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1.Some crucial observations about financialization

®*Observations:

Recurrent crises of financialized economies since the 1990s
raise doubts as to whether the liberalized financial markets
are apt to allow economies to evolve on a sustainable
macro stable path.

® Context:
Financialization of economies enlarged uncertainties that
f ave huge impacts on the final (mal)adjustment of economic

mbalances.
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Dominant beliefs in support of financialization :

he IMF ther 1de financial
ntermediaries muc |

positive assessment contained in September 2005 GFSR that
global financial system has yet again gathered strength and
sTence” has been validated by recent developments.” (p. 1).
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Figure 1.1. Financial Indicators for u.S. and
European Banks
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Source: IMF stalf estimates.
NB: Curves added by the Author.
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®* Greenspan (20C 1singly complex financial

instruments have contributed to the dvelopmen’r of a far more flexible,

efficient, and hence resilient financial system than the one that existed just a

2@0 rter-century ago”.




If these facts do not provide authorities with relevant information

about the soundness of the financial system,

What alternative analysis?

=» Focusing on the monetary characteristics of a capitalist economy

=» Drawing upon the institutionalist understanding of how a capitalist
economy operates (financialization and systemic stability)

Core assertion:

Financial self-regulation that rests on market incentives often results in

macro instabilities that threat the viability of the entire economy.



* VALUE ADDED:
PROPOSALS FOR STRUCTURAL CHANGES IN FINANCIAL REGULATION
AS A& SERIOUS ALTERNATIVE TO NEOLIBERAL ECONOMICS.

Proposal:
Public authorities should frame an EXTRA-MARKET PREVENTIVE

FINANCIAL REGULATION through the rule of precaution as'a

relevant policy guide in the cases where significant societal

damage may occur.

/ classical problematic: Financial stability is a public good that could not produced
%ﬂne market mechanisms (Societal advantages>private returns)




2. CHARACTERISTICS OF A MONETARY ECONOMY AND FINANCIAL
PARADOX

®* DECENTRALIZED INDIVIDUAL DECISIONS AND MARKET-BASED MONETARY
ECONOMY WORKS THROUGH A PAYMENTS SYSTEM

®* PAYMENTS SYSTEM = MONETARY SYSTEM:

WHICH

1) CREA

2) CIRCULATION/TERMS C .

3) ANNULMENT (REIMBURSEMENT/REPAYMENT) OF PRIVATE DEBTS that rest on

decentralized private individuals’ expectations about an uncertain- future.
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PAYMENT SETTLEMENT

AS MONEY WITH GENERAL PURCHASING AND DEBT-SETTLE
POWER :

=>» HENCE MO APP 'SOCIAL INSTITUTION BUT AT THE
SAME TIME IT RELIES ON PRIVATE (DEBT) OPERATIONS SINCE IT COMES

%

INTO THE PICTURE THROUGH THE PRIVATE FINANCING PROCESS.



THEREFORE MONEY IS AMBIVALENT AND TRANSVERSAL

- Ambivalent:

: : 10
9 VGT I

Everything and everyc e directly/indirectly involved in

monetary (debt) relations and then affected more or less by the evolution of
" money and financial markets.




FINANCE AS A DOUBLE-EDGED SWORD

—> Capitalist accumulation needs finance (bank credit, financial markets funding)

—2 But at the same time when financial markets become free of any related real economy

need and inflate through a speculative expansion of returns, capitalism collapses.

is,
higher growth in the financial sector reduces real growth fina
are not, in general, growth-enhancing, likely because the financial sector cc¢
the rest of the economy for resources amine the
of hat we normally think of
as the engn { his evidence, together with
cent experience during the \ads us to conclude that there is @ pressing neéd

reassess the relationship of finance and real growth in modern economic systems.”

Cecchetti and Kharroubi, 2015: 24).

- ?ﬂFigure below (lbid, p.2)



Graph 1

Financial sector growth and productivity growth'
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where yi. is the log of output per worker in country { In year £ Avie5e 15 the average growth in output per worker in country
from time t to t+5; Afdi.s: 15 the average growth in financial intermediation employment share in country { from time t to t+5;
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Sources: Cecchetti and Kharroubi (2012), Graph 5.




Unfortunately, this has not been admitted before the 2007-2008 world-wide turmoil since

the system-makers did repeatedly asserted the advantages of free financial markets.

Policies implemented from the late 1970s resulted in a generalized financialization of

major economies.
FINANCIALIZATION:

* A “pattern of accumulation in which profit making occurs increasingly through
financial channels rather than through trade and commodity production.” (Greta
Krippner)

e
cial

. conomic activity, of
inancic : assets among total
assets, of marke g financial assets, of the stock
arket as a market for cc ( ing corporate strategies, and of ?
tuations in the stock market as a determinant of business cycles" (Dore 2002)
xpanded role of financial motives, financial markets, financial actors and financial

institutions in the operation of domestic and international economies.
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3. HOW TO DEAL WITH THE RECURRENT INSTABILITIES? AN ALTERNATIVE
FINANCIAL REGULATION FRAMEWORK

A complex issue: how to design and to implement an alternative regulatory

reform in a global economy somewhat controlled by large multinational financial
firms that regards financial regulation as a set of constraints and restrictions and
not as a relevant framework that would let them adopt healthy strategies in order

to get back sustainable outcomes through time.

This issue is also related to the design good institutions that would be consistent

with the characteristics and prerequisites of a given economic and financial

/ stem.
/3




Institutions are the rules of the game of society or, more formally, the
humanly devised constraints that shape human interactions. [ . . . ]
Institutions reduce uncertainty by providing a structure to everyday life.
They are a guide to human interaction, so that when we wish to greet
friends on the street, drive an automobile, buy oranges, borrow money,;
form a business, bury our dead, or whatever, we know (or can learn
easily) how to perform these tasks. (Douglas North, 1990: 3—-4).

““Economic institutions determine the incentives of and the const
economic actors, and shape economic outcomes. As such, the
decisions, chosen for their consequences. Because differe
iduals typically benefit from different economi
' onflict over these social choice |
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This would rec utional framework able to

ermit a tight public supervision and regulation that could shape financial

Twarke’rs’ strategies so as to ensure macro-stability and societal viability.
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What an alternative financial regulation should sound like?

=>» From an institutionalist perspective, it is obvious that a relevant and systemically
consistent regulation should be relying on public institutions that seek at framing

financial markets to lead them to adopt macro-coherent behavior.

=>» The latter means that market working must be compatible with the characteristics

of a capitalist economy and its monetary and financial mechanisms.

=> As the latter, usually, display by their own nature unstable evolutionary
dynamics (see Hyman Minsky’s financial instability hypothesis, a coherent
organization of financial markets requires specific extra-market institutions
(agencies, tools, mechanisms) that must seek to design and implement rules in

order to increase the likelihood of systemic viability.
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1. Publicness of financial stability
Public goods (a specific neoclassical concept that might be meaningful to think of the
market malfunctioning):

Public goods belong to those cases of market failures that often call for publ'
intervention (Sobel, 2004).

Two distinct criteria can be used to assess the publicness of an economic variable:
1) Non-excludability and non-rivalry of the good (Samuelson 1954, Musgre
Olson 1965, among others)

2) Societal criticalness of the need for such goods that cannot be efficient
by private optimization plans.

ave (1959: 44): a public good: whose inherent qualliy re
003: individuals would all benefit from
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2. The concept: Macro-prudential regulation

Macro-prudential regulation must be substituted for micro-regulation schemas

hile

e individual

O :
=>»Incompc y

he former relies on individ sedom of action without relevant global’

view while

jve latter requires non-market-dependent, tight and regular public supervision.



3. The proposal: THE PREVENTIVE ACTION

A Macro-prudential PREVENTIVE approach to financial regulation:

A no-private-interests-related checking process

. ‘ b (] (]
activities-rel ate agencies’ ratings

n%bdnks’ internal ro
@

separation between regulator and regulatee
ing and adyvising activities must be insulated from each other and rating

e ?ias must be prevented from confusing both activities).



