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VARIETIES OF FINANCIAL
CAPITALISM, CRISIS, AND
ADJUSTMENT

Plus ca change, plus c’est la méme chose

Jana Grittersovd' j

Tn the last three decades, advanced industrial countries have faced challenges arising
from the globalization of financial markets." European economies faced additional
pressures from the Single Market Program with its supranational regulation and
adoption of a single currency. Scholars suggest that European bank-based systems
have become similar to the Anglo-Saxon model, where securities markets and
investment banks dominate. For Rajan and Zingales the fact that, in continental
Europe “since 1980, the stock market capitalization to GDP ratio went up more
than thirteen times, while the proportion of investments financed through equity
issues went up sixteen times,” is clear evidence of a convergence trend.’

This chapter advances the view that the bank-based versus capital-market-based
dichotomy is #ot obsolete and that cross-national heterogeneity in financial struc-
tures and practices in advanced democracies has persisted over time. The global
financial crisis of 2008, caused primarily by the excesses of deregulation and
securitized subprime US residential mortgages, underlined the weaknesses of
market-based financial systems. The variation in the intensity of the crisis and in
national policy responses reflected differences in national models of financial
capitalism. The extent and character of state interventions in the economy as a
response to the crisis served to reinforce the particular institutional features of the
preexisting models as opposed to undermining them.

The continued viability of financial capitalism’s institutional diversity in the
industrialized world hinges on institutions of nonmarket cooperation’s ability to
mitigate class and sectoral conflict among different sociopolitical groups — financiers,
industrialists, and workers — interested in preserving bank-based finance, Among the
most visible of such cross-class institutions that define the degree of corporatism in
a country are centralized structures of business confederations, coordinated wage
bargaining, as well as cohesive government and interest group interrelations.” In my
earlier work, I found evidence that the high degree of strategic coordination
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through extra-market institutions contributed to the development of banking
markets (measured by credit allocation) but it has been less conducive to the devel-
opment of capital markets (measured by the size and the activity of stock markets
and by the degree of liquidity that stock markets provide to the economy).* My goal
here is to show that coordinating institutions have not only helped corporatist
countries cope with financial globalization by compensating societal groups
through bank-centered finance and cross-shareholding, but also with the recent
fnancial turmoil and postcrisis stabilization.

The coalitional approach sketched here draws on the strengths of two bodies
of literature. With the corporatist theorists I argue that an ideology of social part-
‘nership and consensus building through corporatist institutions, which lies at the
heart of Katzensteins argument, has proved to be an important adjustment
mechanism to the instability of international financial markets.” From the interest
group theories, I take the insight that when interests of societal groups are mis-
aligned, economic outcomes can be disastrous for a couniry’s development.6 In
economies where market coordination is prevalent, the political strategies of
entrenched private interests aim to influence the regulation and policies, rather
than to forge a compromise.” The pervasive influence of the City of London on
British economic policies and of large investment banks on US policies might
explain the extent of economic crisis, the crisis management, as well as interna-
tional regulatory positions of national authorities.

This chapter offers empirical support for the explanations underlying the
importance of domestic structures. It parallels the argument made by Lake in his
contribution to this book to the extent that he considers domestic structures as
“npegotiated, dynamic, and a product of politics”” However, unlike Lake, who
observes the common trends actoss industrial democracies, T highlight the national
differences in forms of financial capitalism. Contrary to the conclusions of
Schwartz in this volume, moreover, my analysis suggests that in spite of a high
degree of capital mobility, financiers are still willing and able to make durable bar-
gains with labor and participate in nonmarket coordination. Banks have been
pivotal in sustaining a social compromise over institutions of nonmarket coordina-
tion that afforded them protection from outside competition,” while allowing their
successful adaptation to the new rules of liberalized financial markets.

Alternative models of financial capitalism

The dominant tradition in the comparative financial economics literature distin-
guishes between market-based (arm’s length) and bank-based (relationship-based)
financial systems.® [n market-based systems of finance, financial markets directly
channel capital from savers to investors. Relations between financial institutions
and firms rest on an arm’s-length market basis and limited short-term lending
arrangements, Securities and derivatives are the main source of long-term finance
for firms. Capital markets are large, active, and characterized by high levels of trans-
parency and dispersed shareholding. Recent literature on corporate governance
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suggests that countries with more developed capital markets tend to have more
effective investor protections.’

In bank-based systems, banks and other financial intermediaries provide loans
to firms for financing their investments. Firms are closely connected by dense
corporate networks of cross-shareholding that facilitate the exchange of private
information and determine the reputation of managers. Banks hold large owner-
ship stakes in firms, allowing them to closely monitor and influence the firms’
strategic decisions,

The classic explanation of financial systems’ national diversity, developed by
Gerschenkron, emphasizes access to long-term capital, linking the timing of
industrialization to the financial system’s organization: whereas British industri-
alization was market-financed, French and German industrialization were financed
by banks.!! With France as the prototypic case, Zysman applied Gerschenkron’s
insight to the story of industrial policy in the postwar period and suggested an
additional model of finance: a credit-based system in which financial relations are
dominated by government-administered prices."

The varieties of capitalism (VOC) literature, introduced by Hall and Soskice,!?
has become the most prominent tool to explain the persistent divergence among
models of financial capitalism, highlighting their comparative advantages.'* Recent
advances in the VOC school of analysis have identified several trends in financial
development involving some or all of the following processes: bank disintermedia-
tion and a shift toward increasing self-finance and market finance by large and
publicly listed firms; securitization and a shift toward investment and trading; a
decline in the prevalence of cross-shareholdings and the weakening of relationship
banking; the growing importance of nonbank financial institutions in corporate
governance and equity markets, and others.’> However, the VOC literature remains
inconclusive about the extent and nature of these changes and whether these
reforms led to convergence among financial systems.

The argument proposed here is linked to the institutional theory of stability
and change in global finance. National financial arrangements do not remain fro-
zen in time but adjust to changing domestic or international environments. This
chapter acknowledges that the financial systems of advanced democracies wit-
nessed substantial reforms in corporate governance as well as the expansion of
securities markets. But there is a significant institutional inertia regarding financial
institutional structures. |

Persistent heterogeneity of financial systems

The historical development of capital markets did not follow 2 monotonic path, as
Rajan and Zingales argue.'® They document how, in 1913, corporatist countries
such as France, Belgium, and Austria had more developed capital markets than the
United States did. After the war, many European countries and Japan changed their
political and legal institutions: stronger trade unions, protectionist lobbies, rent-
seeking business groups, and banks all pushed for a system that suppressed equity
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markets and favored insider control and state intervention in finance.'” As a result,
financial sectors in these countries became bank oriented. In contrast, the United
States and the United Kingdom moved away from the postwar social compromises
of managerial capitalism and pluralistic industrial relations to shareholder-oriented
corporate governance and active capital markets.™

In recent decades, we have witnessed important developments in national finan-
cial structures as a result of financial globalization, deregulation, and economic
integration. These developments have led to the reconfiguration of coalitions and
how they shape the institutional structures of finance in advanced democracies. The
old coordination institutions have been transformed and evolved.!® Stakeholders in
corporatist countries tried to preserve the existing forms of coordination by reduc-
ing it to a smaller group of insiders.* After the crisis in the 1970s, Sweden emerged
with a new, less labor-inclusive model of coordination that involved the decline of
centralized wage bargaining as well as the elimination of formal interest-group
representation at the board of several public agencies,* But in Denmark and other
small European states, corporatist institutions have become more decentralized and
inclusive, involving new actors (for example, representatives from various profes-
sional associations and geographic regions) and improving the capacity to develop
“collectively shared understandings of international competition” based on a better
process of information exchange and strategic coordination among various actors.”
Streeck and Kenworthy’s recent review of research on corporatism suggests that
limited (if any) convergence has been found in interest-group organization and
participation in recent decades.”

- The overall trajectory of financial development in bank-based systems reflects a
remarkable stability of nonmarket coordination. Cross-class coalitions were able to
defend nonmarket coordination and the institutions of bank-centered finance as
part of the new corporatist arrangements. In spite of formal regulatory changes, the
existing practices of corporate cross-shareholding, designed to protect firms from
international competition and hostile foreign acquisitions, appear to be largely
preserved.” According to Culpepper who examines corporate governance reforms
in France, Germany, and Italy since 1990, only France has experienced major
changes: cross-shareholdings among large French banks and nonfinancial firms
have been replaced by British and American institutional investors.” However,
Clift argues that although the “noyanx dur,” the crux of French financial capitalism,
partially unraveled as a result of privatizations, the distribution of share ownership
remains very concentrated (for example, fifteen families control nearly 35 percent
of the capitalization of the French securities market), hostile takeovers are rare, and
corporate governance strategies continue to protect managerial elites and margin-
alize minority sharcholders.”® Three main networks, organized around Société
Générale, Crédit Lyonnais, and BNP-AXA, dominate the French financial regime:
thirty directors of these banks hold among them 160 seats on the boards of large
French firms.*” Still others claim that the contemporary French model has evolved
into one that successfully combines weakening coordination institutions with
short-term arm’s-length finance and a hybrid corporate governance system.,?
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Germany, a paradigmatic bank-based system, has preserved the institutional
architecture of “stakeholder” governance, including codetermination and work
councils.”” Despite intense international pressures, the German government did
not support the European Union Takeover Directive in 2001, and thus success-
fully resisted weakening of its Codetermination Law, the centerpiece of the
country’s corporate governance structure,’® Callaghan argues that German cor-
porate cross-shareholdings remain quite high, in spite of a recent decline. In
particular, she argues that the controlling influence of banks is much greater than
what their equity holdings suggest.”’ For example, in 1992, the top twenty-four
banks in Germany controlled an average of 85 percent of voting rights, but only
13 percent by virtue of their own shareholdings.™ In 1996, the supervisory
boards of twenty-nine of the one hundred largest firms were chaired by repre-
sentatives of Deutsche Bank alone.™

Following the regulatory changes in the 1990, the Italian banking system has
remained bank-centered albeit in a different way. The largest Italian banks —
UniCredito, Intesa Sanpaolo, IMI, Capitalia, and Monte de Paschi de Sienna — still
control 40 percent of the banking network, and a small elite of “financial and
political power brokers” continues to influence the functioning of banks and the
distribution of credit.®* In Sweden, equity markets are still characterized by many
cross-shareholdings that protect national champions from hostile takeovers.” As in
Italy, “informal” models of coordination through families remained a stable feature
of the Swedish economic model.* The Netherlands successfully preserved a stable
system for wage coordination, but investor-firm relations and relations among
firms and their suppliers have become short term and arm’s length.”

Notwithstanding these recent reforms along Anglo-Saxon lines, banks still
dominate in traditionally bank-centered systems. Large French and German banks
have expanded their foreign and trading operations, engaged increasingly in
investment banking (for example, derivatives trading, securities arbitrage), and
internationalized their activities while searching for profit-making opportuni-
ties.”® But small domestic banks have preserved strong links to regional economies
in most continental European countries and remain the most important source of
external finance for small and medium enterprises (SMEs).* Local banks not only
provide adequate capital on competitive terms, and thus reduce the attractiveness
of external equity finance, but also facilitate their existing customers’ access to
securities markets.*

Table 4.1 and Figure 4.1 show some comparative data on the level of financial
development, measured by the International Monetary Fund’s (IMF) Financial
Index, which captures three key elements of a financial system: first, the degree
of bank intermediation; second, the degree of financial intermediation through
nonbank financial institutions (for example, investment banks, pension funds,
equity funds), nontraditional activities undertaken by banks (for example, the
securitization of loans), and the use of new financial instruments (for example,
derivatives); and third, the importance of securities markets. The index ranges
between O and 1, with a higher value representing a greater arm’s-length nature
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FIGURE 4.1 Strategic coordination and arm’s-length finance in 2004,

TABLE 4.1 Financial systems characteristics across advanced democracies

Country Coordination index Financial index Bank concentration

(1990-5! (2004} index (2005)°

Australia 0.36 0.55 0.77

Austria 1 E 0.32 0.72
Belgium 0.74 0.39 0.89

Canada 0.13 0.53 0.87
Denmark 0.7 0.46 0.77

Finland 0.72 0.4 ' 0.98

France 0.69 0.41 0.66
Germany 0.95 0.37 0.74

Italy 0.87 0.43 0.54
Japan 0.74 0.41 0.44
Nethetlands 0.66 0.54 0.92
Norway 0.76 0.48 0.95
Portugal 0.72 0.35 0.88

Spain 0.57 0.42 0.43

Sweden 0.69 0.44 0.92

United Kingdom 0.07 0.56 0.58

United States 0 0.74 0.39

Notes:

" Hall and Gingerich 2009,

2 IMF 20086,

* The bank concentration index is defined as a share of deposits in the largest five banks. The index
for Austria is for 2001, Barth, Caprio, and Levine 2001, extended to 2009,
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of the financial system.*" This index can accommodate the range of systems
observable in advanced democracies, including the so-called “market-based”
banking system, identified by Hardie and colleagues, in which commercial banks
depend less on deposits to finance their lending and more on borrowing from
financial markets and other financial institutions.*? It also recognizes that non-
bank financial intermediaries have become important actors in financial markets.
I employ a measure of strategic coordination developed by Hall and Gingerich‘
that incorporates data on corporate governance (shareholder power, dispersion
of control, size of stock market) and labor relations {level of wage coordination,
degree of wage coordination, labor turnover) from the 1990-5 period.®

As Figure 4.1 demonstrates, for our sample of seventeen advanced democracies,
a high degree of nonmarket coordination is indeed strongly negatively correlated
with arm’s-length financial intermediation (~0.79). Inspection of Table 4.1 and
Figure 4.1 reveals that the United States, the United Kingdom, Australia, and Canada
have the most developed capital markets and the lowest levels of coordination. In
contrast, Germany, Austria, Belgium, and Portugal exhibit the lowest content of
arm’s-length finance and corresponding high levels of strategic coordination. The
average stock market capitalization as 2 ratio to GDP during 19952004 ranged
from 140 percent in the United Kingdom to 40 percent in Italy* There are some
prominent outliers, such as the Netherlands, which combines a relatively high level
of strategic coordination with market-based finance. Japan, the Netherlands,
Sweden, and the United States exhibit the presence of large nonbank financial
institutions issuing more credit to the private sector than do the deposit money
banks.*® Table 4.1 also shows that bank-based financial systems tend to have more
concentrated ownership than arm’s-length systems. A high degree of the banking
industry’s concentration hinders foreign penetration and preserves the sector’s
domination by a small number of domestic financial institutions. Japan is an outlier
with a low bank concentration index: although there are three major banking
groups (“megabanks”), the banking sector is composed of nearly 400 regional banks,
Shinkin banks (cooperative regional banks), and the Japan Post Bank.*

The variety of responses to the global financial
crisis of 2008

Cross-class coalitions and their institutional settlements facilitated domestic
political consensus to pursue economic policies that shielded corporatist countries
from the fluctuations of global finance. The corporatist social networks sustained
the institutional foundations of bank-based financial systems’ comparative advan-
tage by providing greater financial stability and countercyclical lending to smooth
economic shocks. The global credit crisis has affected advanced democracies’
financial systems with different intensity. The institutions of nonmarket coordina-
tion cushioned corporatist countries from the direct impact of the crisis and
provided them with an adequate degree of stability at a time of difficult economic.
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transformation. Therefore, the roots of the crisis as well as the responses of the
public authorities to the turmoil appear to be shaped by distinctive national mod-
els of financial capitalism.

The global financial crisis exposed the unsustainable nature of the arm’s-length
financial systems of the United States, the United Kingdom, and of smaller countries
such as Ireland, Iceland, and New Zealand. These countries were most severely
affected by the crisis mainly because of their domestic finance’s excessive exposure
to the toxic subprime assets, Prior to the crisis, the deregulation of financial markets
drove the development of big investment banks and the “shadow banking institu-
rions,” such as hedge funds. The shadow banking system and new financial products
were accompanied by excessive bank reliance on market funding (rather than on
deposits), trading, and investment income.” In the United States, the gradual relax-
ation of the 1932 Glass—Steagall Act’s barriers between commercial and investment
banking allowed the proliferation of “too big to fail” financial institutions pursuing
risky business operations. The British authorities governed the financial system
through a “light regulatory touch,” increasing the power of the City of London,
which has become the central driver of national economic growth. As a result,
London accounted for 80 percent of hedge funds managed in Europe, 47 percent
turnover in cross-border derivatives, and 46 percent of global equity trading.*®

In contrast, in countries with bank-based systems, banks featured relatively low
levels of leverage and low exposures to risky activities, and thus suffered smaller
losses when the crisis hit. For instance, while the United States securitized over
60 percent of new mortgages with mortgage-based securities, France and
Germany securitized less than 5 percent.*” Most European banks engaged in retail
banking markets rather than in investment banking. Similarly, while pension funds
(and other nonbank financial intermediaries) have become important in Anglo-
American economies, pension fund sectors remain relatively weak in France,
Germany, and Italy.* Therefore, a lesser exposure to international banking and a
lower degree of arm’s-length transactions appeared to be an advantage in the
recent turmoil.

Likewise, a cross-national variation in fiscal and bank-rescue reform measures
adopted by governments in the wake of the global financial crisis tends to
broadly reflect the degree of strategic coordination. The government rescues of
systematically important banks were obviously motivated by concerns about the
consequences of a systemic banking erisis, but the distributional concerns and
institutional factors played a role here too. In corporatist countries, the national
crisis-management solutions and bank bailouts were the outcome of a political
bargaining process among economic actors to find collective solutions, with the
government playing a coordination role.>* Corporatist institutions have proven
useful in facilitating trust and reassurance, as well as in providing a basis for bar-
gaining and policy agreements among coalitional actors. These institutions have
subsequently constrained coalitional actors to act in accordance with these
agreements.
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Most German banks have been barely affected by the crisis. Each type of bank
in Germany’s three-pillar banking sector — savings banks, cooperative banks, and
private banks — has a system of joint and several lability, meaning that no individual
member bank is allowed to go bankrupt.”> The German government adopted a
hands-off, voluntary approach to bank rescues, leaving banks to decide to use the
recapitalization measures and guarantees in line with the industry-led solution to
the crisis, thus expecting the banking industry to share the costs.** Nonetheless, in
line with the idea of “collective solidarity through the state,” the German federal
and regional governmients established special programs to provide credit to SMEs
facing a credit crunch. As a consequence, saving and cooperative banks have
increased their medium- and long-term lending to SMEs and houscholds.> Due to
relatively high automatic stabilizers of the German welfare state (that is, large unem-
ployment benefits and the Kurzarbeit scheme involving fewer working hours and
government subsidization of workers’ salaries), the average annual fiscal stimulus
package put forward by the German government was comparatively low.*

In France, the program of bank rescues was initiated by a cohesive, small group
of big banks with strong interbank ties and orchestrated by then President Sarkozy,
who placed his friends and advisors into key positions in newly merged or restruc-
tured banks, thus cementing the contract between finance and the state. As in the
German case, the French government did not attempt to intervene in the corpo-
rate governance of the rescued banks, held only nonvoting shares, and attached
very few conditions to bank recapitalization schemes.*®

In sum, corporatist governments committed fewer resources to the financial sec-
tor, were less ready to share the burden of bailouts, and mostly avoided nationalization
of banks. The resulting bank rescue packages were thus less costly to taxpayers.
Financial support that governments provided to the banking sector during 200810
in the form of recapitalization and guarantees as a percent of gross domestic product
(GDP) was the lowest in Finland (0.06 percent), Italy (0.26 percent), and Japan (2.4
percent).”’ Consensus-oriented countries with centralized systems of interest repre-
sentation wete also inclined to provide more conservative fiscal stimuli than countries
with market coordination. The need for discretionary fiscal stimulus was mitigated by
the extent of automatic stabilization, which tends to be particularly strong in corpo-
ratist countries with well-developed social security systems, but weak in countries
such as the United States, New Zealand, or Switzerland.

In countries lacking strong interest-group associations that would enable banks to
speak with one voice, the government imposed rescue packages in a top-down man-
ner%® Past literature in the interest-group tradition has shown that banks are able to
capture the policy-making process. Where individual ailing banks preserved close
political ties to national governments, they were able to obtain bailouts to cover their
liquidity needs. The government rescue packages were generous to creditors but
involved high public costs. In the United States and United Kingdom, the financial
sector has enjoyed privileged access to policy making through lobbying and cam-
paign finance money,® As a result, both the US Troubled Asset Relief Program and
the British support to the financial sector were quite massive (14 percent of GDP in
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the UK).%* Furthermore, instead of political bargaining, these government programs
relied -on market-led adjustment strategies. The British government pursued a bank
rescue strategy that aimed at maximizing sharcholder value, charged high interest
rat s for government aid to banks, and promised to return nationalized banks
(Northern Rock, Bradford and Bingley, and Royal Bank of Scotland) to the private
sector after they became economically viable, in order to preserve the competitive-
ness of the domestic financial industry.*

However, some variation in policy responses to the crisis among noncorporat-
ist countries can be observed. Ireland and Iceland were also among those countries
that most noticeably created property booms and experienced a particularly deep
subprime crisis, In Ireland, the bank bailout package has been the most expensive
to taxpayets; it amounted to nearly 264 percent of GDP during 2008-10.%
Anglo-Irish Bank, the biggest offender, which engaged in aggressive property-
related lending, funded on wholesale markets, was nationalized in 2009. But the
[rish government did little in terms of discretionary measures and pursued
instead the policies of fiscal austerity. Likewise, in an environment lacking coor-
dination structures and featuring conflictual state—labor relations, the strong
centralized Icelandic government was able to impose drastic fiscal-adjustment
measures. Prior to the crisis, politically strong sectors — including the fish indus-
try, farmers, and the financial industry - captured the government and thus
benefited from government protection and favorable treatment at the expense of
labor or disfavored industries.’* The three largest Icelandic banks with close ties
to the government engaged in risky borrowing in international markets to
finance the aggressive expansion of domestic investment companies. This
resulted in an “oversized” banking system with assets eight times the country’s
GDP that, as Gros argued, “transformed the country into a hedge fund with
negative capital”’®® Paradoxically, the Icelandic government did not recapitalize
banks and let various parts of its domestic banking system fail *®

In sum, corporatist institutions once again facilitated cross-class compromises
that helped societies share the burden of economic adjustment during the global
financial crisis, following a domestic path that Katzenstein depicted nearly thirty
years ago, Katzenstein identified three characteristics of “democratic corporat-
ism” that helped societies to successfully accommodate economic challenges: an
ideology of social partnership expressed at the national level; a relatively central-
ized and concentrated system of interest groups; and voluntary and informal
coordination of conflicting objectives through continuous bargaining between
interest groups, state burcaucracies, and political parties to address undesirable
outcomes of economic change.®’

Reconsidering the role of the state

Different modes of coordination and state—business relations that exist across
advanced industrial countries tend to be associated with a different role of the state,
In most corporatist countries, the state has continued to play an important role, either
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as a “promoter” of economic activity, or as a “compensator” for the coordination
institutional deficit.*® Particularly in the mid-spectrum economies — France, Italy,
Spain, and Portugal — that ex}ublt strong strategic coordination in financial markets
but not in labor relations, the state coordinates national bargains.” In doing so, it
facilitates political consensus and provides legitimacy to the system. In times of crisis,
the government can act as a “negotiator” in political bargaining among coalition
members over the process of economic stabilization and reform.”™

Corporatist governments have supported nonmarket coordination and bank-
based finance by effectively influencing private banks to lend to certain sectors and
firms in order to improve the allocation of funds and compensate losers from
globalization. Government politicians in turn compensated banks by defending
their interests and preventing hostile takeovers.”! In their efforts to preserve
national comparative institutional advantages, governments tried to limit the influ-
ence of foreign institutional investors, For example, as a reaction to the penetration
of the French system by foreign mutual and pension funds, unequal voting rights
(for example, voting ceilings limiting the voting rights of certain investors) and
ownership ceilings have become prevalent as new instruments to limit the influ-
ence of foreign capital.”

Simultaneously, the state has been an important driver of financial globaliza-
tion and often a promoter of stock markets’ development. The growth of French
securities markets in the 1990s was, to a great extent, spearheaded by increased gov-
ernment demand for finance, since increasing budget deficits led to increased
government bond issues.” The French government has actively sought the
development of the securities market.” The interventions of the French “post-
dirigiste” state have remained pervasive in other areas, too. These include bank
privatizations, which involved Finance Minister Balladur selecting the buyers, as
well as recent bailouts when the government introduced its close allies into
managerial positions within the rescued banks.” The role of the state in eco-
nomic governance in France and in other corporatist societies thus remains
central, although different than in the past.

The recent financial crisis, which has produced large losses at banks and led to
massive government interventions to mitigate its consequences, may have further
reinforced the active role of the state in financial and economic development. Mervyn
King, the former Governor of the Bank of England, has reminded us that “banks are
global in their life and national in their death or rescue from death.”™ Despite struc-
tural distinctions undetlined in this chapter, national governments in both corporatist
and noncorporatist societies played a key role in moments of crisis. They bailed out
and nationalized insolvent banks, provided credit guarantees, coordinated and enforced
mergers, and pushed for a stronger international financial regulatory framework. Tae
crisis responses further illustrate that a strong state can persuade and coerce powerful
societal actors into agreements or ensure that these commitments are credible, typi-
cally by imposing negative sanctions for noncompliance.”

The nationalization of banks also suggests that “state-directed and managed, for-
mal and informal, intermediation of the financial system’ has not lost its pertinence.”
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As a result of financial sector stabilization policy, the French and German govern-
ments have become majority shareholders in several banks, with the aim of rescuing
these banks and ensuring continued domestic lending. Governments have also used
t',e crisis to promote national banking champions. For instance, BNP Paribas took
over the Belgian and Luxembourg branches of Fortis Bank with the assistance of the
French government.” The continued protection of semipublic regional banks (such
as Landesbanken in Germany) is evidence of the strong political importance of
regional governments.®

Paradoxically, although liberal market countries emphasize the limited role of
the state, their governments introduced the largest fiscal packages in a Keynesian
attempt to stimulate their economies through deficit spending. Australia, Canada,
and New Zealand have mtroduced discretionary fiscal packages in response to the
financial crisis, amounting to over 4 percent of 2008 GDP, with the US American
Recovery and Reinvestment Act of 2009 at 5.5 percent of their 2008 GDP being
the largest.®” Similarly, the UK government used a strong dose of expansionary
policy (both monetary and fiscal) coupled with devaluation to help the country
to recover from the crisis. This analysis thus suggests we ought to bring the “state
back in” when examining the politics of reform and adjustment in capitalist
eCconomies.

Conclusion: financial governance after the crisis

This chapter suggests that corporatist institutions have persisted over time, pre-
serving traditional patterns of banking and collaborative views of corporate
finance in spite of financial liberalization, deregulation, and crises. In recent dec-
ades, corporatist governments instituted extensive financial reforms in corporate
governance that altered ties between finance, industry, and labor in order to real-
ize the competitive advantages of the bank-based system, instead of converging
toward a single capital-market-based model.

The 2008 global financial crisis sparked a debate about the end of the dominance
of the Anglo-Saxon model of financial capitalism, or what Buiter calls “transaction-
based financial capitalism,” which encouraged deregulation, financial innovations, and
credit booms.” Its central assumptions — “impatient markets” and sharecholder-ori-
ented finance — which were fundamental to the success of liberal market economies,
are now seen in a more critical light. The crisis has done some damage to arm’s-length
financial intermediation. The share of nontraditional bank-based intermediation that
involved excessive bank reliance on market funding has fallen in some countries
(France, Germany, Spain) and continues to grow at a much slower pace in others
(the United Kingdom and Switzerland). Certain types of new financial products,
such as private-label residential and commercial mortgage-backed securities or col-
lateral debt obligations, have disappeared.® The interventions of governments have
reinforced the central position of banks while relationship banking has regained its
prominence. The worst economic crisis since the Great Depression did not lead to
a convergence of models of financial and economic governance.




58 )ana Grittersova

The crisis has reinforced rather than undermined coordination among coali-
tion actors and regenerated the corporatist arrangements, now confronting the
tighter economic constraints of borderless financial markets, One of the key les-
sons of the recent financial turbulence is the continued importance of the
nation-state in economic governance. The editors of this volume advance this
claim by stressing the central role of the nation-state in managing systemic finan-
cial risk and providing global public goods. In addition to governments, after the
peak of the crisis, the major central banks played prominent roles in restoring
financial and economic stability by alleviating global liquidity problems.®
Financial crises thus provide a useful reminder that “markets could not and did
not manage themselves.”®

The crisis has also led to demands for global policy coordination and new rules
for global financial markets. Huge bank rescue packages using taxpayers’ money
politicized financial regulation in most countries, and led to popular pressures in
favor of stricter regulation and increased involvement of the representative political
institutions, such as the US Congress and the European Parliament.* The crisis
paved the way for the reform of international financial architecture: the G-20
gained prominence as a major global forum to deal with global crises, the role of
the IME was enhanced, and the new Financial Stability Board designed to coordi-
nate and implement international standards was created.’ Nonetheless, national
strategies toward financial regulation continue to diverge considerably in cross-
country comparison. There is a tension between the diverging approaches to
financial regulation advocated by national governments to preserve their distinctive
models of financial capitalism. While coordinated countries such as France and
Germany have traditionally pushed for stringent financial regulation (for instance,
stricter control of hedge funds and higher capital requirements for banks), the
British authorities, keen to protect the City of London’s leading role in financial
services, have been reluctant to cede oversight of financial services to the European
level.® Although the British authorities’ opposition to strict regulation of financial
markets underwent a quick reversal after the crisis, they warn against protectionisim
and overregulation of the financial industry.”” More attention should be devoted to
the question of vested financial interests if regulatory reform is to be legitimate and
effective.

I agree with those who argue that the future of financial globalization as well
as global financial governance will be determined by the actions of national gov-
ernments trying to balance their international obligations with domestic political
imperatives.”” National economies are constrained by models of governance that
bind their populations and governments. In the waning days of the US imperium,
to refer to Lake’s chapter in this book, the European Union may help fill the fina’.-
cial governance gap at the global level by providing leadership in setting the rules
of international finance.” Yet global agreement on a bold international regulatory
order may be possible only if it does not threaten national institutions and political
processes. As Rodrik argues, “an architecture that respects national diversity does
more to advance the cause of globalization than ambitious plans that assume it




varieties of financial capitalism, crisis, and adjustment 59

away. " It remains to be seen if the sovereign debt crisis and the economic trauma

that accompanies it will reshape the existing institutions so that they promote new
rule making for global finance.
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