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Abstract

Financial Change and European Society

The selected works deal with the nature of the financial changes taking place in
Europe over recent years and with their social consequences. The approach is
critical of many of the financial developments which have taken place, in terms
of the dangers they pose to employment relations, to both individual economic
security and social security and to economic and employment stability. At the
same time, however, it has been argued that many of the most important finan-
cial changes have been functionally necessary supports for ongoing developments
in the world economy. It is not denied that there are special financial interests
which have limited the effective performance of these functions and distorted
patterns of economic development; nevertheless it is argued that it is necessary
to regard finance primarily as a function and only secondarily as a group of
interests. Otherwise the increased power and influence of the financial sector
itself becomes hard to understand. Three particular arguments illustrate this
general position. Firstly, it is argued that critical and mainstream economists
have both failed to understand the relationship between the vast volume of fi-
nancial transactions today and structural changes in the financial system —
misunderstandings which have led to the notion of a “casino economy.” In par-
ticular, it is incorrect to treat most foreign exchange transactions as speculative.
Secondly, it is argued that the very positive assessments that are often made of
West European financial systems are out of date, that these systems as histor-
ically developed were not well adapted to the emergence of a global economy.
Thirdly, and in consequence of the first two assertions, a relatively positive view
is taken of the EU’s financial integration strategy, a central component of the
Lisbon agenda, which is regarded as a necessary response to the emergence of
a global financial system centred on the US. On the other hand, a simplistic
drive to minimise transactions costs led to the neglect of public goods of great
importance to the European social models.

The work so described, like most work related to the financial sector, has to be
reassessed in the context of the enormous crisis in global finance which broke
out in 2007. Many specific assertions will no doubt have to be revised. Nev-
ertheless, the general view adopted seems confirmed in two basic respects: the
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functionality of a globally integrated financial system has not been called into
question in either the academic or the policy responses to the crisis; but the
social costs — in terms of instability, inequality and inefficiency — arising from
its domination by narrow interest groups have been brutally revealed.
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Financial Change and
European Society:
Context Statement

The submitted work consists of eighteen papers, published between 2000 and
2009, which address the issue of financial changes in Europe, the origins and
logic of these changes, their social consequences and some of the policy ques-
tions which arise. The economic arguments put forward are broadly heterodox,
drawing on post-Keynesian and neo-Marxist themes, but distinguished from
much other work in the same traditions by an insistence on the necessary eco-
nomic functions of finance as well as on the interest groups involved. The social
consequences are seen as often, in practice, adverse — from the point of view
of employees, retail investors and others — but it is suggested that in a better
policy framework, these consequences could be avoided.

The papers are divided into four groups covering: important intellectual
influences; financial globalisation; financial integration in the EU; and the im-
plications for employment relations. This context statement deals with each
group in turn.

It is recognised that many of the positions taken are open to debate and
that some of them are obsolete, especially in the light of the unprecedented
crisis which broke out in 2007-8. Even when this is the case, however, the
papers might be seen as useful contributions in a complex debate.

I Influences

This first group of papers, all book reviews, illustrate some of the main influences
on the following work.

Item 1: "Money as Sovereignty: the economics of Michel
Aglietta”, New Political Economy, 5, 2, 2000

This piece relates to what is the most important influence on these studies
— the writings of the French régulation school and, in particular, the work of
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Michel Aglietta on money and finance. The original interest of the school’s work
was perhaps that it reintroduced dynamic processes into a theoretical context
rendered immobile by a preoccupation with structuralism. The emphasis of
the school was on structural change and its notions of accumulation regime
and mode of regulation were used to support an histoire raisonnée of capitalist
development. After the seventies the work of the school became somewhat
formulaic: on the one hand it focused increasingly on comparative problems
which tended to weaken its grasp of the general features of current capitalist
development; on the other the repetitive use of a standardised set of “structural
forms” — employment relations; monetary constraint; inter-firm relations and so
on — tended to hypostasise these concepts.

Aglietta meanwhile continued to discuss the general evolution of capitalism
and made the very correct decision to centre his analysis on monetary and finan-
cial issues. His views around 1980, just when the turn to counter-inflationary
monetary policy was taking place, were put forward in a celebrated work with
André Orléan, La violence de la monnaie. The terminology speaks mostly of
money rather than of finance but the conceptual structure implicitly includes
financial claims because it postulates a hierarchical system of monetary claims
in which claims on the lower levels — those most distant from the socially des-
ignated money form, such as gold or the money issued by a strong state — can
be regarded as financial instruments.

A difficulty many readers had with this work is its use of the French-
American writer René Girard. Girard has made fascinating interventions across
a wide range of subjects — ancient and modern literature, biblical exegesis,
anthropology, psychology and others. But there is a totalizing aspect to his
thought which seems to require that a single set of concepts — mimesis, sacri-
fice, the scapegoat — be recognized as universally valid. Further, their universal
validity would have religious implications — Girard advances a specific version
of Christianity, although one which does not seem to make major supernatural
claims, at least not explicitly. These characteristics could raise suspicions among
the typical audience for a régulationniste text. The question was avoided in the
article reproduced here simply by treating Aglietta and Orléan’s use of the Gi-
rardian apparatus as figurative. Thus there is seen to be an analogy between
two types of monetary crisis — inflationary and deflationary — on the one hand,
and two types of religious crisis — excess of immanence, excess of transcendence
— on the other.!

Another strategy might have been possible: Girard treats human desires as
essentially inauthentic; one desires (analogously, regards as money) mimetically

1Less grandiose sources might be used; anyone looking for a graphic and detailed account
of a mimetic crisis could profitably consult the Dr Seuss story, The Star-bellied Sneeches.
Girard’s oeuvre has recently been superbly debunked by René Pommier (Pommier, 2010).
It was impossible to resist the following treatment of Girard’s often portentous paradoxes:
“Quand on choisit de dire n’importe quoi, il est essentiel de le dire avec le plus d’autorité
possible. Malheur a ’anerie apeurée, a la sottise craintive, a la sornette timorée, a la faribole
effarouchée, a la baliverne circonspecte, & la calembredaine précautionneuse. L’anerie se doit
d’étre assurée, la sottise suffisante, la sornette résolue, la faribole arrogante, la baliverne
intrépide, la calembredaine catégorique.”



that which is desired by other people. One could establish a relation between
this view of human wants and the notion of alienated individuals who lack
authentic social references to help formulate their goals and ambitions.

However, the important point is that Aglietta and Orléan use Girardian
notions to establish a qualitative account of monetary/financial crises. The
germ of their accounts is the emergence of tensions between suppliers and users
of funds at a low hierarchical level. If the problem cannot be resolved at that
level it is referred upwards. The basic decision is binary: to refinance or not
the deficit unit which is in trouble. Refinance favours the debtor and is —
potentially — inflationary. Its refusal implies pressure for a transfer of property
rights to creditors. Either strategy can succeed; either can fail; if it fails the
problem is again referred upwards where again a binary decision is possible.
Eventually critical tensions work up through financial markets and commercial
banks to reach the central bank, which stands before the same dilemma. These
processes are all characterised by imitative behaviour — thus, for example, one
refusal to refinance provokes similar decisions by others. If action at all levels —
including that of the central bank, only aggravates the tensions then the entire
monetary order is imperiled and the search begins for a new monetary object.
The authors used this simple structure to explore the background to the most
important monetary event of the present era, the Volcker shock — just beginning
as they wrote. They saw the US authorities as threatened with just such a crisis:
no one wanted to lend dollars, only to borrow them, and all agents were looking
for alternative stores of value.

Thus Aglietta and Orléan used this simple model of financial tensions to
build complex and detailed accounts of monetary and financial problems. Both
have continued to work in the field, Orléan concentrating on imitative behaviour
and related economic phenomena such as asset price bubbles (for example,
Orléan, 2009), Aglietta more on monetary theory and policy. They have also
worked together again on the origins of money and on the relationship between
money and political sovereignty. A recent work by Aglietta, covering the period
leading up to the credit crisis of 2008, is discussed in Grahl, 2009b.

The value of this source for the research presented in this context statement
is that is made possible a qualitative account of financial processes which was
useful in exploring the social impact of financial change. Mainstream accounts
of inflation and deflation, because they often postulate a given economic equi-
librium independent of monetary factors, minimise the contrast between the
restructuring processes associated with each - the contrast between restructur-
ing by refinanced debtors and restructuring by creditors after the property of
failed debtors has been transferred. Yet this difference in restructuring patterns
is important in interpreting the longer run consequences, and particularly the
social consequences, of macroeconomic developments.
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Item 2: Review of J. Huffschmid, Politische Okonomie
der Finanzmdrkte, International Review of Applied Eco-
nomics, 14, 3, 2000

The influence represented by this review is a different kind. The candidate
worked closely with Jorg Huffschmid, founder of the EuroMemorandum group,
between 1995 and Jorg’s death in 2009 (for an obituary, Grahl, 2010). They
collaborated on some 12 issues of the EuroMemo — an annual critique of EU
economic policies from a left-wing position (for the work of the EuroMemo
group see www.euromemo.eu) — and in the context of two thematic networks
sponsored by the European Commission: the first, on EU economic policies in
general, coordinated by Huffschmid; the second, on the economic and social
implications of financial integration, by the candidate.

These collaborations were based on broad agreement concerning both anal-
ysis and policy proposals. However, as this review of Huffschmid’s Politische
Okonomie der Finanzmdrkte indicates there were also points of disagreement
which enlivened their work together (a second edition followed, see Huffschmid,
2002).

The convergence of views on analysis relates to a broad agreement on the
use of an eclectic range of postkeynesian and neo-Marxist sources; on the ad-
verse consequences of current financial developments; and on the necessity for
social control. The differences, as the last page of this item suggests, centre on
the degree of interdependence already established in the international financial
system and therefore on the appropriate strategies to establish social control.
Huffschmid suggested that many aspects of liberalization could be reversed; the
review suggests that new control systems were needed at the international level.
Behind these differences lies perhaps a difference of opinion on the functionality
of the emerging global system.

It has to be acknowledged that following remark in the review, which was
written towards the end of the high-tech boom, was hardly prescient: “these two
spheres [production and finance] may not be as completely ‘uncoupled’ as Huff-
schmid suggests (his treatment of current US conditions, where a deregulated
financial system is pouring resources into high-risk enterprises, leaves something
to be desired).” The point was made to indicate that deregulated finance did
not necessarily lead to stagnation but investors who lost their shirts on that one
might be more appreciative of Huffschmid than of his reviewer.

Item 4: Review of Duménil and Lévy, Crises et Sortie de
Crises, New Left Review, 2001

This work was actually reviewed both in the original French (in New Left Re-
view) and in a revised English translation (in the Political Quarterly; see Grahl,
2005). The first review has been chosen because it was longer and more consid-
ered. It can represent the view taken of the broad current of heterodox literature
on current economic developments. Most of the work is accepted but with one
or two disagreements and changes in emphasis.

xii



Duménil and Lévy develop their argument from a relatively orthodox Marx-
ist crisis theory: an established pattern of accumulation reaches its limits in an
overaccumulation and profitability crisis; this triggers restructuring linked to
the devalorisation of existing capital; a new pattern of accumulation eventually
results. Finance becomes more important in the restructuring phase because
capital in monetary form confers flexibility. The authors find a precedent for
the profitability crisis of the 1970s not in the Great Depression of the 1930s
but in that of 1873-95. That too resulted in radical changes in the financial
system, leading to the formation of the giant trusts. In this new context pro-
ductivity could be raised through Taylorism and Fordism. The crash of 1929
on the other hand, resulted from the very success of the previous crisis resolu-
tion. Demand failed to keep pace with production and when it faltered a large
number of smaller enterprises went to the wall. (Duménil and Lévy anticipated
very correctly similar problems of success in overcoming the crisis of the 1970s
but point out, also correctly, that massive state intervention would be used to
prevent a repetition of 1930s slump.)

The applied economics in Crises et Sortie de Crises is of a very high or-
der. The objections raised to their work in the review are to do with their
over-simplified account of agency. An undifferentiated force, finance, adopts a
similarly undifferentiated strategy, neoliberalism. Sometimes this kind of com-
pression might be simply a form of shorthand but it leads to the neglect of
important differences and distinctions. The most extreme example is probably
the description of the Volcker shock as a “neoliberal coup.” Volcker was no ne-
oliberal; he was desperately trying to stabilise the dollar in the face of a reckless
refusal by the Bundesbank to intervene in the FX market. The hike in interest
rates certainly made neoliberal measures more feasible and the continuation of
Keynesian intervention extremely difficult (as events, for instance in France,
were to show.) But it was not designed to produce these effects and Volcker
himself had expressed his preference for a more organized response to inflation.
(See the account in Grahl, 1988).

Such distinctions may be of both practical and theoretical importance. An-
other more general reservation to such work as that of Duménil and Lévy can
be advanced. It is now some thirty years since the turning point marked by the
Volcker shock. Yet analysis based on Marxian crisis theory still tends to make
the profitability crisis of the 1970s its starting point. All subsequent events are
interpreted in the light of that crisis, as either expressing its continuing effects
or as potential elements in its resolution. This may tend, quite unintentionally,
to give a backward-looking bias to the theories concerned.

Influences: conclusion

It is hoped that these three reviews indicate the positive but critical view that
was taken of the main currents in the heterodox economic analysis of financial
change. Aglietta and Orléan offer one of the most developed theoretical ap-
proach to finance, and one which establishes connections with theories of the
state; Huffschmid gives a critique of the then recent functioning of the finan-
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cial system up to the East Asian crises of 1998; Duménil and Lévy integrate
their account of finance into a periodised account of capitalist development as
a whole.

All these accounts are accepted? but with the insistence that recent financial
developments ( “financialisation” - see Toporowski, 2012, for a critique of this no-
tion) have also to be seen as functional. If the major financial crisis of 2007-2009
certainly exhibits the dysfunctions of the financial system, it also, paradoxically
reveals its functionality in the high priority given to its preservation by nearly
all agents concerned. The suspicion behind much of the submitted work is that
globalisation represents, among other things, a new phase in the socialisation of
production and that it calls for deep transformations of finance. The same point
of view makes for certain reservations about the notion of neoliberalism. There
are many economic developments, expressed through markets, which cannot
plausibly be attributed to the political strategy or the ideology of neoliberalism.

IT Global Finance and the Issue of Scale

This group of papers is concerned with the nature of global finance. The position
adopted, shown best in the first paper, has two main distinguishing features:
firstly, financial globalisation is seen as a basically functional development, im-
pelled primarily by economic logic rather than by political strategy; secondly,
the character of the emergent financial system is interpreted to a large extent
in terms of scale, of its immense size. The fact that emergent global financial
structures and practices tend to resemble those of the US suggests that scale
may be a key determinant of financial change - the size of the US economy, its
continent-wide extent and the number of enterprises and households involved
in its financial system may help to explain why the US system became a model
for financial relations in the global economy.

Item 5: “Sand in the Wheels or Spanner in the Works?
The Tobin Tax and Global Finance”, Cambridge Journal
of Economaics, vol. 27, no 4, July 2003

This piece, jointly written with Photis Lysandrou of London Metropolitan Uni-
versity, relates to the argument of this context statement in several ways. It
was inspired by a certain dissatisfaction with, and suspicion of, the prevailing
interpretation of foreign exchange (FX) trading among heterodox economists.
This was the view that the enormous scale of FX markets was to be seen as
essentially speculative, that this market was an enormous casino. This judge-
ment was based on the fact that the volume of FX trading was far in excess
of what might be required to support international trade or even international

2In spite of the importance of these heterodox accounts, especially for an exploration of the
social consequences of financial change, it is also necessary to draw on mainstream accounts
both to understand the details of many financial instruments and procedures and to derive a
view of the functioning of the financial system as a whole.
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portfolio investment (for example, Arestis and Sawyer, 1997). It amounted to
the assertion that one of the most striking aspects of global finance was to be
regarded as completely dysfunctional. Lysandrou and the present researcher,
on the other hand, because they took a more positive view of global finance,
wondered whether a different interpretation of FX trading might be found.

The actual argument of the piece hinges on the nature of a particular fi-
nancial instrument, the FX swap, which accounts for approximately 50% of FX
turnover. The FX swap combines the spot sale of a currency with a forward
purchase of the same amount and with the same counter-party. It is important
that neither party to the transaction has any exposure to variations in the ex-
change rate® — thus it is difficult (although not absolutely impossible) to see
the swap as a speculation. Since, on the other hand, the structure of the FX
swap is analogous to that of a repo, it can be interpreted directly as a form of
inter-bank credit, where foreign currency (usually dollars) is used as collateral,
rather than the treasury securities which are used in a repo. To the extent that
FX transactions are looked at in this way, their scale ceases to be paradoxical
because of the corresponding scale of the inter-bank money markets.

The authors related their discussion of FX to the policy debate around the
Tobin tax, but the most important implication for them concerned the globalisa-
tion process. With the emergence of the FX swap, money markets had become
globalised in that dollar liquidity could be used to support euro-denominated
transactions. This is a very different view from that which sees the same trans-
actions as purely speculative; it points to a deep transformation of financial
systems and one which in certain respects must improve their functioning: in
particular, the possibility of transferring liquidity from the US banking system
to the eurozone was presumably of significant benefit to the latter.

Before the limitations of the piece are discussed, two very different method-
ological points can be made. The first is that the interpretation of the FX swap
which was advanced could only be news to academics and other commentators.
Because the change in practice was recent, standard works on the money mar-
ket did not mention the FX swap, or only mentioned it without a clear account
of its function. Two different accounts of the lacuna in academic discussions
are suggested in the piece. The over-simplifications in heterodox discussion are
explained by commentators jumping to conclusions — financial practices were
condemned before they had been examined in detail. It is possible that similar
errors have been made elsewhere in the heterodox discussion of “financialisa-
tion” and related phenomena.

Why did mainstream economists not put forward a clear interpretation of
developments in the FX market? One factor is that mainstream finance experts
are usually much more interested in asset prices than in trading turnover —

3Such an exposure could emerge in the event of a default by the counter-party; but since
the main actors are the very largest banks in the world this is extremely rare and in any case
the exposure would usually be very small because the collateral currency is only held for a
day or two. To give rise to a loss on an FX swap the counterparty would have to default and,
at the same time, the collateral currency depreciate. It is possible that such risks became
non-trivial during the credit crisis of 2008, but that was the only occasion when they did so.
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indeed it is quite possible to find books on the FX market which concentrate
completely on the determination of exchange rates and fail to discuss turnover
at all. It is also possible that the “monetary theory of the balance of payments”
was an obstacle to a clear understanding. Any explanatory power that this
doctrine possessed has today surely been lost — in this it shares the fate of other
aspects of the quantity theory of money.

A quite different methodological point concerns an apparently trivial ob-
servation which strongly reinforced the authors’ confidence in their argument.
Looking at the most recent treatise he could find on the money market, Lysan-
drou came across a note to the effect that, in the big banks involved, the FX
swap dealers did not sit on the FX desk but on the money market desk. This
makes perfect sense — there is no reason why someone arranging an FX swap
should be particularly concerned with the exchange rate. If the interpretation
put forward in the piece had been wrong, however, the same simple remark
would have been inexplicable. Many types of evidence may prove to be relevant
to an inquiry and it is hard to predict such relevance. The present writer had a
long discussion with an FX dealer which proved not to be of much help for the
research. This was only seen as logical in retrospect — the dealer was focused
on spot transactions and hence on exchange rate movements.

A limitation of this article is that, in a sense, it only moves the problem of
financial trading back one stage. One can convincingly explain much FX trad-
ing by relating it to the money markets — but how do we explain the scale of
money market transactions? The only plausible explanation must be in terms of
security trading — the big banks which make most active use of the money mar-
kets are either trading securities themselves or providing transactions balances
to those who are. But the central phenomenon — the immense scale of security
trading itself, which is such a prominent feature of recent financial change — still
requires explanation. Some further remarks are made on this below.

Nevertheless, this piece made a contribution by arguing for a more complex
view of current financial developments and by illustrating — with the example
of increasingly internationalized money markets — the global structures which
are emerging.

Item 12: “Capital Market Trading Volume: an overview
and some preliminary conclusions”, Cambridge Journal of
Economaics, 2006

This piece, again jointly written with Photis Lysandrou, can be seen as a sequel
to item 5, but a sequel which is much less successful. A central problem of the
position developed by the present author and Lysandrou is that the emergence
of a global financial system is to be interpreted as a logical economic develop-
ment. For Lysandrou the logic concerned commodification (see, for example,
Lysandrou, 2005); for the present writer it was more a question of a functional
development within a new phase of the socialisation of production.

A difficulty with the latter approach is to give some kind of functional eco-
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nomic account of the staggering growth in financial transactions, since the switch
from bank credit to security-based finance is a central feature of financial glob-
alisation. Now if the very large volume of trading on security markets has no
economic rationale — if indeed that trading is largely dysfunctional — then the
economic logic of the whole process becomes very questionable.

Thus the search for an account of security trading volumes is an important
element of the argument. Some preliminary progress, as regards both FX trans-
actions and money market transactions, is made in item 5: FX turnover can be
linked to turnover in the money markets. But money market turnover is itself to
be explained in terms of security trading — the big banks must either be trading
securities themselves or providing transactions balances to the traders. Here the
account of FX markets in item 5 leads to a certain clarification — international
money market flows do not just support international security trades. They
support security trading in general. There is no reason why the purchase of
eurozone securities by a eurozone resident should not be financed from a dollar
holding.*

It remains to explain the trading of securities themselves. The puzzle is
on the demand side — it is easy to see how technical change reduces the costs
of transactions — the puzzle is why increased supply meets such enormous de-
mand. Item 12 reviews some of the literature and reaches some very tentative
conclusions.

One preliminary point is that there is no clear association between trad-
ing turnover and volatility. Normally, the most traded assets display the least
volatility, and the same is true for markets — those with the highest aggregate
turnover exhibit the most stable prices. Item 12 concentrates on the trading
activities of institutional investors. This is for two reasons. Firstly, the period in
which the institutional investors became the dominant players on the security
markets roughly coincides with the immense acceleration of trading activity.
Secondly, their holdings are much larger than those of any other actors. How-
ever, the trading necessary to implement a passive, index-tracking investment
strategy might be rather limited; in principle, a portfolio which replicates the
whole market is self-balancing.

The paper looks at the actual strategies followed by fund managers and
perhaps succeeds in showing that their strategies - within a “core-satellite”
framework — are some distance away from a 100% passive holding of all the
stocks in a given index and that portfolio rebalancing operations might account
for a substantial fraction of security transactions.

However, the piece does not go much further. Today, it can certainly be seen
as obsolete because, somewhat belatedly, the mainstream finance literature is
starting to address the question of trading volume. As the representative agent
approach becomes somewhat less dominant, a range of heterogeneities among
agents can be taken into account which help to explain security trading.

Portfolio adjustment by institutional investors, in one form at least, can be

48trictly speaking the dollars would be used as collateral for a euro credit but it comes
down essentially to the transfer of liquidity across currency zones.
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seen as a necessary component of any full explanation of security trading. Nagel
(2005) models the trading associated with rule-bound portfolios where the rules
relate to such equity characteristics as firm size, value and momentum. He finds
that investors following such rules must trade on a substantial scale. Of course,
this only drives the problem one stage back. Nagel writes, “one key to explaining
trading activity is to understand the forces that make investors specialize into
diverse style categories and lead them to follow heterogeneous trading rules. At
present neither the agency and industrial organization issues that might drive
the specialization into styles, nor the notion of fixed trading rules as heuristics
in investment decisions have a natural place in theoretical models of trading
volume” (pp 19-20). But his work does indicate that the regular rebalancing
operations of institutional investors contribute to the enormous trading volumes
observed in security markets today.

Of course, there was never any intention to deny that a great deal of such
trading is dysfunctional — purely speculative, or a matter of churning portfolios
to swell transactions charges against the interests of retail investors. On the
contrary, the goal was a highly critical account of current financial practice.
However, it was intended to suggest that the new structures of global finance,
including the shift from classical bank intermediation to marketable claims, are
not only a reflection of economic decadence or the triumph of special interest
groups — that there is also a functional core to the new structures.®

Although it is too early to say that this view is justified it is also too early
to say that it is wrong.® A recent study by Alexander et al. (2010), discussing
the issue in the context of transactions taxes, leaves it open:

Academic opinion, however, is strongly divided over what utility fi-
nancial transaction taxes have in curbing excessive risk-taking and
generating sustainable sources of revenue. Proponents of financial
transaction taxes have based their views on certain assumptions
about trading and pricing in asset markets: that modern financial
markets are characterised by excessive trading activity and short-
term speculation, and that such speculation generates volatility not
only in short-term asset prices, but also in long-term asset prices
marked by persistent and dramatic departures from equilibrium.
Keynes observed that this led to the ‘predominance of speculation
over enterprise’ and led to reduced long-term investment and growth.
Accordingly, a tax on transactions in securities and other financial
instruments would increase the cost of speculative trading, especially
for trades with shorter durations, and this would have a stabilising
effect on asset prices. Moreover, the tax would generate revenue

5The approach adopted also seems to be in the spirit of Marxist theory. Marxism is about
what people have to do, rather than what they choose to do. Proletarians have to seek work;
capitalists have to accumulate. Modernity does not equal freedom. Similarly, asset managers
have to trade.

6 A recent paper with Lysandrou continues this discussion in the context of the European
Commission’s proposal for a financial transaction tax (Grahl and Lysandrou, 2014). This
piece also gives a fuller survey of theories of security trading.
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needed to assist governments with fiscal consolidation, especially
during times of crisis. Opponents of transaction taxes generally
share the view that the case is flawed because it ignores the fact
that a high number of transactions — both short and long-term - are
necessary for the price discovery process to work and for the effi-
cient distribution of risk. More transactions lead to a smoothing in
asset price movements towards equilibrium, and short-term trading
is necessary to allow effective hedging and should not therefore be
limited. Any increase in transaction costs (ie., a tax) would limit
parties ability to hedge risk, thus reducing liquidity and increasing
short-term volatility of asset prices (pp31-32).

Item 8: “Financial Markets and Globalisation”, Soundings
2005

Item 8 is an expository piece, published in a non-academic journal. This context
permitted a wider, but undocumented, account of the issues involved in global
finance. Its main weaknesses are that it does not pay sufficient attention to the
issue of stability and that it fails to anticipate the massive instabilities from
2007 onwards. However, it brings together most of the elements of the position
that was worked out.

Thus the essential nature of finance is derived from disequilibrium Keyne-
sianism: since markets fail to clear, surpluses and deficits are distributed across
the market economy; only the recycling of financial resources enables market
relations to continue. Adjustment processes in market economies are best seen
as resulting from financial pressures, rather than as responses to price signals.”

The stylized view of financial history, drawing to some extent on Hicks’
(1989) A Market Theory of Money, is that early forms of finance tend not to
be intermediated and tend to take the form of trade credit. The emergence
of a distinct financial sphere is then seen as a consequence of the functional
differentiation with structural integration which typifies the modern era as a
whole. It is important that finance is interpreted in the first instance as a
function and only secondarily as an interest group. (This is by no means to
deny that finance is also an interest group, one characterised by extreme forms
of predatory and parasitic behaviour.)

From a similar point of view, global finance is seen, not as a structure brought
into being by political forces, but as a functionally necessary complement of the
global economy. This is a difficult issue because virtually all economic develop-
ments today require some form of political ratification: legislative or regulatory
reform, changes in the nature of property rights, reshaping or redirection of

"To avoid misunderstanding, it may be useful to point out that the view here is that,
although savings follows expenditure, finance necessarily precedes it. As Minsky says some-
where, “that which cannot be financed will not occur.” The exact source of this quotation
has not yet been traced; it occurs in a piece on one of the OPEC oil price hikes. Minsky
argued that the right response in the west would be to increase the tax on petrol; if people
just couldn’t afford it the price hike would soon be reversed.
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public sector agencies. However, it is still possible to see these political moves
as secondary — as driven by economic developments. Thus, one can tell the
story of financial internationalization as a sequence of political decisions and
interpret that sequence as the expression of a basically political project. This
is broadly the position adopted by Gowan, 1999, for example.

The problem with positions such as Gowan’s is that they downplay the
economic forces at work. The contrasting position taken by the present writer
is that the basic political decisions giving rise to the global financial system were
determined — not in every detail but in their general direction — by the changing
economic context. Thus emphasis would be placed on the link between the
activities of US multinationals in Europe and the emergence of the Eurodollar
system. Again, in discussing the break-up of Bretton Woods, it would be the
preceding growth of international capital flows which would be underlined.

Item 9: “Scale and the Political Economy of Financial
Change” in Jens Holscher and Horst Tomann (eds) Glob-
alization of Capital Markets and Monetary Policy, Pal-
grave, London, 2005

This piece, published in a Festschrift for the distinguished German monetary
theorist Hajo Riese, returns to this issue of scale and sums up both findings (the
money-market nature of much FX trading) and hypotheses (security trading as
perhaps a necessary aspect of global finance) before going on to consider financial
transformation in Europe, which is discussed below.

The importance of this issue can be brought out by considering current
proposals for banking reform. The validity of key proposals would seem to
depend on the view one takes of security trading. The largest banks either
trade intensively themselves, through their investment banking arms, or provide
transactions balances to other traders. The two activities, security trading, and
the provision of balances with which to do so, seem to be so closely related in
functional terms that it is unclear how meaningful it is to insist on their legal
separation. The large banks will be big holders of securities in either case —
either through their proprietary trading or as collateral against their loans to the
traders. On the other hand, if one took the view that a drastic reduction in such
trading was necessary and desirable, then the formal separation of commercial
and investment banking could be accompanied by a substantive separation with
no great disadvantage.

Similar considerations seem to apply to the notion of banks which are “too
big to fail.” If the provision of finance for security trading is an essential activity
then firstly there may be economies of scale in such provision and secondly
a reduction in banking concentration may lead, pari passu, to an increase in
interconnectedness as the inter-bank credit market takes the strain.®

8Charles Goodhart refers ironically to these two positions on structural change as the “two
mantras.” The first is: if it’s too big to fail it’s too big; the second is: commercial banks
typically combine a public utility with a casino and the two should be separated. (Oral
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The status of that market itself is also an important issue in the drive for
banking reform. Inter-bank credits make it possible to finance vast amounts of
security trading with an astonishing economy of monetary resources. If that
trading is much reduced so also will be the intensity of inter-bank credit oper-
ations (and the flows through wholesale payment systems which reflect them).
But monetary policy today works through this market so that its attenuation
could raise problems for policy implementation (of which there was a precursor
during the recent credit crisis).

The issue is now beginning to attract more attention from finance specialists
who admit that it has been neglected in the past. Choridia et al., 2008 write:

The literature on financial markets has traditionally focused on ex-
plaining asset prices, while trading activity has attracted only pe-
ripheral attention. Indeed, Rubinstein (1975), Hakannsson, Kunkel
and Ohlsen (1982), and Milgrom and Stokey (1982) suggest that
there will be no trading in a market consisting of rational agents
with identical priors. Empirical investigations of well-known asset
pricing models such as the CAPM have also centered only on the
determinants of expected returns. Yet trading activity is an inalien-
able feature of financial markets and, thus, warrants separate exam-
ination. Indeed, trading volumes are large in financial markets. For
example, the NYSE website indicates that the annual share turnover
rate in 2003 on the NYSE was about 99%, amounting to a total vol-
ume of about 350 billion shares. Assuming a per share value of $20
and a 50 basis point round-trip cost of transacting, this amounts to
a transaction cost of several billion dollars that the investing public
paid in 2003 (p3).

The CAPM paradigm tended to suggest that trading would be limited and
that buy-and-hold strategies would be widely adopted. A recent theoretical
study (O’Hara, 2003) argues to the contrary that a strategy of “holding the
market” would involve an impossible amount of trading:

A simple example can illustrate the problem. Suppose your goal is
simply to “hold the market” and you do so by holding shares in the
Russell 1000.° How much of a portfolio-weighting problem do you
really face? Consider the 2002 Russell Reconstitution. The weights
of and companies in the index are reconstituted every July 1. On
July 1, 2002, 160 companies were added to the Russell 1000 and 113
were deleted. So at a minimum, 273 of the Russell 1000 companies

remarks of Goodhart.) It is necessary to have a clear view of the future balance between
security trading and classical bank intermediation to obtain a more useful view of structural
reform in the banking sector.

90’Hara herself explains: “The Russell 1000 index measures the performance of the 1,000
largest companies representing approximately 92% of total market capitalization (see www.
russell.com for index details).” The web-site states that the number, 1000, is itself an
approximation, which is why more companies could come in than go out.
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changed weights from positive to zero and conversely. Another ap-
proximately 840 companies had their relative weights change. Is it
really the case that holding the market is straightforward? Even an
equal-weighted strategy of trying to hold one share in every company
misses the mark substantially; pursuing a value-weighted strategy is
a task worthy of Sisyphus (p130).

Global Finance: Conclusion

The issue of security trading volume is still, at present, open. However, enough
has perhaps been said to show that the scale of security trading is an incom-
pletely understood phenomenon, important for monetary policy and banking
regulation and that a better understanding is necessary for an accurate char-
acterization of what heterodox economists call “financialisation.” The contri-
butions under review have the merit of pointing out the importance of the
question within an account of global finance which, unlike many other hetero-
dox accounts, stressed the economic logic and the functionality of many of these
developments. Many radical proposals for financial reform seem to be based on
the expectation that a lot of genies can be coaxed, or forced, back into their
bottles — international capital mobility, the proliferation of derivative instru-
ments, competition between different financial sectors and so on. To the extent
that recent developments are functional, such expectations appear somewhat
implausible.

IIT Financial Integration and the Lisbon Agenda

The item just considered ends with reference to the European situation and
the rest of the pieces submitted concern European developments. At the end
of the 20" century the European Commission formulated an ambitious plan
for financial integration, the Financial Services Action Plan (FSAP, comple-
mented by the Venture Capital Action Plan, VCAP). The FSAP soon became
a key component of the Lisbon Agenda, a comprehensive strategy for the first
decade of the present century which won unanimous support from member state
governments.

Item 11: “Financial Integration in the EU: Policy Issues
and Proposals”, Critical Perspectives on Accounting, 17,
2006

Although this piece is dated 2006, it was written before the other articles on the
FSAP. It sketches out the main issues as they were perceived at the beginning
of the research; these did not change in terms of broad outline, but, as will be
seen, each of them was characterised more accurately and in more detail as the
research proceeded. The view taken was that financial integration was a rational
and indeed indispensable policy in the EU but that it ought to be combined
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with flanking policies to secure certain public goods. The reason integration
was perceived as necessary relates to the discussion above of security markets:
it was thought that the process of globalisation would confirm and intensify
the switch from classical bank intermediation to security market based finance.
If this were the case then the EU could be disadvantaged. As the point was
put more than once in the selected articles, if the EU did not build big, liquid,
capital markets, it would simply drive every investor and issuer on the planet
into the North American ones. However the dangers of uncontrolled integration
were also pointed out. The key issues here remained the same throughout the
discussion:

e The impact of the change on corporate strategy and possibly on employ-
ment relations within the enterprise. Initially this possibility was under-
stood in a somewhat simplistic way, which identified such consequences
of financial change with the shareholder-value model of the enterprise.'?
Today, it seems more accurate to discuss the economic pressures on the en-
terprise in terms of financial market capitalism because, while shareholder
interests as such do not seem to play a determining role in corporate strat-
egy, nevertheless capital markets impose more constraints on corporations
than in the past. It is also necessary to interpret some aspects of the
drive for shareholder value more in ideological than in economic terms
(see especially item 10, discussed below).

e Interactions between financial change and social security reform. The cen-
tral issue here is the transfer of pension provision from the state to the
institutional investors and the security markets, although there are pres-
sures for such change also in other fields, such as care for the elderly.
Nearly all EU member states have reformed their pension systems in this
direction in recent years and were strongly urged by the Commission to do
so. There are at least two obvious problems: the risks involved in depen-
dence on the security markets; and the distributional effects of the shift
which seems bound to increase inequalities because it will gear pensions
to savings rather than to income.

e An obvious issue is that of economic stability. Security markets had dis-
played considerable instability even in the years before this piece was writ-
ten and therefore there was a case for regulatory and supervisory measures
to limit instability.

e A final issue concerns consumer protection. This gradually came to seem
increasingly important over the decade since the FSAP was launched. It
concerns not so much the performance of the wholesale markets them-
selves as that of the institutional investors (often including the big banks)
which give households access to diversified portfolios. The Commission

10The candidate, together with Paul Teague, had contributed to a symposium on share-
holder value published in Economy and Society in 2000, but their own paper (Grahl and
Teague, 2000) did not deal specifically with financial issues.
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adopted a relaxed attitude towards such issues. This raised at least two
concerns. Firstly, the Commission seemed to treat the retail finance scene
in Britain as a model for the EU as a whole. Now a whole series of reports
and enquiries, often by insiders, have demonstrated that retail finance
serves British households very badly. Secondly, the Commission took a
very different position on regulation in this sphere than elsewhere. In
labour market and employment regulation, in environmental protection,
in issues of consumer safety it has always been possible for individual
member states to adopt higher standards than those promulgated by the
EU. The Commission, however, vigorously combated what it now called
“gold-plating” in the field of retail finance.

As is shown below, these themes would be further developed, but item 11 was
the first of the listed items to raise them. It has to be acknowledged, however,
that the key issue of mortgage finance was not addressed until late in the day.
The deregulatory moves of the Commission were certainly criticised!!, but the
massive implications for stability were not perceived. Many scholars concerned
with employment relations shared this blind spot — the interest in corporate
finance, which seemed to have more direct implications for employment relations
led to neglect of real estate finance although the latter is very much larger and
therefore has much greater potential effects on stability

Item 7: “Problems of Financial Integration in the EU”,
Journal of European Public Policy, December, 2005

This piece, jointly written with Paul Teague, makes several points about the
financial integration strategy which are also made in some of the other sub-
mitted publications. One factor stressed here is the impressive political unity
with which the FSAP (Financial Services Action Plan) was adopted. It was
unanimously endorsed by both EU level bodies and by member states and this
gave unusual impetus to the programme. Even so, the programme ran into
trouble in that the early legislation did not bring about much integration on the
ground. However, the reaction to these problems once again demonstrated the
high priority which all parties attached to the strategy. Alexandre Lamfalussy
was brought in to chair a committee of “wise men” charged with reorganising
the FSAP. They proposed a very streamlined legislative process, which was in
fact agreed and which successfully relaunched the integration drive.

In retrospect, of course, the political unity surrounding the FSAP and other
aspects of the Lisbon agenda seems suspect, in that it reflected a common
misperception of the US economy and of US financial practices. The paper
in question already raises the issues of social policy and of the reconsideration
made necessary by the bursting of the high-tech bubble. It is noteworthy that
Lamfalussy himself expressed reservations on the issue of stability as early as
2003. The episode is reported in Toporowski’s (2009) chapter on financial crises

1 The candidate did so at a meeting of the European Economic and Social Committee in
the Spring of 2007.
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in the volume edited by the candidate. The Lamfalussy committee had argued
that:

“...greater efficiency does not necessarily go hand in hand with en-
hanced stability . . . Increased integration of securities markets entails
more interconnection between financial intermediaries on a cross-
border basis, increasing their exposure to common shocks ...there
is an urgent need to strengthen cooperation at the European level
between financial market regulators and the institutions in charge of
micro and macro prudential regulation” (cited in Lamfalussy, 2003).

This is not what D.-G. Internal Market (“the hooligans” as the Dutch Labour
Party MEP, Jan Cremers, has called them) wanted to hear:

“it was politely but firmly suggested that we drop the subject” (Lam-
falussy, 2003).

Item 15: “Lisbon, Finance and the European Social Model”
in J. Grahl (ed) Global Finance and Social Europe, Edward
Elgar, 2009

This piece provides an overview of the Lisbon Agenda and of the place of the
FSAP therein. The view taken of the Lisbon Agenda was always critical but
gradually became more so as it became clear that there was no prospect of
meeting its central employment targets and that the macroeconomic regime
which accompanied it was simply inconsistent with those targets. (Some of the
material in this piece was used for an even more critical account of the Lisbon
Agenda and the way in which the FSAP was implemented. See Grahl, 2011).
This was also the era when neoliberal extremism, or hooliganism in Cremers’
terms, particularly in the case of the Bolkestein directive (see Grahl, 2007),
seemed to gain almost complete control over policy formulation in the EU.

Firstly, the climate in which the agenda was adopted was little short of a
moral panic. There was a complete misreading of the US growth performance
at the time of the high-tech bubble. It was seen as imperative to imitate some
features of the US economic system — although these did not include its strong
preference for expansionary macro policies. Secondly, the social dimension of
the EU was completely instrumentalised in the strategy; labour market policies
were given a supporting role in promoting the “competitiveness and dynamism”
of the “knowledge-based economy.”

Within the financial sphere itself, the Lisbon Strategy put almost exclusive
emphasis on lowering transactions costs, on making Europe, in the notorious
words used by the Commisson in its report to the Stockholm Council, “the
cheapest and easiest place to do business in the world.” Only subsequently was
it realised that cheap business is not always good business. The consequence
was a neglect of essential public goods linked to finance. The most important of
these is certainly economic stability; however, in the research project concerned
(see Grahl, 2009a), this was addressed by other scholars: Jorg Huffschmid, Jan
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Toporowski and Dominique Plihon. Thus the following five pieces concentrate
on other public goods menaced or impaired by a financial integration: well-
ordered employment relations; consumer protection; and social protection. The
exclusive focus on transactions costs necessarily led to this neglect of public
goods. It can also now be seen as a contributory factor in the financial debacle
of 2007-8 and the heavy involvement of EU banks in the collapse.

Item 17: “Finance and the Household” in J. Grahl (ed)
Global Finance and Social Europe, Edward Elgar, 2009

This piece returns to the issue of retail finance. It draws for the most part on
British documents because the British scene was most known to the author.
This procedure seems justified, however, because market-based finance plays a
much bigger role for households in Britain than in other EU member states!2
and it is clear that the Commission was aiming at an expansion of market-based
provision throughout the Union. Before the events of 2007 it also adopted a
markedly deregulatory approach.

It is extremely easy to document serious malfunctions in British retail fi-
nance, using reports from the Treasury (for example, Myners, 2001) and from
the Treasury Select Committee of the House of Commons (for example, Trea-
sury Select Committee, 2004). (These are quantitative failings — products and
services which do not give value for money. In terms of the form and man-
ner in which services are provided, the lamentable way banks and institutional
investors often treat their customers can be seen by glancing at the personal
finance columns of any British newspaper.)

In preparing, with two colleagues, a report on financial change for the GUE
group in the EP, Grahl et al., 2002, some conclusions had already been reached.
Huffschmid summed these up as: caveat venditor — the seller is responsible.
Regulatory authorities in Britain had already been forced into such a position in
some notorious cases of “mis-selling.” In our view this should become a general
principle in retail finance and is the only effective way in which the asymmetries
in both knowledge and power between financial firms and individuals can be
addressed: corporate providers of financial services should be required to consult
very seriously the interests of their customers; if they fail to do so they should
bear most or all of the resulting losses.'?

The issue relates to broader discussions of financial reform. These usually

12The Netherlands is a possible exception, since it also relies on the accumulation of securi-
ties to fund its pensions. By most accounts the Dutch pension system outperforms the British
one, with a lower charges by the fund managers and a certain pooling of risks among scheme
members.

13As this context statement is revised for submission yet another example arises in the
conduct of Lloyds Bank — after the crisis and in spite of a substantial public share in its
ownership. Lloyds employees were offered the carrot of substantial bonuses and threatened
with the stick of demotion or dismissal to encourage them to sell unwanted risky investment
products to the bank’s customers. The Finncial Conduct Authority imposed a fine of 28 million
(Financial Times: http://www.ft.com/cms/s/0/567a23a0-6247-11e3-99d1-00144feabdc0.
html#axzz2nZnpljq8)
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refer to operations at wholesale level, but one method of reducing the size of
the financial sector and lowering the costs of intermediation would be to lower
the fees and charges paid by retail customers.

Thinking on how this might be done seems might point to a need for stan-
dardisation. Retail finance, especially in Britain, is characterised by extreme
forms of product differentiation, with the usual consequences of a failure to
achieve scale economies and high marketing costs. Until recently, arguments for
product standardisation (as opposed to standardised selling practices) were met
with the claim that this would inhibit innovation. Today, a less sanguine view
is taken of financial innovation — in reality, most innovations in retail finance
involve either spurious product differentiation or scams — and a more effective
system of consumer protection may become possible (although one also observes
the fierce resistance of established financial interests, for instance in the struggle
to reform financial advice in Britain).

Item 17 makes clear that the Commission, until very late in the day, pushed
for rapid market-led integration of retail finance even when this menaced con-
sumer protection. The most striking example is the drive by D.-G. internal
market (aka “the hooligans”) to integrate EU mortgage markets. Since, at the
time, there was sufficient integration of wholesale finance to roughly equalise
mortgage interest rates across member states, it was impossible to base this
policy on the prospect of cost reductions. Instead it was based on the promise
of greater consumer “choice.” This story is recounted in more detail in Grahl,
2011 where it is shown clearly that the Commission was aiming at the intro-
duction of a sub-prime mortgage market in the EU, a project only abandoned
when the corresponding US market collapsed.

The candidate and a colleague who had also participated in the FISC project,
in evidence published by the House of Commons Treasury Select Committee,
drew some conclusions about the Commission’s current attempt to assume con-
trol of financial regulation. Nothing in the Commission’s past record, which is
one of reckless integration at the expense of effective control, justifies such a
pretension (Frangakis and Grahl, 2009).

Item 14: “The Official Case for Financial Integration” in
J. Grahl (ed) Global Finance and Social Europe, Edward
Elgar, 2009

This piece, also a product of the FISC research network, addresses another as-
pect of EU policy-making in general and of the Lisbon strategy in particular.
It was jointly written with the young German econometrician, Thorsten Block.
Block was primarily responsible for a detailed examination of several technical
papers published by the Commission which predicted very great gains from the
FSAP. Block’s findings were that these studies combined state-of-the-art econo-
metric modeling with heroic assumptions and that their optimistic conclusions
depended crucially on the latter. The candidate put Block’s assessment into a
wider examination of the official case for financial integration and referred to
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a previous case of similarly optimistic forecasts in the studies around the 1992
single market programme. The overall conclusion was:

The European Commission frequently resorts to the purchase of
technically sophisticated but basically tendentious studies from com-
mercial research organisations who seem to know very well what
their paymaster wants to hear. Over time, this practice can only
serve to further undermine public confidence in, and public respect
for, the European project (p148).

The case of sub-prime mortgages for the EU, referred to above, provides
another sorry illustration of the same practice: Grahl, 2011 documents the
massive study commissioned from one of the (most) usual suspects, London
Economics (2005), to justify this ill-considered policy.

Item 16: “Financial Markets and Social Security” in J.
Grahl (ed) Global Finance and Social Europe, Edward El-
gar, 2009

As suggested above, the financial integration policies built into the Lisbon
agenda tended to downplay all the public goods which might be affected by
the market creation process. This piece deals briefly with another example of
such public goods, namely social protection. Only old age pensions are discussed
although it is suggested that similar forces are at work in the provision of health
care. On pensions, the very influential World Bank (1994) Report, Averting the
Old Age Crisis, crystallised the view that more intense pressures on pension
systems resulting from population ageing (or asserted to do so) would be best
met by a qualitative change in the nature of these systems. The “first pillar”
of provision, state pensions financed on a PAYGO basis, should play a smaller
role, focused on minimum standards. The second and third pillars, funded pro-
vision on an occupational basis organised by employers and on an individual
basis by fund managers, should expand to fill the gap. The switch was justified
by the need to strengthen public finances, and, in several countries, to increase
the savings rate. Other motives might be a desire to replace public by private
provision and to expand the role of the security markets.

In practice a very big obstacle to this kind of reform in countries with sig-
nificant PAYGO systems is the potential cost of transition which would require
one generation to pay both for its parents’ pensions and for its own. This might
be one reason why reforms in the suggested direction, although they took place
throughout the EU, went furthest in the CEECs. The Commission strongly
supported this direction of reform although competence for pensions systems
remains largely with the member states. However, it is possible to detect an
inflection in Commission policy after the stock market crash of 2000/2001 and
subsequent scandals in corporate finance. It was still insisted that coming pres-
sures on public finance necessitated deep reforms but now a kind of self-financed
funding by governments was also recommended. These should move quickly to
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large budget surpluses in order to cover the deficits which would be needed when
the bill for population ageing fell due.

The piece in question here has no conceptual originality but records some of
the most important factors in the EU’s pension policies. It rehearses, with ref-
erence to European developments, some of the strongest arguments against the
World Bank position. The dimensions of the ageing crisis may be exaggerated,
and, in any case, the pressures involved may relate more to a shortage of em-
ployment than to an excess of older citizens. An alternative to a changed ratio
among the three pillars might be parametric change in state provision (in prac-
tice, this has probably been the most important type of reform). The second
pillar has been weakened by the degradation of many employer-based systems
(by now a virtually universal shift from defined benefit to defined contribution
provision among big US and UK companies) while the third depends on both
the questionable practices and performance of the fund management industry
and the vagaries of the securities markets. There are also major distributional
problems with reform in the recommended direction. Funding of pensions on
an individual basis through the accumulation of financial assets would tie pen-
sions very closely to wealth rather than to income and this would make pension
provision much more unequal.

All these points remain valid but two further considerations can be added.
On the one hand, on the basis of the very strong expansion of the fund manage-
ment sector over recent decades it does seem likely that their role will increase.
However, it would be best if this expansion took place without the very large
and inequitable tax breaks which the sector currently enjoys and if the main
task undertaken was to provide, without subsidies, for individuals with higher
incomes who are not satisfied with a state-run system which should become
more redistributive and only pay pensions up to the level of average, or perhaps
median, pension incomes.

Secondly, a sceptical note can be sounded on projects for transformational
pension funds (for instance Blackburn, 2002) which, drawing on the original
objectives of the Meidner proposals in Sweden, see the accumulation of equity
stakes by workers’ funds as a way to change the balance of power between em-
ployers and employees. This is a revolution which would depend on a prior
restoration. Before equity stakes could be used in this way, it would be neces-
sary to transform the actual relation between top management and shareholders
to put the latter back in the saddle. Surely the multiple corporate and financial
crises of the last decade have confirmed the dominance of control over owner-
ship. The classic account — amply reaffirmed across the years — of the modern
corporation by Berle and Means (1932) describes the Faustian pact by which
dispersed shareholders abandoned their putative control rights in exchange for
liquidity — for the right to exit quickly from their investments via the organ-
ised markets. The weakness of current movements for “activist” shareholding
indicate that today’s fund managers make the same fundamental choice: they
want the companies they invest in to be transparent but will resist any close
involvement in corporate decision-making since that would impair their ability
to trade on what is now an enormous scale (Aglietta and Rébérioux, 2005).
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Item 3: “Globalised Finance and the Challenge to the
Euro”, New Left Review, March/April, 2001

This piece, revised from a professorial lecture, is the earliest attempt to ar-
ticulate the general argument running through all the papers submitted. The
occasion was a substantial depreciation of the euro against the dollar shortly
after its introduction. This is attributed to capital flows to the US, a judgement
which still seems valid. However, the main thrust of the paper is elsewhere;
it attempts to challenge certain views, widespread in heterodox theory, about
finance. One way this is done is by suggesting that there are limits to Granovet-
ter’s (1985) famous argument on the social embedding of economic relations. It
is certainly true that economic transactions may be facilitated by the existence
of social affinities between the transacting parties — it might be easier to deal
with your brother-in-law than with a complete stranger. However, the rule of
US finance (“arms-length” finance, as it is characterised by Rajan and Zingales,
2003) that anyone can play, also has advantages. An arms-length system
can expand into the most varied social contexts without difficulty. In contrast
the “embedded” systems of Western Europe — based on national or regional
identities or on political or confessional allegiancies — may not be able to ex-
pand easily beyond the social milieux in which they originated. The various
Western European systems were described here as a “cluster of particularisms.”
No doubt this was somewhat exaggerated — the remark was made to emphasise
the possibility of an alternative to the usual view of embeddedness.

Financial Integration and the Lisbon Agenda: Conclusion

The publications discussed here cover the weaknesses of the Lisbon agenda re-
lating to its financial dimension. The discussion is like a performance of Hamlet
without the Prince of Denmark in that the most important and central weak-
ness, the neglect of financial stability, is not dealt with. This is because, as
pointed out above, in the context of the FISC project, that issue was dealt with
by others. However, enough has been said to suggest that the FSAP and other
financial integration policies were pursued to the neglect of other important
public goods: consumer protection and social protection (a third example, the
impact of financial integration on employment relations systems, is discussed in
the next section).

This neglect can be plausibly attributed to the ideology prevalent in the
Commission (and most member state governments) in the first decade of the
new century which saw market-based policies as the solution to every problem
and radically underestimated the role of regulation, intervention and public
institutions. In the financial sphere itself one result can be seen in the extremely
high leverage ratios of EU banks prior to 2008 and their massive exposure to
the sub-prime debacle. Thus the current banking crisis in the eurozone was, at
least to significant extent, made in Brussels.

The same extremism marked other aspects of the Lisbon agenda, especially
in the Bolkestein proposals for service sector integration (Grahl, 2007). How
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comprehensively the Lisbon strategy failed is perhaps not yet fully appreciated.
Consider the central targets for employment growth. Between 2000 and 2007
three quarters of the employment growth achieved in the eurozone was concen-
trated in five countries — Greece, Ireland, Italy, Spain and Portugal — all of it
dependent on unsustainable capital flows and more than all of it subsequently
lost. Thus the apparent, very transient and partial, success of the strategy was
due not to the good functioning of the monetary union, but to its defects, to
the massive misallocation of capital which it engendered.

Since the EU’s “2020” strategy for the second decade of the new century
quite closely resembles the Lisbon agenda — at least as regards employment
— it is difficult to be confident about its prospects of success. At the same
time the present discussion might indicate that there is no easy solution in a
backward direction. Monetary integration in the EU has accelerated financial
integration which, however badly it has been managed, still corresponds to a
functional necessity in a global financial system where interdependence has been
intensified, not attenuated, by the crisis.

IV Financial Integration and European Employ-
ment Relations

The papers grouped here deal, in particular, with the potential impact of fi-
nancial change on EU employment relations. This is generally seen as negative
but it is suggested that this need not necessarily be the case — that the nega-
tive impacts relate more to simplistic accompanying measures by the European
Commission and member state governments than to financial integration as
such. All of this debate, including the candidate’s own contributions, focused
on corporate finance and neglected the huge imbalances building in real estate.

Item 6: “The Eurozone and Financial Integration: the in-
dustrial relations issues”, Industrial Relations Journal, 34,
5, December 2003

This piece, jointly written with Paul Teague, is only partly centred on financial
integration. The first half discusses what was at the time a better-known issue,
namely the consequences of monetary union as such, and the consequent loss
of macroeconomic instruments at member state level, for wage bargaining and
employment relations. One judgement in this section, that there would be no
strong move towards international coordination of bargaining, seems to be borne
out by subsequent developments, while a second, that monetary union would
not fragment and “Americanise” employment relations, proved valid up to the
eurozone crisis and the drastic reshaping of labour markets in the worst affected
countries.

It is only the second part of this item (published in 2003) which addresses
the issue of financial change. The treatment is schematic and, in at least one
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respect, simplistic. It is correctly asserted that the FSAP and the drive for
financial integration was at the same time a drive for financial transformation
and that this transformation involved a decline in the use of classic bank cred-
its by big corporations and their increasing reliance on the security markets.
However, the identification of this shift with “shareholder capitalism” certainly
needs to be qualified. It is probably more accurate to speak of “financial market
capitalism.” The increased role of the security markets in corporate finance, and
the consequent change in the character of the financial constraints on corpora-
tions, are not in doubt. On the other hand, the claim that in the transformed
system the interests of shareholders are paramount seems in retrospect to have
more to do with corporate publicity than corporate reality. Many things are
justified by the need to serve the interests of shareholders, but repeated stock
market crashes and a host of “principal-agent problems” in the linkages from
the ultimate suppliers of capital to the managements of the corporations which
deploy it call into question the actual primacy of shareholder interests.

Nevertheless the piece does point to some indicators of new pressures on em-
ployment relations. One of these concerns corporate structure: when finance is
supplied through organised security markets the investors tend to put a higher
weight on the transparency of corporations closely focused on their central activ-
ities and a lower weight on the risk reductions linked to conglomerate form, since
effective risk-spreading can be achieved by portfolio diversification. A related
pressure concerns employee relations — market-based finance does not abolish
stakeholder coalitions, but it tends to narrow them, excluding those employees
who have no critical influence on profitability.

This was an early consideration of the theme. The next two items make the
account of financial change more concrete and specific.

Item 10: “Financial Change and European Employment
Relations”, in James, P. and Wood, G. (eds) Institutions,
Production and Working Life, OUP, December, 2006

This piece, a chapter in a very loosely integrated book of essays, covers a lot of
ground and many of its main themes are addressed in the publications discussed
above — this is the case for example with the issue of scale in security markets.
Here the discussion of trading volumes is dealt with as part of a critical exami-
nation of the notion of financialisation, which is perhaps invoked too frequently
to account for various current socio-economic developments. Likewise, there
is an attempt to limit the notion of neoliberalism, and to argue that not all
market-driven developments can be attributed to neoliberal political strategies.

Although the piece continues to refer to “shareholder capitalism” the ac-
count given of financial changes is more precise than in the candidate’s earlier
work. A critical reading of the work of Michael Jensen had made it clear that
certain aspects of corporate finance were linked to specific conjunctures in the
US economy. As US corporations in the 1970s and 1980s faced strong challenges
from Japanese and German rivals, an increased role for the capital markets was
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advanced as a restructuring strategy for US industry'4. Jensen’s earliest for-
mulations did not in fact advocate an active role for dispersed shareholders —
he was very much the guru of the leveraged buy-out, by which corporate own-
ership could be reunited with corporate control in order to eliminate the waste
and inefliciency resulting from irresponsible management (seen as a “principal-
agent” problem). Only when the drive for unrestricted LBOs reached certain
limits (crisis in the junk-bond market, scandals associated with some corporate
raiders, reintroduction of legal constraints on takeovers) did Jensen’s emphasis
fall increasingly on governance issues: dispersed ownership might remain but
changes in governance could perhaps reduce conflicts of interest between man-
agements and shareholders. Maximisation of the value of companies (and thus
of returns to shareholders) was seen as the key to efficient use of resources.

By the end of the 1990s, and in the wake of the dot-com bubble, this position
also became obsolete. A key issue now was the overvaluation of companies on the
stock markets. When this happens, the capital markets can no longer be seen as
limiting and disciplining corporate leaderships. On the contrary, the ability to
issue equity at unrealistically elevated prices eliminates such external discipline
and permits all kinds of malfunction and excess. Jensen now became concerned
with the quality and authenticity of communication between the corporations
and the capital markets. One of his later articles has the title, “Just say no to
Wall Street” (Fuller and Jensen, 2002).

Item 10 looks at the response of EU leaders to the evolution of US and
global finance. It attempts to distinguish a rational core in EU policy — pursuit
of financial integration, recognition of a wider role for securities markets — from
the completely uncritical acceptance of any and every US precedent. The mood
at the moment when the Lisbon strategy was formulated is described as one of
“moral panic.” A perceived gap in productivity growth between the EU and
the US called every aspect of the European models into question'®. Breakneck
Americanisation, especially of financial processes, was the actual content of the
push for the “knowledge-based economy.”

As regards employment relations, an important case was the Commission’s
position on takeovers. D.-G. internal market once again proved worthy of Jan
Cremers’ epithet as they proposed a complete liberalisation, ignoring the signif-
icant problems that had arisen with liberalisation in the US. One Commission
document included the staggering sentence: “The disposal of securities concerns
only the owner of those securities.” This was in the context of corporate re-
structuring where the purchase of a controlling equity stake can radically affect
all the stakeholders in the enterprise involved. By a tied vote the EP rejected
the Commission’s draft and the legislation actually passed did not make big
changes to the status quo.'®

14There are interesting and ironic parallels with some Marxist accounts of capital restruc-
turing presented at roughly the same time.

15Tn retrospect it seems that US productivity performance was greatly exaggerated (Cowen,
2011).

16The Commission deplored this decision in the EP. In the Netherlands in 2007 the candidate
heard a speaker from D.-G. internal market assert that corporate governance was a matter for
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On the basis of the distinction made above, between the rational core of
financial integration and the sometimes unbalanced and simplistic way in which
it has been pursued, the piece argues that “more ambitious European strategies
are possible which would combine the construction of an integrated financial
system with effective measures for its social control.” This hope remains but
recent developments have done nothing to justify it.

Another aspect of this piece is that it makes explicit something which is
implicit in most of the publications submitted: a critique of the “varieties of
capitalism” position. A general suspicion that this approach exaggerates the
importance of differences among advanced economies and, correspondingly, un-
derplays the general forces at work across all of them has been reinforced by
the observation of rapid financial change in many cases. The “varieties” ap-
proach evokes path-dependence and institutional complementarities to suggest
that distinct socio-economic models can coexist over long periods. The rapid
transformation of the German financial system in the first years of the present
century calls both notions into question. If institutions are complementary to
the extent that change in a single sphere would lead to serious problems else-
where, how w