
Cyprus may be tiny but it could bring down the EU banking system

Bust banks cannot be saved by robbing savers - small depositors must be sacrosanct

Another example of short-term thinking that misses the longer-term dangers

Have EU policymakers taken leave of their senses? For policymakers to insist that
Cyprus confiscate small savers' bank deposits in order to save its banks makes a mockery of
depositor protection schemes everywhere and runs the risk of bank runs across Europe.

Trust is the cornerstone of banking. It is essential that those putting their money into
banks believe their funds will be safe. The whole point of depositor protection is to reassure
ordinary people that they can trust the system and know that their money is going to be
protected at least up to the promised level. As soon as that trust is lost and depositors want
their money back, the banks will no longer be able to function.

Bank shareholders and bondholders must pay the price of failure: If Cyprus' banks are
really bankrupt, then capitalism demands that they suffer any losses. Shareholders or
bondholders should know the risks of loss when investing their money and suffer the
consequences of failure if necessary. Protecting people who knew there was risk, by
punishing those who were always assured they were protected, will undermine trust in the
whole system.

Large depositors can be hit, but small depositors must be sacrosanct. It is likely that
the actions in Cyprus will undermine trust and confidence in banks across other EU
countries. It is absolutely essential that a depositor protection scheme must be honoured. No
ifs or buts.

Short-term thinking with long-term consequences: This plan has been stitched together
to try to avoid an immediate banking collapse, but if it goes ahead, it could cause a much
worse crisis for the rest of Europe's banks. Of course, Cyprus cannot be divorced from the
rest of the EU banking system or, indeed, global capitalism, but it would be better to make a
stand now than to undermine the basic principles of trust on which European banking
rests. Since 2008, the consequences of the banking crisis have been dealt with by a series
of short-term palliatives that seem sensible to avert an immediate meltdown, but fail to solve
the underlying problem. Even worse, many of the short-term measures have actually lulled
investors and policymakers into a false sense of security that they have solved the situation.

Banks that are bust cannot be saved by robbing savers who have trusted their money
to those banks.

Confidence is everything in retail banking. Once that is lost, all else will fail.
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