The Text of the EU Call

SSH.2010.1.2-1. Changing the role of the financial system to better serve economic, social

and environmental objectives

The challenge

The role of private finance in the economy has increased enormously since the early 1970s, both in terms of its share of the economy and especially its influence on the “real economy” and society. Financial de-regulation has led to the emergence of new kinds of finance activities and of new kinds of finance actors. Alongside this there has been a major shift in the activities carried out by banks and various types of funds. Financial innovation allowed by deregulation, including the huge development of derivatives and securitisation, has exploded.
However, with the deepening of the financial and economic crisis from 2007-2008, these developments have increasingly been questioned, in terms of their impact and effectiveness in serving economic, social and environmental objectives over the longer term. This challenge concerns both the existing role of finance in the economy and what should be its appropriate roles in relation to the public interest. The research would face the challenge of understanding the changing role of private finance (economic, social, political roles), its impact, how it might better serve economic, social and environmental objectives, and the outlook for the future.
Why it matters for Europe

For Europe these trends might have an influence in particular on:

- The growth of the real economy, its structure and productivity, and the longer-term systemic stability and potential of the economy as a whole;

- Social cohesion, inequalities, employment and personal risk at various ages, as well as environmental challenges;

- The public debate on models of society and economy and the definition of the public interest in a globalising world;

- The future role of the EU, its Member States, and their participation in international regulation and broader cooperation efforts as well as the impact on EU cohesion, governance of the Euro-zone in a time of instability.

Addressing the challenge

This challenge should be addressed through a balanced combination of research work and

complementary activities. The research should allow different views or disciplines to address

the challenge from different perspectives. Scientific steering should enhance

interdisciplinarity as much as possible and allow cross-fertilization and innovative research.

Complementary activities (such as stock-taking, foresight, dissemination and management

activities in particular) should buttress research with a view to enhancing an effective

management of research and its relevance for research per se and for current as well as future

public policies.

Research dimensions to be taken into consideration

1. The evolving role of finance in the economy and society and how this can be explained in economic and political terms, including commonalities and differences in paths of economic and social development and financial development. The assessment of various financial and economic theories and models and their application in regulatory regimes and their impact on societies and politics over time. How issues of values, ethics, trust and transparency are dealt with in different societies in this context; their role in the genesis of the crisis and tackling it; the relevance of corporate social responsibility.

2. The costs and benefits (both economic and social) of restructuring in the real economy induced by the requirements of financial markets and the financial sector, the role of financial and other actors, as well as the development of new economic activities in this context.

3. Regulation and governance of finance in an international and historical perspective, and related public policy issues such as taxation, the structure and function of the financial sector, regulation of the “shadow” banking sector, government guarantees, the role of offshore tax havens in Europe and outside Europe, regulatory competition.

4. The impact on developing countries and the development of international treaties and institutions better adapted to the challenges.

5. Related specific challenges for the EU in a context of the crisis; challenges to EU cohesion, fiscal policy, governance of the Euro-zone. The possible need for coordinated initiatives for active economic and social policies and their impact on longer-term goals.

WP1:  Role of Finance…lit review, cases…Vlerick

WP2:  Impact on The real economy…Bocconi

WP3:  Int’l Governance of the Financial System…Bocconi

WP4:  Impact on Developing Countries

WP5:  EU Governance and Policy…CEPS

WP6:  Agent-Based Simulation Stock Taking (archival data collection, clinical data collection, focus groups)…Bocconi

WP7:  Qualitative: Foresight and change experiments (stakeholder engagement and scenario building)…Oxford

WP8:  Knowledge Dissemination…EABIS
WP9:  Project Management…EABIS
 

