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Financial Architecture*jcms_2208 315..334

ANETA SPENDZHAROVA
Maastricht University

Abstract
The changes in the European financial architecture in the aftermath of the 2008 global financial
crisis have highlighted the tension between the need for greater centralization of financial regu-
lation at the EU level and the reluctance of some Member States to give up national regulatory
autonomy. This article analyses the attitudes of new EU Member States toward the EU financial
regulatory reforms. It investigates whether the extent of foreign ownership in the domestic finan-
cial sector, Euroscepticism, government support for deregulation and recent experiences of a
severe financial crisis have an impact on countries’ reservations. According to the results of the
analysis, the higher the foreign ownership of a country’s financial sector, the more reservations
it expresses. The Eurosceptic attitude of the political parties in government matters as well. The
more the governing political parties are opposed to EU integration in general, the more reser-
vations one finds in a country’s official position on the new EU financial architecture.

Introduction

The new European financial architecture, redesigned in the aftermath of the 2008 global
financial crisis, brings about the most extensive and systematic overhaul of financial sector
regulation in the European Union. Named after the chairman of the high-level expert
group on financial supervision, Jacques de Larosière, the framework will have a substan-
tial and lasting impact on the regulatory systems of the Member States. For example, the
centralization of financial supervision entails a transfer of decision-making power from
the national supervisory authorities to new European authorities. While this is not a simple
zero-sum game in which the national authorities are bound to lose out, transferring some
competences is inevitable in order to make the single European financial regulatory
regime work. It is still an open question what gains in economies of scale, information-
sharing and more effective risk management can offset sovereignty losses.

EU Member States with large financial sectors such as the United Kingdom, France and
Germany have scrutinized the regulatory proposals and defended their policy preferences
quite vocally (Parker and Masters, 2009; EurActiv, 2010; Quaglia, 2010). By contrast, the
literature has not examined systematically the policy preferences of the EU’s central and
eastern European new Member States. Having joined the Union in 2004 and 2007, those
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states are relative newcomers to EU decision-making. In issues of regulatory governance,
they tend to be rule-takers rather than active rule-makers (Goetz, 2004; Vachudova, 2005;
Sissenich, 2006). However, the stakes in the current financial regulation overhaul are high,
given the large foreign (predominantly EU) ownership of their financial sectors (ÖNB,
1999; Fries, 2005). It is important to understand the attitudes of new EU Member States
toward the current financial regulatory reforms because the region is increasingly economi-
cally interconnected with the rest of the EU and any regulatory failures in central and eastern
Europe will have negative repercussions for the Union at large.

For all EU Member States, the key question in the financial regulatory overhaul was
which responsibilities to transfer to the European level and which to keep at the national
level. The financial crisis showed that EU supervisory convergence under the Lamfalussy
framework was insufficient. At the same time, enhanced co-operation and co-ordination
among the national supervisory authorities are essential because the stability of the
European financial system depends on ‘the weakest link in the chain’ (Bini Smaghi, 2009).
How can national regulatory authorities be integrated closely in a centralized European
framework without a significant loss of national regulatory powers? To tackle this ques-
tion, we need to understand better Member States’ reservations about the new European
financial architecture.

This article analyses the official positions of central and eastern European EU Member
States on the de Larosière financial regulation policy package. The article begins with an
overview of the institutional features and innovative aspects of the de Larosière framework.
Then, it considers the politics of regulatory reform and why some Member States are
reluctant to transfer power to the EU level. In the following section, five hypotheses
about the sources of variation in countries’ reservations are tested. The impact of foreign
ownership of the financial sector, Euroscepticism, government attitude toward deregulation
and recent experiences of a severe financial crisis are then explored. The results support the
foreign-ownership hypothesis: the larger the market share of foreign banks, the more
reservations countries express about transferring regulatory power to the EU level. Further-
more, the Eurosceptic attitude of the political parties in government matters. The more the
governing political parties are opposed to EU integration in general, the more reservations
we find in a country’s official position on the new EU financial architecture. The final
section sums up the main findings of the article.

I. EU Financial Regulation since 1999: From Lamfalussy to
de Larosière

The 2008 global financial crisis highlighted the weaknesses of the single passport Euro-
pean financial system designed in the 1980s and 1990s and the need to overhaul the EU’s
financial regulation (Lannoo, 2008; Begg, 2009; Hodson and Quaglia, 2009). Let us
consider a few important earlier milestones in EU financial regulation before we discuss
the main features of the de Larosière framework. The first overarching policy at the EU
level in the realm of financial markets and services was the Financial Services Action Plan
(FSAP) for the period 1999–2005. However, due to the slow implementation of the FSAP,
in 2000, the Ecofin Council of Ministers appointed a Committee of Wise Men chaired by
Alexandre Lamfalussy, which put forward a series of measures to achieve EU-wide
convergence in regulating securities markets. Ultimately, it developed the four-level
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regulatory approach shown here in Appendix I. The so-called ‘Lamfalussy framework’
was adopted in 2002 after lengthy negotiations between the European Commission and
the European Parliament. The principles outlined in the Lamfalussy Report for the
securities sector were also extended to banking and insurance (Quaglia, 2007). In 2004,
the Commission reviewed the Lamfalussy process and engaged in extensive consultations
to fine-tune its implementation. The Commission’s White Paper on Financial Services,
2005–2010, succeeded the FSAP (Commission, 2005).

Level 3 committees, commonly referred to as ‘3L3s’, are an important feature of the
Lamfalussy framework. The three committees – CEBS (banking), CESR (securities) and
CEIOPS (insurance) – were set up to foster the exchange of best practices across Member
States and sectors and facilitate the convergence of regulatory outcomes (ECB, 2007).
However, they could only issue non-binding recommendations. In November 2005, the
three committees signed a joint protocol on co-operation to ensure greater coherence and
consistency in their actions. The target actions were information-sharing, exchange of
experience, reducing duplication of reporting, issuing joint reports and strategies for
future development (ECB, 2007). During the 2007 evaluation of the Lamfalussy process,
Ecofin suggested that level 3 committees strengthen the national application of their
guidelines, standards and recommendations. However, it did not recommend upgrading
the non-binding status of their recommendations in order to give them ‘more teeth’ (ECB,
2007).

In the aftermath of the 2008 global financial crisis, the European Commission
launched a new initiative to redesign the European financial architecture, following the
recommendations of the de Larosière Report (Commission, 2009a). It envisaged the
creation of a European Systemic Risk Board (ESRB) that would be in charge of
macro-prudential supervision – monitoring and assessing systemic risk in European
financial markets (Commission, 2009b). A second institution – the European System of
Financial Supervisors (ESFS) – would complement the ESRB in the area of micro-
prudential supervision. In September 2010, the Ecofin Council of Ministers and the
European Parliament gave the final seal of approval for the creation of the ESRB and
the ESFS (Tait, 2010). The ESFS includes three new European Supervisory
Authorities in banking, securities and insurance, shown here in Appendix II
(Commission, 2009c).

The first new institution – the European Systemic Risk Board – has been fairly
uncontroversial. It will monitor risks to financial stability in the EU-27 and its member-
ship will comprise the 27 national central bank governors of the EU Member States, the
two top European Central Bank officials, as well as representatives of the Commission and
the three newly created European Supervisory Authorities. The ECB will provide the
ESRB’s secretariat; the Board’s chair and vice-chair will be elected (Commission, 2009b;
Tait, 2009). The ESRB can request and pool data from the national supervision authorities
and central banks of the Member States. At the same time, its recommendations will be
confidential. With respect to sectoral representation, central bankers are the dominant
group in this body. Of course, once the ESRB becomes fully operational, it will have to
determine what is considered systemic risk, what range of economic parameters will be
assessed and monitored, and what actions will be taken in response to perceived threats to
financial stability. The ECB is currently involved in developing working papers and the
framework for this assessment (EurActiv, 2010).
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The second proposed institution – the European System of Financial Supervisors – has
caused significant debate, especially with regards to the powers of the new European
Supervisory Authorities – the European Banking Authority (EBA), the European Securi-
ties and Market Authority (ESMA) and the European Insurance and Occupational Pen-
sions Authority (EIOPA). The de Larosière regulatory framework generally builds upon
the institutional features of the Lamfalussy one. However, level 3 committees (3LSs)
received a strong institutional upgrade, becoming European Supervisory Authorities.
Among the core functions of the three authorities are developing and enforcing a common
supervision rule book in their respective sector and issuing binding decisions to ensure
greater regulatory coherence. These enhanced powers of the European Supervisory
Authorities have become the bone of contention among the Member States.

II. Why Reluctance to Transfer Regulatory Power to the EU Level?

Member States disagreed about how to strike a balance between supranational regulation
and national regulatory autonomy during the negotiations of the new EU financial archi-
tecture. Scholars and policy-makers have recognized the need for greater centralization of
financial regulation at the EU level, but they have also emphasized the indispensable role
of strong national supervisory authorities (Lannoo, 2008; Schoenmaker and Oosterloo,
2008; FSA, 2009). Thus reconciling the two objectives was a major part of the policy
negotiations. This section explores a number of common concerns among Member States
which were more reluctant to transfer regulatory powers to the EU level. I draw on a set
of semi-structured interviews with members of the Brussels Permanent Representations of
both old and new Member States who participated in the negotiations of the new European
financial architecture in 2009.

Among old Member States, France advocated greater centralization of regulatory
power at the EU level, supported often by Italy, Portugal and the Netherlands. By contrast,
the United Kingdom expressed the most vocal concerns about extensive transfer of
competences from the national to the EU level. Britain’s reservations were often sup-
ported by Spain and the Czech Republic (Personal Interview 1, 2010; Personal Interview
2, 2010).

Paul Myners, United Kingdom Financial Services Secretary from October 2008 until
May 2010, explained Britain’s main concerns about the new European financial architec-
ture in a House of Lords hearing. He pointed out that accountability was a major problem.
At the end of the day, national finance ministries and central banks would bear the
responsibility for bank bail-outs and would be held accountable for their actions – not the
European Supervisory Authorities. Myners stressed that ‘in the absence of such account-
ability, it could make a crisis much harder to manage or resolve’ (House of Lords
European Union Committee, 2009, pp. 12–13). He added that centralized European
supervisory bodies would also lead to a loss of regulatory diversity because they would
deny national supervisors the ability to fine-tune regulations to their national context,
experiment and learn from each other.

The United Kingdom’s main reservations about the new EU financial regulatory
framework were echoed by a number of new Member States. As one negotiator from a new
Member State Permanent Representation summed up: ‘Power must be linked to responsi-
bility. Giving the European Authorities a lot of regulatory power, while leaving all the
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responsibility at the national level creates more hazard in the end’ (Personal Interview 4,
2011). New Member States acknowledged that more regulatory co-operation was necessary
and desirable and were not apprehensive about transferring power to the supranational level
per se. They did worry, however, about the fiscal and accountability consequences of
transferring regulatory power to the EU. Czech central bankers were particularly prominent
in voicing their concerns. In a recent interview, the vice-governor of the Czech Central
Bank, Mojmír Hampl (2010) described the new European financial regulatory framework
as follows:

This is a classic bureaucratic response: faced with a problem, create a new institution.
What a mistake. If we merely add new institutions to EU countries’ already Byzantine
arrangements, we will fail to address the effectiveness, flexibility and smoothness of
information transfer through the EU-level supervisory system [. . .] we need to start with
national supervisors first and then if necessary go higher to the European level, not the
other way round.

Furthermore, the early policy proposals lacked a clear vision how to put the regulatory
framework in practice. For example, one interviewee pointed out that it was not specified
how claims against decisions by the European Supervisory Authorities would be filed and
processed (Personal Interview 4, 2011). To placate such concerns, in December 2009, the
Ecofin Council of Ministers reached an important agreement about the so-called ‘triple-
lock’ safeguard. This mechanism ensures that Member States have multiple appeal options
at their disposal regarding decisions taken by the three new European authorities. As a first
option, a Member State can appeal a decision in the Ecofin Council. A simple majority of
at least 14 Member States can then overturn that decision. The European Court of Justice
is the next level of appeal. As a last resort, a country can also appeal a decision in the
European Council if the first two measures fail (EurActiv, 2009a, b).

Home-host supervision arrangements in the new regulatory framework were a particu-
lar concern for central and eastern European Member States. New Member States that are
predominantly hosting foreign financial institutions were worried that the new rules would
leave them in a weak position to oversee the domestic market (Personal Interview 3,
2010). National regulators, especially in the banking sector, raised an alarm that giving the
European Supervisory Authorities the power to issue binding decisions on individual
cases could result in new Member States’ footing the bill for bail-outs of foreign branches
and subsidiaries operating in their jurisdiction. Furthermore, the initial policy proposals
seemed to limit the range of national discretions available to Member State regulators to
impose more stringent capital requirements on foreign-owned branches and subsidiaries.
Thus the balance sheet looked rather troubling to some national financial regulators: the
state would take on a fiscal burden if a bail-out was necessary, but it would give up
regulatory power over the domestic market. Let us now examine more systematically the
reasoning behind new Member States’ reservations toward the new European financial
architecture.

III. Comparing New Member States’ Positions on the EU Financial
Regulation Reforms

This section clarifies the dependent variable in the hypothesis-testing part of the article:
number of reservations about transferring regulatory powers. The reservations score,
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shown in the last column of Appendix III, is an additive index composed of the total
number of reservations expressed by Member States in their official position on the de
Larosière policy proposals. While this part of the article engages in a qualitative analysis
of new Member States’ official positions, we still need to establish clear benchmarks for
a systematic comparison. As discussed earlier, the central tension is between, on the one
hand, the need to centralize regulatory power at the EU level in order to benefit from
economies of scale and, on the other hand, the distribution of responsibilities between the
national and the EU levels (Begg, 2009; Masciandro et al., 2009). Thus, I will examine the
opinions regarding the following themes: national versus supranational competences;
national discretions; and dispute settlement mechanisms. Appendix III summarizes the
results of the analysis.

First, in the multi-level governance structure of EU financial supervision, the envi-
sioned European Supervisory Authorities will need ‘teeth’ in order to be taken seriously.
Under the new legal framework, the European Supervisory Authorities can issue legally
binding decisions that could, in theory, trump Member States’ regulatory preferences
(Commission, 2009c). Thus we need to investigate Member States’ views on the desirable
division of national and supranational competences in financial regulation.

Second, the European Supervisory Authorities will rely on Member State regulators
for a steady supply of information, day-to-day supervision, and taking the fiscal respon-
sibility for EU regulatory decisions and possible bail-outs. For example, the so-called
‘burden-sharing’ provisions may entail that Member States’ taxpayers will be forced to
bail out the domestic parts of insolvent cross-border institutions, which are supervised
predominantly by foreign and the European authorities. A very fine balance must be
established between decision-making powers and the fiscal responsibilities for those
decisions. With this in mind, we may expect Member States to request keeping in place the
system of national discretions in sensitive domestic circumstances.

Third, conflicts between national supervisory institutions and the European Super-
visory Authorities are likely to emerge. The rationale becomes clearer when we look at
the existing accountability arrangements. At the EU level, the European Supervisory
Authorities can be called to account for their decisions and actions before the European
Parliament. Similarly, national supervisory bodies are held accountable by their national
parliament and government. Yet, according to the new European financial architecture,
a national supervisory body will be responsible for implementing decisions taken at the
European level. What will happen if a Member State government disagrees with the
binding recommendations of the European Supervisory Authorities and decides to pres-
sure the national supervisory authority to intervene in matters that are practically
beyond its competences? We could expect Member States to be rather concerned about
establishing a fair and credible system of dispute settlement in case of conflict between
national supervisory bodies and their European counterparts. I will now elaborate on
each theme in turn, using examples from the official positions.

National versus Supranational Competences

A first set of arguments explaining new Member States’ reservations about transferr-
ing regulatory responsibilities to the EU level refers to the preservation of important
supervisory competences at the national level. One of the countries expressing most
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reservations, the Czech Republic, rejects the proposed European System of Financial
Supervisors altogether because ‘it is unacceptable to weaken national supervisory authori-
ties’ powers, particularly in emergency situations when they are directly responsible for
maintaining financial stability’ (Czech Republic, 2009, p. 4). Another country with many
reservations, Estonia, is concerned about the ambiguity in the Commission’s Communi-
cation regarding the division of responsibilities between the national supervisory bodies
and the envisaged European ones. The position stresses that ‘existing national supervisors
should continue to carry out day-to-day supervision over the existing supervised entities’
(Estonia, 2009, p. 3). The Slovak Ministry of Finance also calls for a clear division of
labour between the ESRB and the national supervisory bodies: ‘[T]he ESRB should not
interfere with the competences of the national supervisors, as its main task would be to
assess the systemic risks at macro-prudential level’ (Slovakia, 2009, p. 1).

According to the legislative proposals, the new European Supervisory Authorities will
be able to decide on capital add-ons for individual financial institutions. The Polish
Financial Supervision Authority considers this ‘a significant shift of powers’ that would
deprive national supervisors of a crucial supervisory competence (Poland, 2009, p. 2).
Because capital requirements are an important lever to control the level of risk that an
institution can take in the local market, the Polish FSA wants to keep this competence in
the hands of national authorities.

The supervision of cross-border financial institutions is another very sensitive issue for
the EU’s new Member States. The Slovak Ministry of Finance is wary of shifting powers
away from national supervisors to the so-called ‘home’ regulators of cross-border entities
(Slovakia, 2009, p. 2). The Romanian and Polish positions echo this concern: the ‘host’
supervisor should have sufficient regulatory power to influence the national market in case
a subsidiary is in worse condition than its parent company or the cross-border group as a
whole (Romania, 2009; Poland, 2009).

The Hungarian position on the new EU financial regulatory framework pays special
attention to the issue of supervisory colleges for cross-border financial institutions. The
Hungarian Ministry of Finance supports supervisory colleges in the short term in order
to facilitate the day-to-day supervision of cross-border financial conglomerates, but it
suggests that this system should be changed in the long term in order to establish a
more institutionalized framework (Hungary, 2009a, p. 2). The Hungarian National Bank
warns that ‘the development of supervisory practices at the college level can lead to
fragmentation’ (Hungary, 2009b, p. 2). According to the central bank, this is due to the
different levels of risk tolerance and risk perception among different colleges of super-
visors, even within the same Member State, which is a ‘threat to comparability and
equal standards’ (Hungary, 2009b, p. 2).

National Discretions

While most central and eastern European Member States recognize the need to eliminate
some national discretions in order to achieve and sustain regulatory harmonization in the
EU, most positions call for preserving the system of national discretions. The Polish
Financial Supervision Authority demands a careful assessment of which national options
and discretions are crucial for the functioning of national supervisors and need to remain
in place (Poland, 2009, p. 1). Estonia is willing to give up some national discretions ‘in the
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name of larger harmonization and far-reaching EU Single Market’, but it also advocates
the renewal of national discretions and flexibility mechanisms, especially in the realm of
crisis management (Estonia, 2009, p. 5). The Hungarian Central Bank generally supports
regulatory harmonization at the EU level, but it advocates national discretions and
opposes the creation of ‘a single uniform rule book for the community as a whole’
(Hungary, 2009b, p. 1).

Rather critical toward the proposed EU financial regulation architecture, the Czech
position departs from the tone of other new Member States and explicitly calls for the
elimination of all national discretions. At the same time, it rejects the transfer of power to
the EU level altogether: ‘We cannot accept the model of European financial market
regulation and supervision proposed in the EFS document’ (Czech Republic, 2009, p. 2).
Thus the call to eliminate national discretions is in the context of relying exclusively on
national regulatory solutions to ensure the stability of the financial sector.

Dispute Settlement

The last set of arguments explaining new Member States’ reservations about transferring
supervisory responsibilities to the EU level refers to the proposed dispute resolution
system. The bone of contention here is the binding power of decisions issued by the new
EU supervision authorities. Needless to say, without binding power, the European regu-
lators will have no ‘teeth’. However, can Member States trust their judgement uncondi-
tionally? The dispute settlement aspect of the European financial sector regulatory
architecture is problematic for most new Member States. Countries expressing many
reservations toward transferring powers to the EU level such as the Czech Republic,
Estonia and Poland are vocal against some of the proposed mechanisms. For example,
Estonia is against the proposal for ECB binding mediation to resolve conflicts among
national and European financial sector supervisors. According to the Estonian position,
the mandate of the ECB should be limited to monetary policy and ensuring financial
stability (Estonia, 2009, p. 3).

On the micro-prudential level, the Slovak position is explicitly against authorizing the
European Supervisory Authorities to issue legally binding technical decisions applicable
to individual institutions supervised by the national authorities. Slovakia also opposes
legally binding EU mediation between national supervisors in case of conflict (Slovakia,
2009, p. 2). Furthermore, the Hungarian Ministry of Finance expresses concerns that the
proposed system of peer review recommendations in the ESFS will result in de facto
binding advice that constrains the national supervisory authorities (Hungary, 2009a, p. 2).

Latvia’s position highlights the difficulty of reconciling binding EU dispute resolution
with the primary mandate of national supervisors to oversee the stability of the national
financial market (Latvia, 2009, p. 3). The Romanian position adds a fiscal concern:
binding dispute resolution competences of the European authorities can trump decisions
taken by the national regulators. However, in the end, national regulators bear the fiscal
responsibility for implementing the regulatory measures (Romania, 2009, p. 2). Consis-
tent with its general position on the new EU financial architecture, the Czech Central Bank
maintains that the transfer of decision-making powers to the European level while fiscal
liabilities remain with the national supervisors is unacceptable. It is particularly difficult
for national supervisory bodies to align their actions with both national and European
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priorities: ‘A national supervisory authority is accountable to its national parliament, and
in some cases partially to its national government, and cannot simultaneously be account-
able to the European authorities’ (Czech Republic, 2009, p. 5).

IV. Determinants of New EU Member States’ Reservations about the
de Larosière Framework

Now that we understand better new Member States’ reservations about the European
financial architecture, I will investigate what the most important determinants of variation
in those reservations are, taking into account the region’s political economy. Large foreign
ownership is a first striking feature of new Member States’ financial sectors. In the early
and mid-1990s almost all central and eastern European countries liberalized their financial
sectors, but scholars have observed significant variation in states’ willingness to accept
high levels of foreign ownership (Bonin and Wachtel, 1999; Epstein, 2008a). Currently,
the most developed part of financial services in the region – banking – is dominated by
large European banks such as UniCredit, Raiffeisen and Société Générale (Berglöf and
Bolton, 2002; Fries, 2005). While the sweeping privatization of assets across the economy
was generally accepted as a necessity in the 1990s (Vachudova, 2005), many policy-
makers and practitioners in the region are now rethinking the scope of foreign ownership
and role of government regulation (Lindstrom and Piroska, 2007; Estrin, 2009; Morow,
2009).

According to the first hypothesis tested here, the stronger foreign banks are in the
domestic market, the more reservations a Member State will express about transferring
regulatory powers to the EU level. This proposition is broadly grounded in the insights of
the varieties of capitalism literature that the structure of the national economy shapes
policy-makers’ regulatory choices (Hall and Soskice, 2004). Furthermore, we know that
international institutions’ push for more financial sector liberalization was met with
resistance in central and eastern European countries where nationalist striving and desire
for autonomy were high (Epstein, 2008b; Vachudova, 2008). The causal mechanism
behind the first hypothesis is that the ‘host’ domestic regulators already have less regu-
latory power than the ‘home’ supervisors of the foreign financial institutions. A further
transfer of regulatory powers to the EU level can undermine completely the ability of
‘host’ regulators to influence the behaviour of financial institutions active in their national
market.

H1: The larger the market share of foreign banks, the more reservations countries express
about transferring regulatory powers to the EU level.

At the same time, economic interests and the structure of the domestic market may not be
the main factors shaping policy-makers’ stance on transferring regulatory powers to the
EU level. According to the two-level games literature in international relations (Goure-
vitch, 1978; Putnam, 1988), a mobilized domestic audience can constrain the govern-
ment’s position in international negotiations. In this case, a more Eurosceptic public may
compel the government to defend more staunchly the decision-making powers of national
financial regulators vis-à-vis their European counterparts.1 This argument resonates with

1 I thank Lucia Quaglia for pointing out the relevance of Euroscepticism.
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research on new Member States’ uneven progress toward qualifying for eurozone mem-
bership due to the high domestic costs of reining in government spending and observing
the strict conditions of the Stability and Growth Pact (Johnson, 2008).

H2: The more Euroscepticism is present in the domestic political system, the more
reservations countries express about transferring regulatory powers to the EU level.

Furthermore, the partisan preferences of the governing parties may also affect the coun-
try’s position. Here, I expect political parties in favour of deregulation to be more open to
European solutions because they bolster the single market. I will, therefore, investigate
whether governing political parties in favour of deregulation express fewer reservations
toward the new European financial architecture.

H3: Governments in favour of deregulation express fewer reservations about transferring
regulatory powers to the EU level.

In the aftermath of the global financial crisis, emerging economies such as those in central
and eastern Europe faced growing current account deficits and external debts (Griffith-
Jones and Ocampo, 2009). Exploring eight centuries of financial crises, Reinhart and
Rogoff (2009) have found that global crises often begin in the most advanced economies,
but their effects are quickly passed on to weaker economies such as those in central and
eastern Europe through commodity prices, capital flows, interest rates and shocks to
investor confidence.

The economic vulnerability of the region may prompt new EU Member States to be
more open to supranational solutions. I chose the two most recent financial crises – that
of 2008 and the Asian financial crisis of the mid-1990s – to check whether we find
evidence for ‘policy learning’ from crisis and failure (May, 1992; Rose, 1993; Stone,
1999). I expect Member States that were severely affected by the two recent crises to see
EU regulation in a more positive light, as a way to pre-empt vulnerabilities in the domestic
economy. The causal mechanism behind H4 and H5 below is that severe financial crises
induce risk-averse behaviour and make governments more aware of transnational conta-
gion effects.

H4: Countries that experienced a severe crisis in the current period express fewer reser-
vations about transferring regulatory powers to the EU level.

H5: Countries that experienced a severe crisis in the mid-1990s express fewer reservations
about transferring regulatory powers to the EU level.

V. Operationalization and Analysis

Let us now consider the operationalization of the dependent and independent variables in
the analysis and the results of the empirical investigation. I operationalize the dependent
variable – reservations about transferring regulatory power to the EU level – using the
official Member State positions on the de Larosière policy proposals available at the
stakeholder consultation website of DG Internal Market.2 The official positions explain
the governments’ reasoning and any misgivings about the de Larosière policy proposals.

2 A range of national and private actors’ official positions are available on the stakeholder consultation website of DG
Internal Market: «http://circa.europa.eu/Public/irc/markt/markt_consultations/library».
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The article does not analyse Lithuania’s preferences as no official position was publicly
available. For the hypothesis testing part of this article, the number of reservations in each
position paper are counted and summed up in order to derive a composite ‘reservations
score’ shown in the last column of Appendix III.3 To ensure transparency of the coding
procedure, the reservations themselves are also reported in Appendix III. The higher the
score on the reservations index, the more critical a country’s position is toward transfer-
ring financial sector regulatory powers to the EU level.

I consider the official country positions available on the EU stakeholder consultation
website to be representative of the government’s position. In each country, the positions
were prepared by a national administrative actor such as the finance ministry, central bank
or a national financial supervision agency. As the government has the ultimate power to
release or withhold a position, in my view, it is reasonable to assume that the publicly
available document reflects the government’s preferences.

The first independent variable tested in the article is the strength of foreign banks in the
domestic market of the central and eastern European EU Member States, measured as the
market share of foreign banks in the total amount of domestic assets. Why choose the
market share of foreign banks as the relevant indicator? The banking sector in central and
eastern Europe is stronger than the securities and insurance ones and has the most assets
under management (EBRD, 2010). Thus, the indicator gauges well the relative strength of
foreign businesses in the domestic financial markets of new EU Member States.

I operationalize the second independent variable – Euroscepticism – using a public
opinion measure and a political party measure. Euroscepticism in the general public is
widely measured using standard Eurobarometer survey questions such as ‘Do you think
that for your country membership in the EU is a good thing, a bad thing, neither a good
nor a bad thing’ (see, for example, Steenbergen et al., 2007; De Vries and Edwards, 2009).
For the purposes of this article, the question ‘For each of the following areas
[QA36a.10 = Economy], do you think that decisions should be made by the (Nationality)
Government, or made jointly within the European Union?’ is very appropriate (Commis-
sion, 2008). The scores reported in Table 1 are the percentages of respondents saying that
in the economic policy area, decisions should be made exclusively by national govern-
ments. Thus, a higher score indicates a more Eurosceptic attitude.

In addition, scholars have analysed Euroscepticism in political parties (Taggart and
Szczerbiak, 2002; Hooghe et al., 2010; De Vries, 2010). Thus I also investigate whether the
level of Euroscepticism in the governing political parties matters. The number reported in
Table 1 is the average Euroscepticism score for the governing parties taken from the 2006
Chapel Hill Expert Survey (Hooghe et al., 2010). A lower score means a more Eurosceptic
attitude, and the range is 1–7. I operationalize the deregulation variable using again the 2006
Chapel Hill Expert Survey. The number reported in Table 1 is the average deregulation
score for the governing parties. A higher score means that the government is more
supportive of deregulation, and the range is 0–10.

According to H4 and H5, experiencing a severe crisis makes national regulators more
willing to transfer regulatory powers to the EU level. The two most significant recent

3 To make the coding procedure as transparent as possible, one of the sections in this article presents an in-depth exploration
of the official positions and further clarifies the dependent variable in the hypothesis-testing part of the article: number of
reservations toward transferring regulatory powers to the EU level.
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crises relevant for this article are the Asian financial crisis4 that affected most emerging
economies in the mid-1990s and the global financial crisis of 2008. In both crises, I
measure the yearly drop in GDP and take a 6 per cent drop to indicate a severe crisis. The
threshold was established based on a Bank for International Settlements analysis indicat-
ing that the median depth of economic contraction in the 2008 crisis was 6 per cent
(Cecchetti et al., 2009). My reasoning is that a severe economic contraction, larger than
this threshold, is likely to elicit a stronger policy response. I expect Member States that
were most severely affected by the two recent crises to see EU regulation more positively,
as a way to pre-empt transnational contagion effects. Table 1 summarizes the values of the
dependent and independent variables.

H1: The larger the market share of foreign banks, the more reservations countries express
about transferring regulatory powers to the EU level.

H2: The more Euroscepticism is present in the domestic political system, the more
reservations countries express about transferring regulatory powers to the EU level.

H3: Governments in favour of deregulation express fewer reservations about transferring
regulatory powers to the EU level.

H4: Countries that experienced a severe crisis in the current period express fewer reser-
vations about transferring regulatory powers to the EU level.

H5: Countries that experienced a severe crisis in the mid-1990s express fewer reservations
about transferring regulatory powers to the EU level.

The small number of observations over a one-year period precludes any sophisticated
statistical modelling. Instead, I opt for testing the hypotheses separately using bivariate
correlations between the variables in the relevant hypothesis. H1, H2 and H3 are tested
using Kendall’s tau-b statistic, as the variables are at least ordinal. The statistically
significant positive value of the test statistic lends empirical support to H1: the larger the
market share of foreign banks, the more reservations countries express about transferring
regulatory powers to the EU level. While the public opinion Euroscepticism variable is not
statistically significant, the political parties variable is. The negative statistically signifi-
cant value of Kendall’s tau-b statistic shows that the more opposed the governing parties
are to European integration in general, the more reservations the country expresses in its
official position. Thus the political parties version of H2 is also supported.

By contrast, the empirical analysis disconfirms H3, H4 and H5. There is no evidence
in the sample that the governing parties’ attitude toward deregulation is related to the
expressed number of reservations. The effect of crisis was tested as a dummy variable,
where a GDP drop of 6 per cent or more was coded as 1. In both instances of crisis –
1997 and 2008 – the Chi2 statistic is not significant. This indicates that there is no
relationship between experiencing a severe crisis and the number of reservations
expressed about transferring regulatory powers to the EU level. My findings are in line
with David Mayes’ (2009, p. 1013) conclusion that Nordic countries which had

4 The EBRD data reported in the table were double-checked with World Bank data. There were no discrepancies. I also
checked whether any countries in the sample experienced the Asian financial crisis before the most severely affected states,
Bulgaria and Romania, but that was not the case. Thus the 1997 GDP growth indicator captures well the overall experience
of the Asian financial crisis in the region.
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experienced severe financial crises were not more aware of the risks and better prepared
to tackle the 2008 global financial turmoil. Experience of crisis alone does not provide
sufficient impetus for policy adjustment.

Conclusions

This article analysed the official positions of central and eastern European EU Member
States on the de Larosière financial sector regulatory reform proposals. I tested five
hypotheses about the sources of variation in countries’ reservations toward transferring
regulatory power to the EU level. I also examined in depth the content of new EU Member
States’ positions, focusing on three aspects: national versus supranational competences,
national discretions and dispute settlement. The empirical test confirmed H1 and H2. The
larger the market share of foreign banks, the more reservations countries express about
transferring regulatory powers to the EU level. In addition, the more the governing
political parties are opposed to EU integration in general, the more reservations we find in
a country’s official position on the new EU financial architecture. However, H3, H4 and
H5 regarding the government’s attitude toward deregulation and severe crises were
rejected.

The results of the empirical analysis suggest that in policy areas such as financial
regulation, which are insulated from public scrutiny and are not frequently discussed in
the media, decision-makers are not driven by the general Eurosceptic sentiment of the
public. At the same time, I do find evidence that the Eurosceptic attitude of the political
parties in government matters. The more the governing political parties are opposed to
EU integration in general, the more reservations we find in a country’s official position.
Furthermore, issue-specific dynamics are quite important when policy-makers decide
whether to embrace initiatives for further integration or proceed more cautiously. In the
case of central and eastern European Member States, the narrow scope of national
regulatory power in the predominantly foreign-owned financial sectors turns out to be a
crucial concern. According to my empirical investigation, this is one of the main factors
shaping new Member States’ preferences about the recent EU financial regulatory
reforms.
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Appendix I: Lamfalussy Regulatory Framework
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Appendix II. De Larosière Regulatory Framework
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Appendix III. New EU Member States’ Reservations about the de Larosière
Framework

EU Member
State

Division of
competences

National
discretions

Dispute
settlement

Score

Bulgaria Day-to-day supervision
national.
Home-host supervision.

Preserve some. Calls for fairness in
mediation.

4

Czech
Republic

Supervision at national
level.
Home-host supervision.

No national
discretions.

Against legally binding
mediation and decisions.
Accountability concerns.

5

Estonia Day-to-day supervision
national.
Home-host supervision.

Preserve some.
Flexibility
mechanisms.

Against ECB role in
mediation.

5

Hungary Day-to-day supervision
national.
Home-host supervision.

Preserve some. 3

Latvia Against legally binding
mediation and decisions.
Accountability concerns.

2

Lithuania n/a

Poland Home-host supervision.
National decision on
capital requirements.

Against legally binding
mediation and decisions.
Accountability concerns.

4

Romania Home-host supervision.
Respect subsidiarity
principle.

Against legally binding
mediation and decisions.

3

Slovakia Day-to-day supervision
national.
Home-host supervision.

Preserve some. Against legally binding
mediation and decisions.
Accountability concerns.

5

Slovenia Concerns whether
Commission has legal basis
to delegate powers to ESAs
(Meroni case).

Against legally binding
decisions.
Accountability concerns.

3
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