
„Markets need to be shaped by politics, in the era of globalization and beyond 

national borders. Our guideline is to have as much competition as possible and as 

much regulation by the state as necessary.” 

From the Hamburg Programme, principal guidelines of the Social Democratic Party of Germany, 2007 
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A social democratic response to the global financia l crisis  

The world is facing the most severe financial crisis since 1929. Social democrats and 

progressives around the world must rise to the challenge of responding to an intense 

crisis of global capitalism. Speculation, greed for excessive returns, lax regulation 

and irresponsible managers have provoked once mighty global financial institutions 

to fail and markets to lose confidence. Workers, families and communities are now 

concerned about their immediate future and the effects the financial crisis might bring 

for their jobs and their savings. Citizens turn to governments and to progressive 

parties of the centre-left at a moment, in which liberalized global markets endanger 

livelihoods and further prosperity. 

Governments around the world have demonstrated their capacity to coordinate and 

act decisively against the current financial turmoil. Beyond the immediate response to 

this crisis, social democrats in many countries are bringing forward concrete proposal 

for better policy that will help to prevent such a crisis from happening again! Financial 

markets must be assigned their true, serving role in human society. 

Our joint path forward  

This time of crisis for international capitalism allows us to reassert the role of the 

public, the role of democracy and the role of government. This is the time to swing 

the balance in favour of the democratic state over the global market, in favour of 

public interest over private financial gain, in favour of accountable government over 

unaccountable speculation. This is the time to confidently reclaim the high ground in 

our debates with market liberals and to put forward our progressive vision of financial 

markets. Financial markets should never have any supreme role over other sectors, 

they should serve citizens, corporations, savers and the state in financing projects, 

facilitating savings and payment, and to finance human development and the 

response to global environmental challenges. Financial markets are but one 

component of prosperous development in democratic societies, they must not be 

allowed to rule our lives. 

Under the leadership of Peer Steinbrück, Vice Chairman of the SPD and Minister of 

Finance, the Social Democratic Party of Germany has asked an expert working group 

to propose policy measures for a better regulation and governance of financial 

markets. The following is a summary of their proposals. 
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Transparency and Stability in Financial Markets: 

14 Policy Measures  

 

To protect our citizens and businesses from declines in growth and prosperity, to 

better identify potential sources of crisis in financial markets, and to combat the 

impacts of crises better, we need a new balance between financial markets and the 

state. As in other fields, we need to progress towards a culture of sustainability and 

more long-term approaches. When developing internationally agreed rules for 

financial markets, we should concentrate on the following 14 measures: 

 

1. Increase liquidity and capital reserves for fina ncial institutions! 

The liquidity cushions required under regulatory law must be augmented, greater 

attention must be paid to liquidity risks and liquidity buffers must be created. Stress 

tests must be optimised and the involvement of supervisors must be enhanced. 

Capital requirements must rise significantly as well: We want minimum capital ratios. 

This applies not least to loans to hedge funds. In future, banks should have to hold at 

least 40 percent capital for these loans. 

 

2. Tighten accounting obligations for financial ins titutions! 

In the future, financial institutions must clearly state all risks on their balance sheets. 

They should not be allowed to transfer risks to special purpose vehicles – as was 

common to date. The EU Banking Directive is still not sufficiently precise in this 

regard. We believe there is an urgent need for a requirement to present risks using a 

standardised model. Current fair-value assessment must be made resilient to crises.  

 

3. Establish a minimum 20 percent retention for sec uritizations!  

We need greater risk awareness across the entire financial system. The separation of 

lending decisions from responsibility for the associated risk must be reversed. As a 

consequence, financial institutions may no longer be allowed to securitize and pass 

on 100 percent of their lending risk. On the basis of international rules, they must, in 

our view, bear at least 20 percent of the risk themselves in the future. 
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4. Ban detrimental short selling!  

Detrimental short selling – in other words, speculation on falling share prices without 

holding the actual shares – has made the financial market crisis even worse. 

Detrimental short selling that exacerbates crises must be banned at international 

level. 

 

5. Change incentive and remuneration schemes! 

Those who wish to benefit from profits must also bear losses. By amending financial-

sector reward and pay frameworks on the basis of an international code of conduct, 

we want to ensure that misconduct on the part of the individual is subject to sanctions 

for that person in the future. 

 

6. Make those responsible personally liable!  

We cannot accept the principle of “privatising profits and nationalising losses”. We 

need international standards on greater personal liability for financial market 

participants. Their responsibility must also be reflected in the option for joint and 

several liability. 

 

7. Strengthen European supervision!  

The European system of supervision must be improved further. Although initial steps 

have already been taken, they are by no means adequate. Above all, national and 

supranational cooperation between all regulatory authorities must finally be 

enshrined in the EU Banking Directive. The next step is to give the college of 

supervisors that are involved in regulating an international bank the powers to take 

binding decisions. 
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8. Improve ratings! 

We should look into creating a European rating agency as a counterweight to the 

ones that have existed solely in the USA up to now. Rating agencies’ advisory 

activities must be restricted. Rating agencies must undertake to apply the IOSCO 

Code of Conduct – which must be developed further. A European agency – 

potentially the Committee of European Security Regulators – should register and 

oversee rating agencies. The importance of ratings in assessing risks should be 

reduced. 

 

9. Give the IMF a new core role! 

We need enhanced early warning capacities and better coordination between the 

International Monetary Fund (IMF) and the Financial Stability Forum (FSF). To 

achieve this, the core competencies of both institutions must be bundled and 

enhanced. A joint IMF/FSF report could, in particular, raise the effectiveness of crisis 

prevention measures. 

 

10. Strictly regulate hedge funds and private equit y funds!  

Hedge funds and private equity funds must be monitored and regulated more 

effectively. The key issues for us are obligations to disclose asset and ownership 

structures, more stringent requirements to inform investors about risks, the limitation 

of excess debt financing and restrictions on investments.  

 

11. Demand more transparency from sovereign-wealth funds!  

We welcome the latest progress facilitated by the IMF in obtaining a voluntary 

commitment from sovereign-wealth funds on greater transparency. We support 

further international, European and bilateral steps towards constructively integrating 

sovereign-wealth funds into the global financial system. 

 

12. Strengthen participation rights for employees! 

Employees’ role in the governance and management of a company is an important 

instrument for the business’ long-term survival and must therefore be reinforced. 

There must be tougher sanctions for companies that breach their duties to provide 

information to works councils, as augmented through the German “Risk Limitation 

Act” (Risikobegrenzungsgesetz). 
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13. Plug the tax haven gap! 

Tax havens that exist internationally and the offshore financial centres that are largely 

free of regulation and legislation must be laid dry. Above all, we must fight tax 

evasion resolutely. We need new methods to do this. Regrettably, tax havens and 

places to park illegal funds still exist in Europe. Europe must therefore lead the way 

in combating both. We are calling for a revision of the EU Savings Directive with this 

aim. 

 

14. Preserve Germany’s three-pillar banking model –  consolidate the 

Landesbanken sector horizontally! 

We are committed to Germany’s tripartite, distinctively decentralised banking system 

of savings, cooperative and private banks. In the current crisis in particular, the 

federated group structures of the savings and cooperative banks have demonstrated 

a stabilising effect. For this reason, we reject the idea of converting savings banks 

into joint stock corporations or other organisational forms under private law. The 

Landesbanken sector must undergo horizontal consolidation. 
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Objective and membership of the expert working grou p 

Under the leadership of Peer Steinbrück, Vice Chairman of the SPD and Minister of 

Finance of Germany, the Social Democratic Party of Germany had asked a group of 

experts to consult on new and concrete policy proposals for more transparency and 

stability in international financial markets. 

Membership of the expert working group was drawn from members of the Bundestag 

and the SPD’s political offices, from bankers, trade-union executives, economists and 

researchers. All members of the group contributed intensively to the one-year work 

process and share the findings and policy proposals presented in this summary in 

their personal capacity. A list of members and their institutional affiliation can be 

obtained upon request from the group’s secretariat.  

 

 

 

 

 

 

 

 

 

Further Contacts 

SPD Party Headquarters 

Willy-Brandt-Haus 

D-10911 Berlin, Germany 

Tel.: +49 30 25991 0 

Fax: +49 30 25991 410 

 

Secretariat of the Expert Working Group 

Dr. Philipp Steinberg 

Tel.: +49 30 25991 513 

Pilipp.Steinberg@spd.de 

 

Department for International Policy 

Mr. Achim Post (Director) 

Tel.: +49 30 25991 0 

internationalsecretary@spd.de 


