Oxford, and member of the PEFM 

Academic Steering Committee, is 

Acting Director of PEFM during Max 

Watson’s extended illness. 

Please see David’s bio in PEFM in 

Focus Issue 7 and on the programme 

website: www.sant.ox.ac.uk/pefm. 
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Financial market swings in the aftermath 

of the crisis have triggered a paradigm 

shift in thinking about capital flows. In the 

past, stress in emerging markets was 

attributed mainly to their own policy 

weaknesses, and capital controls were 

anathema. But since the crisis, the climate 

of opinion has changed. The hazards of an 

open capital account are more fully 

recognised, and the impact of spillovers 

from global markets has begun to receive 

the attention it deserves. To explore the 

dilemmas for emerging markets and 

developing countries posed by monetary 

and regulatory spillovers, an international 

roundtable was hosted by the Global 

Economic Governance Programme and the 

Blavatnik School of Government, in 

association with PEFM. This brought 

together country policy-makers from five 

continents, IFIs, bankers and academics. 

Four themes emerged particularly strongly. 

First, the nature of spillovers has changed 

– becoming longer-lasting and also 

transmitting directly through bond 

markets and asset prices in ways that can 

pose issues of financial stability as well as 

external balance. Second, the combined 

impact of monetary and regulatory 

spillovers is affecting emerging and 

developing countries in differentiated 

ways; but for all countries ‘self-insurance’ 

is becoming more costly and challenging as 

a way of coping.  Third, this underscores 

the responsibility on key currency 

countries to internalise fully the impact of 

their policies on the balance of risks facing 

the global economy; to engage in 

constructive exchange on these dilemmas; 

and to furnish adequate swap lines to help 

assure stability in other countries. Fourth, 

the alternative to better managing 

spillovers is to risk fragmentation in the 

system, especially given a sense of 

frustration on issues of voice and 

representation: a more active fostering of 

regional networks offers one route to 

channel centrifugal forces into patterns 

that remain supportive of an open and 

dynamic global system – avoiding a 

growing recourse to defensive barriers and 

beggar-thy-neighbour policies. 

Monetary and regulatory spillovers to emerging and developing economies 

policy on developments in credit rather than 

inflation. Even when inflation is very low, 

high credit growth may indicate an 

unsustainable pattern of expansion – 

meaning that the conventional ‘output gap’ 

is misleading. This amounts to a radical 

challenge to central banking orthodoxy. 

Two other papers, by Russell Kincaid and 

Max Watson, would use monetary policy 

only as a last resort. They urge maintaining 

the successful political economy 

innovation of Inflation Targeting, and not 

overburdening this with additional goals. 

In the run-up to the global and euro area 

crises, neither macroeconomic nor 

prudential policies responded adequately 

to credit and asset price booms that 

eventually proved destabilising. Three 

papers on the PEFM website discuss how 

to avoid such cycles in the future. They 

have in common similar concerns, but they 

offer differing visions of the way ahead.  

The first paper, a Policy Brief by Michael 

Biggs and Thomas Mayer, suggests 

monetary policy cannot remain indifferent 

to such cycles, and argues for focusing 

They view as very unencouraging past 

experience of targeting financial 

aggregates with interest rate policy. 

Seeing a missing policy pillar, Kincaid and 

Watson suggest that macroprudential 

tools – such as variable capital ratios and 

loan-to-value ratios – be tried in the first 

instance to address what are essentially 

sectoral credit booms. For euro area 

members, without a national monetary 

policy, there is of course no choice in this 

respect. 

How can policy frameworks address credit and asset price cycles? 

Current research projects: Can incremental policy changes deal 
with the aftermath of the global and euro area crises?  

appallingly high. There were warnings 

against simplistic analogies with the 1930s, 

but the heavy social cost and the risk of 

political aftershocks were at the forefront 

of participants' concerns. 

On a more 'architectural' plane, a 

research paper by Kalypso Nicolaïdis and 

Max Watson questioned the political 

sustainability of ever-more centralising 

solutions in the governance of EMU - 

which also risk embedding intrusive 

elements of conditionality in the 

Is the euro area elite fiddling while Rome 

burns? Posed at different levels, this 

question and concern permeated a number 

of recent PEFM seminars - culminating in an 

international academic roundtable on the 

euro area crisis that was jointly hosted with 

the Santander Fellowship. 

At one level the worry relates to a very 

slow pace of turnaround and recovery in 

the periphery economies - threatening a 

legacy of years in which unemployment 

(especially among the young) will remain 

Euro area governance – heading for a sustainable architecture? 

permanent architecture of the polity. 

These concerns are seen as underscoring 

the case for the countries in EMU to 

internalise more fully their 

interdependencies, pursuing forward-

looking policies at the national level that 

dampen emerging stresses in the 

monetary union. This line of thought 

dovetails with the thrust of the more 

operational PEFM papers that have been 

prepared on the scope and role of 

macroprudential policies. 
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An interview with Russell Kincaid 

What brought you across the Atlantic to 

Oxford when you retired as a Director of 

the IMF? 

I had both professional and personal 

reasons drawing me to Oxford. On the 

professional side, the programme on the 

Political Economy of Financial Markets, and 

the European Study Centre provided a 

unique fit with my intellectual interests and 

the opportunity to test my ideas in the 

rigorous Oxford academic environment. 

Specifically while at the IMF, I worked 

extensively on issues related to financial 

markets  as well as on European economies, 

most notably Germany and Switzerland plus 

several Balkans countries.  My IMF 

experience allowed first hand observations 

on the influences on economic policy making 

of politics especially the role of special 

interest groups, and on the policy challenges 

posed by market imperfections/failures.  The 

latter can be exacerbated by the uncritical 

view that private markets know best—the 

so called ‘Lawson Doctrine’ named after a 

former UK Chancellor, which had its 

intellectual roots in the ‘efficient markets’ 

theory.  Lite financial regulation and 

supervision in the US and UK were one 

unfortunate consequence as lite supervision 

contributed to the global financial crisis 

along with poor risk management by private 

markets.  Thus, PEFM’s objective to promote 

better understanding of financial markets in 

the wake of the global and euro crises and 

to improve policy formulation and 

execution was extremely appealing.  

On the personal side, although I have travel 

all over the world for work and pleasure, I 

have never lived in any country but the 

United States and now I had the 

opportunity.  In addition to satisfying my 

intellectual pursuits, Oxford possesses a 

stimulating cultural environment in a 

beautiful town that is rich with history and 

that is also internationally diverse like the 

IMF.  It also helped that some friends and 

former colleagues were now living near 

Oxford, while others could easily travel 

through Oxford. 

What do you see as the big policy 

challenges related to financial markets 

over the next few years? 

The challenges are many fold. The most 

immediate challenge is to complete the 

financial reform agenda that was laid out at 

the height of the crisis.  The political 

appetite for such reforms has waned, while 

the voices from various interest groups to 

water down the reforms have grown louder 

over time.  Financial institutions are even 

larger than before the crisis and no less 

complex.  Thus, the problems of ‘too-big’ 

and ‘too-complex’ to fail have not been put 

behind us, leaving financial systems at risk.  

It is also the case that some financial 

systems are still ‘too big to save’ and thus 

threaten government fiscal sustainability. 

More fundamentally, the risk management 

failures by private financial institutions and 

markets that led to the recent financial crisis 

have not been resolved. These failures were 

partly technical—inadequate mathematical 

models that were badly calibrated.  The more 

difficult aspects stem from poor institutional 

governance and misaligned incentives—too 

focused on short-term profits and insufficient 

‘skin in the game’.  More intrusive official 

supervision will help mitigate these risks, but 

it can not be a full substitute for sound 

practices by the private sector. 

Finally, over time as memories of this crisis 

fade (as did memories of earlier financial 

crises), the temptation to take on risks 

increases.  Market participants may begin to 

think that they are smarter, more 

technically savvy, or innovative than their 

predecessors (as well as their counter 

parts). The mantra—this time it is 

different—could well be heard once again. 

Robust regulation can provide a bulwark 

against such thinking at least for awhile. 

How can research, seminar/workshop, and 

outreach activities at PEFM help move the 

debate forward? 

PEFM brings together academics from 

several disciplines—economics, finance, law, 

history, international relations—current 

and former officials, and market participants 

As an Academic Visitor at St Antony’s College during 2013-14, Dr Kincaid was an active contributor 

to PEFM’s activities and remains affiliated with PEFM as a senior member of the College. Prior to 

being at St Antony's, he was a Director at the International Monetary Fund (IMF), where his 

responsibilities were to assess the effectiveness of the risk management, control, and governance 

processes of the IMF. He joined the IMF in 1976, worked in three area departments (Middle East, 

Asia, and European), and was Deputy Director in the Strategy, Policy and Review Department. Dr. 

Kincaid has published on issues related to macroeconomic and financial policies, exchange rate 

assessments, sovereign debt management and restructuring, and the policy implications of trends 

and innovations in financial markets. He is a member of several professional bodies, a past 

member of the Editorial Board of IMF Staff Papers, taught at Columbia University, and was a visiting 

fellow at the DG-ECFIN in the Commission. 

“...PEFM’s objective 

to promote better 

understanding of 

financial markets in 

the wake of the global 

and euro crises and to 

improve policy 

formulation and 

execution was 

extremely appealing.” 



Issue 2 Page 5 

 

to research and debate relevant financial 

issues and operational policy solutions.  The 

initial primary areas of research relate to the 

euro area crisis, regulatory capture, macro-

economic policies for financial stability, and 

the implications of shadow banking. 

Preliminary thinking is shared during 

seminars/workshops and then developed 

into discussion drafts that are posted on the 

PEFM website.  PEFM authors have 

presented their analysis and views to 

external audiences at Bank of England, 

Chatham House, European Stability Fund, 

and European Commission, International 

Monetary Fund, and the UK Treasury.  In 

addition, outside scholars and officials have 

been invited to make presentations at PEFM 

seminars to encourage a free flow of ideas 

and to keep abreast of emerging issues as 

perceived by the official and private sectors. 

In this manner, PEFM helps to move forward 

the debate on how to address the big policy 

challenges in financial markets. 

Are you optimistic about what IMF 

Managing Director Christine Lagarde, in 

her Dimbleby Lecture, called a 'New 

Multilateralism for the 21st Century'—a 

return to the spirit of 1944 not 1914? 

Let me first recall, that Ms. Lagarde in her 

speech went beyond the current need to 

complete the unfinished recovery from the 

financial and euro crises. She talked about 

the rising social tensions from global 

interconnections and economic 

sustainability.  The former allows crises, or 

disease, to spread more widely and quickly 

and makes everyone more aware of the 

suffering and riches of others, while 

population dynamics, income inequality, and 

environmental degradation are just three 

forces pressuring long-term sustainability. 

Extremism of all sorts has been one 

outgrowth of these tensions.  While one can 

debate the details, it seems that the risks 

facing humanity are much higher now than in 

1914 or even in 1944. Thus, I worry about the 

state of the world that my generation will 

pass on to our children and their children. 

I agree with Ms. Lagarde that renewed 

global cooperation is needed to cope with 

these global interconnected risks. The spirit 

of 1944 built various cooperative 

institutions—the UN, IMF, IBRD, and WTO—

and later gave rise to the European Coal and 

Steel Community—the precursor to the EU. 

During the subsequent 70 years, global living 

standards rose rapidly with child mortality 

reduced, life expectancy increased, and 

hundreds of millions lifted out of poverty. 

Colonialism and the cold war was ended and 

thermonuclear war avoided. More recently 

in response to the financial crisis, the G20 

assumed economic leadership keeping the 

Great Recession from turning into a second 

Great Depression!  However, as time passed 

and the crisis eased, the G20 has become less 

effective at the global level and various 

reform efforts at the national level have 

waned.  Thus, I see reasons for hope but also 

reasons to be concerned.  As Ms. Lagarde 

puts the question, I also ask whether you, 

the reader, think we are up to these 

challenges as our future clearly depends on 

the answer. This hugely important question 

calls for new ideas, new thinking, and new 

fora (like PEFM) to debate these issues. 

20 October, 17:00 
Sustainable finance: Restoring confidence 
and stability in the financial system 
Colin Mayer (Peter Moores Professor of 
Management Studies) 

27 October, 17:00 
Trust and finance 
David Vines (Balliol College, Oxford) 

3 November, 17:00 
Is global financial reform finished? What 
pieces are missing? 
David Wright (Secretary General, 
International Organisation of Securities 
Commissions (IOSCO); former Senior 
Member, St Antony's College, Oxford) 

17 November, 17:00 
Financial globalization—the case in favor 
Charles Collyns (Chief Economist, 
Institute of International Finance (IIF), 
Washington DC; former Assistant 
Secretary, US Treasury) 

24 November, 17:00 
What challenges do the spillovers from EU 
Banking Union pose for emerging 
economies in Europe? 
Piroska Nagy (Director for Country 
Strategy and Policy, European Bank for 
Reconstruction and Development 
(EBRD)) 

1 December, 17:00 
Can the tightening of financial regulation 
be made consistent with a resumption in 
sustainable growth? 
Cyrus Ardalan (Vice-Chairman, Barclays 
Bank) 

Organised by David Vines (Balliol College) 
and Adam Bennett (St Antony's College), 
in collaboration with Max Watson (St 
Antony's College) 

Michaelmas Term 2014 
Seminar Series: Financial Market 
Governance – Laying the 
foundations for sustainable growth 

http://pefmoxford.blogspot.co.uk/ 

Many of PEFM’s events 

are podcasted. Please 

follow the link to PEFM 

Podcasts from the PEFM 

website homepage. 

Read about PEFM 

events on the PEFM 

Blog site  

http://www.sant.ox.ac.uk/pefm/podcasts.html 
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found on the PEFM website.) Gabriel 

Gloeckler of the ECB extended this analysis 

with a seminar on the topic ‘Can Banking 

Union Save the Euro Area?’  Jeromin 

Zettlemeyer, Director of Research at the 

EBRD, reviewed the implications of the 

Greek Debt Restructuring, with Jens 

Bastian (Hellenic Foundation for European 

and Foreign Policy) as a discussant. The 

implications of changing financial markets 

for the newer EU Member States were 

explored by Cristian Popa, Deputy 

Governor of the National Bank of Romania, 

and further commented on by Gillian 

Edgeworth (Unicredito and PEFM) as 

discussant. Professor Kevin O’Rourke 

discussed the economic roots of 

extremism in the interwar period (the 

podcast can be accessed on the PEFM 

website), with Othon Anastasakis serving 

as his discussant. And finally the medium-

term market outlook was discussed by a 

panel of markets participants: Jacques 

Cailloux (Nomura), Gillian Edgeworth 

(Unicredit), Gene Frieda (Moore Capital) 

and Gilles Moec (Deutsche Bank).  

The reform process is still incomplete, 

while the medium-term economic and 

political implications of the crisis have still 

to become fully apparent: these were two 

key messages from the PEFM seminar 

series. Effective resolution regimes need to 

be put in place, with adequate backing, to 

complement the increase that is underway 

in capital ratios. A credible banking union 

in the euro area needs to be completed, to 

segregate banking risk from sovereign risk 

– and here momentum seemed to be 

flagging. And even with such changes, 

emerging market economies face daunting 

changes in what may continue to be a 

volatile financial environment. 

The seminar series was opened by 

Professor Sir John Vickers, who gave a 

compelling account of progress with 

banking reform since the onset of the 

global crisis. Klaus Regling, Managing 

Director of the European Stability 

Mechanism, addressed the challenge of 

restoring financial confidence in the euro 

area, with Russell Kincaid of PEFM as his 

discussant.  (Podcasts of the both the 

Vickers and the Regling seminars will be 

The first PEFM Michaelmas Term seminar series explored the views of academics, policy-makers and market participants on the outlook 

for financial markets and the question how far policy reforms have laid the basis for a more stable future and support for a balanced 

pattern of growth.  

John Vickers and Max Watson 

Klaus Regling, Max Watson and Russell 

Kincaid 

Kevin O’Rourke 

Gabriel Gloeckler, Kalypso Nicolaïdis and 

Stewart Fleming Gillian Edgeworth, Gilles Moec, Adam Bennett, Gene Frieda, Jacques Cailloux 

‘Banking on the Future’ – will the financial sector support sustainable growth? 

PEFM Seminar Series 
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Participants at 

the seminar on 

Euro Area 

Governance 

International seminar on Euro Area Governance 

This seminar brought political scientists 

and economists together with senior 

policy-makers and market participants. 

Participants' optimism about the euro 

project varied widely; but more interesting 

than this was the high degree of 

coincidence in the specific areas of euro 

area governance in which the EMU 

boosters and detractors alike saw 

dilemmas that needed to be addressed, 

and the light they shed on these areas 

from their different disciplines and 

professional backgrounds. 

—There was a widely shared view that 

conditionality and long-run governance 

have got mixed up, and that this will not 

prove politically sustainable. For example, 

under the Macroeconomic Imbalances 

Procedure (MIP) Euro Area Members can - 

at the end of a long process - be fined for 

inadequate labour market measures. This 

is a quite new and intrusive departure. 

Moreover, the European Semester, 

however well-intentioned, is widely 

perceived as pre-empting national 

parliamentary discussion. Such Intrusions 

are in reality likely to be gutted as the 

Council rolls back a lot of the Commission's 

MIP findings and recommendations. 

Indeed such advice reversals in the first 

MIP rounds shows that this is already 

happening. So one is seeing ex ante 

unacceptable intrusiveness, which later 

deteriorate into ex post politicised cop-

outs. Neither aspect of this dialectic is 

favourable for the sound functioning of 

the polity in the medium and long run. By 

contrast, the fiscal compact was seen as 

barking up the right tree in trying to 

strengthen national institutions so that 

countries internalise better the risks and 

interdependencies of EMU. 

—There was quite serious anxiety about 

democratic accountability and realism. As 

an example, in the period ahead the ECB 

will in effect close banks, but national 

parliaments (ex-bail-in) will foot a large 

part of the bill. The ECB is hard at work 

building its accountability and 

transparency vis-a-vis the European 

Parliament but (despite all its newly 

acquired rights) that is not where the 

deepest sources of democratic legitimacy 

are to be found. The crisis has accentuated 

a feeling that in matters of economic 

strategy the ECB and the Eurogroup have 

power without politics, while the national 

parliaments have politics without power. 

—It is no longer just Anglo-Saxon 

eurosceptics who see asymmetric national 

boom-bust cycles as a threat to EMU. It 

was recognised by quite a few participants 

that national fiscal and macroprudential 

policies need to dampen these boom-bust 

cycles. Unfortunately, it was feared that 

macroprudential policies may prove a frail 

reed. And the euro area elite is a very long 

way from accepting any active use of fiscal 

policy at all: one former policy-maker 

spoke of protracted imbalances in the 

future also, given the fixed exchange rate 

system. Conclusion: future shocks and 

protracted imbalances will pose further 

tests to the euro area structure, but this 

could lie some years in the future. 

—Against this backdrop there was a lot of 

unease about the Bundesverfassungsgericht/

ECJ outlook on OMT. The view seemed to 

gain further converts that an unlimited ECB 

backstop for sovereigns is indispensable, 

and if it should be undermined then 

systemic risk may return with a bang one 

day in the future. 

—There was also quasi-unanimity that a 

mutually-supported banking union is 

essential, and that the presently planned 

arrangements simply don't hack it. A 

majority seemed to think it would take 

another crisis - or mini-crisis - to make 

sensible progress on this. 

More generally, the discussion raised 

questions whether phrases such as 'fiscal 

union' and 'political union' may be 

meaningless in their imprecision and 

uselessly divisive. Targeted and functionally 

motivated moves in these directions may 

prove acceptable over time even where 

those terms as such are anathema. More 

helpful were references to an endogenous 

movement towards an 'Optimal Political 

Economy Area'. Gradually the periphery 

economies are perhaps becoming 

persuaded that reform really is needed to 

survive in EMU with any growth at all, 

while the North Europeans are seeing, 

intermittently, that reform is actually 

taking place. This is a kind-of confidence 

building process, and it might make the 

targeted mutualisation of some liabilities 

(including notably for banking union) more 

feasible in the future. But that is where the 

inured eurosceptics sadly shake their heads 

and express long-standing doubts. 

The governance of EMU: Recasting political, fiscal and financial integration 

12 March  |  In collaboration with the Santander Fellowship 
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Political Economy of Financial Markets 
European Studies Centre  |  St Antony’s College 

University of Oxford  |  OX2 6JF 
Tel: +44 (0)1865 274537  |  E-mail: julie.adams@sant.ox.ac.uk Website: www.sant.ox.ac.uk/pefm 

PEFM Events 2014 Trinity Term 
6 May The IMF and Bank Creditors: Who’s in charge when a 

country can’t pay? 
James Boughton (Historian of the IMF for 1979-
1999, and a fellow of the Centre for International 
Governance Innovation) 

7 May Roundtable: Stabilizing an unstable world: Is there a 
better future for International finance? 
James Boughton (Centre for International 
Governance Innovation) 

8 May Is Eastern Europe stuck in Transition? 
Peter Sanfey (EBRD) 
In association with SEESOX. 

15 May Governing global risks: The evolution of policy 
capacity in the financial sector 
Louis Pauly (University of Toronto) 

9 June Banking Union: Will the ECB’s assessment do the 
trick? 
Nicholas Veron (Bruegel and the Peterson 
Institute) 

10 June Getting the story right: How you should choose 
between different interpretations of the European 
Crisis (and why you should care)  

 Erik Jones (SAIS, Johns Hopkins) 

Hilary Term 
17 January A Schuman Compact for the Euro Area 

Ashoka Mody (Princeton) 
Discussant: David Vines (Balliol College) 

27 January The Eurozone crisis: An insider's view from Cyprus 
Michalis Sarris (Former Finance Minister of Cyprus) 
In association with SEESOX 

3-4 February Russell Kincaid travelled to give seminars at the 
European Commission and the ESM on the PEFM 
paper Avoiding new crises in the Euro Area 

12 February International workshop: Monetary and Regulatory 
Spillovers from Advanced Economy Financial Policies, 
hosted by Global Economic Governance and the 
Blavatnik School, in association with PEFM 

17 February Greece: Taking stock 
Eleni Louri-Dendrinou (Deputy Governor of the 
Bank of Greece) 
Discussant: Francisco Torres (Santander Visiting 
Fellow, St Antony’s College, Oxford) 
In association with SEESOX 

26 February Lecture: Can we save countries from economic 
crises? 
Max Watson (St Antony’s College, Oxford) 
Discussant: David Vines (Balliol College, Oxford) 
Hosted by the Foundation for Law, Justice and 
Society, in association with PEFM. 

11 March The making of a continental financial system: Lessons 

from early American history 

Vitor Gaspar (Former Finance Minister of Portugal, 

and now IMF Director of Fiscal Affairs) 

11-12 March Academic roundtable: The governance of EMU: 

Recasting political, fiscal and financial integration 

In collaboration with the Santander Fellowship 

13 March Russell Kincaid and Max Watson presented a paper 

at an IMF-Chatham House conference: International 

policy coordination: Macroprudential policies and the 

New Normal 

On 6 December, 2013, Nemat 

('Minouche') Shafik, a Deputy 

Managing Director of the IMF, led a 

roundtable discussion at St Antony's 

College on the governance of the 

euro area, organised by PEFM in 

collaboration with GEG/Blavatnik. 

Policy coordination: Assigning roles to macroeconomic 

and macroprudential policies 
August 2014 
On Thursday 10 July, Russell Kincaid participated in an IMF-Chatham 
House seminar on international policy coordination in Washington 
DC. He presented a paper, co-authored with Max Watson. 

Monetary and regulatory spillovers from advanced 

economies to emerging markets and developing economies 
April 2014 
Report on an international workshop, chaired by Ngaire Woods, 
Vijay Joshi and Max Watson, and organised by GEG-Blavatnik in 
association with PEFM – see feature on research into spillovers. 

Macroprudential policies in the Euro Area: Issues for 

the next ten years 
March 2014 

Valerie Herzberg and Max Watson explore the future contribution 

of macroprudential policies in the euro area. They see these as 

potentially playing an important role, given the absence of 

national monetary policies, the prevalence of bank-centric 

financial systems, the limited flexibility of the real economy, and 

the high costs of financial instability - including through 

contagion. They warn, however, about limitations in the 

effectiveness of macroprudential measures, whether structural 

or (particularly) cyclical in design. Achieving 'macroprudence' will 

typically require coordination with other policies. 
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