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l. Introduction and problematization of the research subject

"Liberalised finance tends to metastasise, like a cancer. Thus, the financial sector’s ability to create
credit and money finances its own activities, incomes and (often illusory) profits. [...] We need a
dynamic capitalist economy that gives everybody a justified belief that they can share in the
benefits. What we increasingly seem to have instead is an unstable rentier capitalism, weakened
competition, feeble productivity growth, high inequality and, not coincidentally, an increasingly

degraded democracy." (Wolf 2019)

As one of the most renowned public commentators on economic issues, the importance of
this statement by Financial Times' Martin Wolf and its implications with regard to the analysis
of financial capitalism are not to be underestimated. More importantly, his article was
published several months before the outbreak of the Covid-19 pandemic that shook up
financial and 'real' markets alike all around the globe. So, about a decade after the global
financial crisis, the 'unstable rentier capitalism' Wolf mentioned above again was triggered -
this time by an exogenous shock - and its interdependent 'metastases' only extrapolated the
devastating outcome, both for developed as well as for emerging economies. Stock markets
plunged, corresponding indices like the S&P 500 lost a third of its value in record time (see
Jason 2020), and private investors reacted accordingly with a collective 'flight to safety’ (i.e.
the buying of 'safe assets' such as US-Treasuries etc.) in order to secure their financial wealth
(see Cheema et al. 2020). State actors and especially central banks implemented large-scale
policy programs to counteract economic depression and systemic stress, providing
unconditional liquidity and targeted credit support in an extraordinary effort to re-stabilize
financial markets and interactions.

Somewhat consequently, in particular the latter events motivated many, mostly
progressive, commentators to hail a new 'primacy of the Political' or to foresee a permanent
'return of the state' within market economies (see for instance Domingues 2020, Giugliano
2020 or Zielonka 2020); others, however, were more cautious to proclaim a fundamental
departure from the past and its path-dependencies, all the more since economic sociology has
for along time emphasized capitalism's immanent adaptability vis-a-vis both an ever-changing
sociocultural environment and the critique voiced by its opponents (see most prominently
Boltanski/Chiapello 1999). In this vein, Mader et al. (2020a) issued a pragmatic warning
addressed to over-optimistic scenarios for the post-Covid era when they wrote that "any 'new

normal’ will be built by societies already impaired by several decades of financialisation". Such



a statement, to frame it in analytical vocabulary, emphasizes the superiority of existing,
historically evolved structures over individual agency and collective action as instruments of
social and economic change. And indeed, in retrospect a lot points to the fact that capitalism
underwent what could be called a persisting 'financial turn' during the last decades of its
existence (see for instance Lapavitsas 2013). But how then exactly, one may ask, did
'financialization', broadly understood as "the increasing role of financial motives, financial
markets, financial actors and financial institutions in the operation of the domestic and
international economies" (Epstein 2005: 3), become one of the most eminent and quasi-
ubiquitous features of modern capitalism - to the extent that even an unprecedented crisis
such as the Covid-19 pandemic might not be sufficient to radically change these very
foundations?

The thesis at hand tries to assess this question explicitly from an interdisciplinary
perspective by drawing on a multitude of theoretical approaches and historical-empirical
insights. In order to do so, first a broad overview of the existing conceptual literature on
'financialization' is given and its analytical dimensions are summarized to build a general
theoretical framework to work with. Then it is argued that a scientific examination of
financialization requires a thorough understanding of the interdependent and dynamic
relationship between the entities of state and market beyond existing models that basically
depict the latter as a dichotomy or even antinomy without mutual interference. Such
conception rather risks complicating the envisaged inquiry for two major reasons: Firstly, it
neglects the political and social origins of the contemporary ascendancy of finance and
secondly, no consideration is given to the proactive participation of state authorities in
financial markets as it evolved over the last decades - for instance in the realm of public debt
management (see Wang 2020, Fastenrath et al. 2017). These outlined aspects correspond,
respectively, to the recent analytical distinction between a 'financialization by the state' and
a 'financialization of the state' introduced by Schwan et al. (2020). Against this conceptual
background, | will then go on to revisit two separate interpretations from (International)
Political Economy scholars Eric Helleiner (1994) and Wolfgang Streeck (2014) that offer a first
perspective on the historical origins as well as the larger socio-economic impact of financial
liberalization and deregulation ('financialization by the state') and the state's dependence on
private finance in the Western hemisphere from the 1970s onward. Several provisional

assumptions are distilled from those accounts, the first - based on Helleiner (1994) - with



regard to policy convergence being the predominant and shaping feature when comparing
national trajectories of financial liberalization, the second - derived from Streeck (2014) -
concerning the interrelation between 'financialization by the state' and 'financialization of the
state' as well as the ensuing power asymmetries between national governments and finance.

In a second part (chapter IV. 1 + 2), the hypotheses are to be tested based on the
example of the European Community, its monetary-financial integration and the domestic
developments in one of its most influential member states, Germany. Apart from the evidence
provided by recent events (particularly the Euro crisis) and specific political-institutional
aspects that fostered public exposure to financial markets, it is especially the comparably low
level of scientific attention paid to the trajectory of European financialization as a potential
form of 'variegated financialization' (Karwowski 2020) that justifies this empirical choice. By
drawing on existing literature, official documents and secondary data, | first try to reconstruct
the historical process of financial integration on the European continent and demonstrate that
although the material and ideational-ideological aspects put forward by Helleiner equally
apply to the European case, its complexity is substantially increased by specific causal-
processual factors: namely, the structural interlinkage of financial and monetary integration
on the one hand and the proactive role of supranational bodies, most prominently the
European Commission, on the other hand. Hence, | propose to label this process
'financialization by the supranational state' or 'financialization by multi-level governance'. The
last section finally assesses the interrelation between 'financialization by the state' and
‘financialization of the state' in order to "understand how finance and the state mutually
constituted each other" (Wang 2020: 192). Using qualitative data from expert interviews
conducted with representatives of the German public authorities and a variety of reports
published by the Bundesbank, | examine whether historically financial liberalization was
indeed a sufficient precondition for the financialization of public debt management, as Streeck
posited. The analytical focus will thus shift to political decisions that public authorities
adopted unilaterally (e.g. the securitization of government bonds, the introduction of auction
systems and financial innovations) in order to question a narrative that depicts states as
merely being structurally subjected to the transnational power of capital. In doing so, the
thesis at hand aims to shed more light on the diversity of state-finance linkages and thereby
complement existing research by critically assessing the present situation and pointing to

possible future scenarios of de-financialization (see for instance Karwowski 2019).



Il. Theoretical-conceptual considerations

Il. 1: Financialization and financialization studies - preliminary remarks on a

popular notion and its analytical dimensions

Financialization as a scientific concept has gained increased attention since the late 1990s
onwards, but this trend surely intensified in a considerable manner with the global financial
crisis and its long-lasting aftermath since 2008 (see van der Zwan 2014: 99). This course of
events clearly demonstrated the inherent fragility of financial capitalism. Its devastating
impact on national economies was cynically belying voices that had been emphasizing the
ever-growing decoupling between the financial sector and the so-called 'real economy' for
decades. 'Financialization' as an analytical framework for studying "the vastly expanded role
played by finance in contemporary politics, economy and society" (Mader et al. 2020b: 1) thus
somewhat consequently took the forefront, thereby advancing into a "go-to term among a
growing field of scholarship" (ibid.). Although its use appears to be particularly prominent in
the discipline of (International) Political Economy, financialization processes are equally
analyzed in recent works of geographers or sociologists (see Pike/Pollard 2010 and
Deutschmann 2011, for instance). At the same time and despite its apparent transdisciplinary
popularity, the notion has evoked certain critiques, mainly regarding what is believed to be an
insufficient conceptual distinctiveness from 'traditional’ terms like liberalization, deregulation
or globalization (see Christophers 2015). The foundation of such critical review is by no means
arbitrary, since the '-ation' in each of these concepts points to a common processual
dimension and the former can therefore all be seen as being "part of and key to structural
transformations of advanced capitalist economies" (Aalbers 2019: 4, original emphasis). But
before turning the eye to such analytical commonalities or differences, one should first try to
define individually what financialization exactly refers to - in other words: What do social
scientists mean when they state that this or that economy has become financialized?

In order to approach its analytical content, a first glance at the current literature seems
to be helpful - only to discover that quite a few attempts to define financialization already
exist (see Mader et al. 2020b: 7 for an exhaustive overview). The by far mostly used definition
was, in fact, already written fifteen years ago by the political economist Gerald Epstein who
thought of financialization as "the increasing role of financial motives, financial markets,
financial actors and financial institutions in the operation of the domestic and international
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economies" (Epstein 2005: 3). Now obviously the analytical scope of this example is rather
large and financialization here somehow resembles a catch-all term, since it basically consists
of an aggregation of different sub-entities which in turn lack an ad hoc definition®. For
instance, what are 'financial actors' and (how) do they differ from conventional social or
economic agents? Or what exactly is the difference between 'financial markets' and 'financial
institutions', since the existing literature tends to conceptualize the former generally as
economic institutions themselves? Moreover, then, the definition integrates multiple
analytical levels: issues of both agency (financial actors) and structure (financial institutions),
the national and international, aspects of the cultural-sociological (financial motives) as well
as the economic (financial markets) are addressed and draw a sufficiently large conceptual
background for scholars to engage with. By applying Epstein's idea, one is, in fact, led to
believe that financialization consists of "a set of related phenomena" (Fligstein/Calder 2015:
7), implying a relatively high degree of analytical complexity. On the other hand, however, the
causal explanation of individual social phenomena through such a general theoretical lens may
rather blur the picture at hand and impede substantial scientific progress. Hence, scholars
have since partly reviewed the initial definition or came forward with their own, reflecting
more adequately their respective interest of research or (sub)disciplinary background. For
example, Marx-inspired authors like Krippner (2005) or Aalbers (2008: 149) put additional
emphasis on the specific mode of accumulation related to financial capitalism in contrast to
previous economic activities, exemplary "[...] capital switching from the primary, secondary
or tertiary circuit to the quaternary circuit of capital [...]; that is, the rise of financial markets
not for the facilitation of other markets but for the trade in money, credit, securities, etc."
Others, like Palley (2008: 29) attribute specific economic outcomes, i.e. "increased income
inequality and wage stagnation", to financialization and thereby engage in a discourse about
possible negative externalities, affecting society as a whole.

Three additional aspects may help to outline the conceptual dimensions in more detail
and thereby further narrow down present scientific perspectives on financialization. First,
Natascha van der Zwan (2014) more recently attempted to classify previous studies of
financialization according to their focus of analysis. After having found a first common

denominator based on "a view of finance beyond its traditional role as provider of capital for

1 To be sure, Epstein at the time recognized that by proceeding so he had "cast the net widely and define[d]
financialization quite broadly" (ibid.).



the productive economy" (ibid.: 99), she basically comes to distinguish a micro-, meso- and
macro-focus within the existing literature, comprehending financialization either as "a central
feature of everyday life" (ibid.: 119), "a guiding principle of corporate behaviour" (ibid.) or "a
new regime of accumulation" (ibid., see above). One could therefore conclude that even if
finance and financialization nowadays represent quasi-ubiquitous phenomena, affecting - and
being in turn affected by the behavior of - private households (e.g. 'private' or 'mortgage
Keynesianism', see for instance Prasad 2012 or Crouch 2009 - cited in van der Zwan 2014) as
well as firms and companies (e.g. the 'shareholder value' discussion, see initially Rappaport
1986 - cited in van der Zwan 2014), they empirically manifest in manifold ways, necessitating
each a profound and separate analysis.

The second argument, mainly put forward by economic sociologists, however,
underlines the embeddedness of social action and "financial relations" (Keister 2002),
meaning that although the analytical separation of different agents and rationalities may
seem helpful to begin with, the latter usually share "contexts for action" (Carruthers/Kim
2011: 240) which transcend the conventional micro vs. macro distinction. It is argued, for
instance, that financial markets represent "fundamental institutions of advanced societies"
(Preda 2007: 506), where participants pursue their distinctive interests and engage in
competitive or cooperative interaction with one another. Such a social environment, in other
words, provides an institutional order under which "[i]ndividuals, corporations, and
governments all may act as both suppliers and consumers of capital" (Stearns/Mizruchi 2005:
287). However, financial markets from this viewpoint are irreducible to mere neutral
"mechanisms of resource allocation" (Preda 2007: 525) - as for example the efficient market
hypothesis (see Fama 1970) in economics postulated - since "their power to determine
outcomes in production, consumption, and social welfare is enormous" (Knorr Cetina/Preda
2005: 3). Therefore, an analytical focus on financial markets as one of the typical /oci where
financialization shapes economic and social realities, encompassing both different spatial
dimensions (regional to global) and types of actors (individual to corporate) may serve as a
more holistic framework for the subject of research at hand.

Thirdly and in part connected to the latter, although financial markets and
corresponding activities such as borrowing and lending have existed throughout large parts of
human history (see Graeber 2011), there are valid reasons to believe that their relative -

guantitative and qualitative - importance has markedly increased since the mid-1970s, a trend



originally emanating from Western industrial countries, most prominently the USA (see
Krippner 2011, also Aalbers 2019: 3)2. Quantitatively in a sense that the ratio of international
financial assets to GDP on a global level "increased from 20% in 1970 to 182% in 2007"
(Schularick 2016: 285), including debt contracts which saw "the most rapid growth, increasing
from 14% of GDP in 1970 to 106% in 2007" (ibid.). In the same vein, the transnational
dimension of financialization has been steadily evolving: as Roos (2019a: 60) noted, "recent
decades have witnessed a vast increase in cross-border capital flows - from S$500 billion in
1980 to nearly $12 trillion on the eve of the global financial crisis in 2007". Qualitatively, then,
because the "real rise" (Fichtner 2020: 266, see also Preda 2007: 516) of financial agents such
as institutional investors (pension funds, insurance companies) or asset manager firms (see
Braun 2016) and their genuinely new investment techniques continue to shape financial
activities on a global scale.

This last aspect is where several critiques set in, since approximately the same
historical period has equally been defined through concepts like liberalization, deregulation
or globalization - and so a certain superposition becomes apparent which has led several
authors to create somewhat hybrid terms like 'financial globalization' (Das 2010) or 'financial
liberalization' (Arestis/Sawyer 2005). However, whereas the former concepts may refer to the
expansion of markets in general (liberalization), the easing of regulatory policies for private
sector companies and/or households (deregulation) or even the broader diffusion of culture,
communication and mobility next to economic aspects (globalization), financialization is based
on the explicit expansion of financial markets and their inherent logic that essentially differs
from previous economic activities (see, for instance, Fastenrath et al. 2017: 276 for the
distinction between non-financialized and financialized modes of sovereign debt
management, also the quote of Aalbers 2008 above). The author is thus convinced that there
exists considerable analytical space to make a valid distinction between the aforementioned

concepts, although they are not to be seen as mutually exclusive. This means in turn that a

2 Of course, since then financialization has also spread to non-Western and peripheral countries, albeit under
different circumstances - authors like Bonizzi et al. (2020) for instance refer to this phenomenon as 'subordinate
financialization'. Accordingly, "financialization cannot be reduced simpliciter to a global isomorphism towards
Anglo-American finance capitalism but needs to be understood in relation to national/local contexts" (Mader et
al. 2020b: 4, emphasis added). At the same time however, Sassen (2007: 60) stresses "the major concentration
of processes of economic globalization" historically occurring in the Occident; "[t]his concentration holds
whether one looks at foreign direct investment flows in general, [...] overall financial flows, or the new strategic
alliances among financial centers" (ibid.). On these grounds it is hardly surprising that the global financial crisis
took off in the very core of today's financial capitalism which is Wall Street.



political measure aiming at a liberalization of domestic markets at large - and thus promoting
their transnational integration at least in some instances - does qua definitionem encompass
financial markets and can therefore be interpreted as fostering financialization (see for
instance Krippner 2011 on the US-American case). In this sense, "[...] such increase [in the
complexity and importance of finance, F.Z.] did not occur simply because the latent potential
of private interest was given freer and fuller expression, for the state mattered in how finance
developed" (Carruthers 2012: 801, emphasis added). On the other hand, it is plausible to
suggest that political decisions taken on an international level (e.g. 'global governance') or in
particularly potent nation-states may externally affect domestic financialization by changing
the broader preconditions under which (economic/financial, political) agents operate. What
can thus be thought of as an essentially ambiguous and interdependent relationship between
state and finance will now be assessed in order to further elucidate the historical-empirical

accounts of financialization presented thereafter.

Il. 2: Financialization, (financial) markets and the state - a metatheoretical

perspective on an essentially ambiguous relationship

As Wang (2020: 189) has put it,

"[m]uch of the analysis of the financialization of the economy has stopped at the conceptual
boundary between economics and politics. Financialization refers to transformations in the
structure of the markets or the organization of capitalism, while the question of the state remains

outside of the analytical purview."

This 'conceptual boundary between economics and politics', market and state, private and
public appears to be a long-lasting relict of a sometimes theoretical, sometimes ideological
nature: the neoclassical-neoliberal canon traditionally conceived of the state as an intruding
organization, harming and distorting the optimal functioning of free markets in a modern
society (see for example Friedman/Friedman 1980, Hayek 1976 [1944]). On a conceptual level,
state and market(s) thus are assumed to represent "largely opposed forms of social
organisation" (Langley 2002: 4). As Adam Smith already postulated, "the [human] propensity
to truck, barter and exchange one thing for another" (Smith 1975 [1776/1777]: 117) would
induce economic interaction and the metaphysical principle of the invisible hand intuitively
guide utility-maximizing individuals to benefit the general public interest. The so-called
'marginalist revolution' associated with the three prominent names of Stanley W. Jevons, Carl
Menger and Léon Walras as well as their successors such as Alfred Marshall and Vilfredo

8



Pareto subsequently developed a micro-based model of atomistic markets where perfect
competition between economic agents would lead to pareto-optimal equilibria (see for
instance Walras 1954 [1874], Marshall 1890, later Arrow/Debreu 1954). Especially a central
proponent of the Austrian School like Friedrich Hayek repeatedly affirmed his hostility vis-a-
vis state interventionism which he judged to be short-sighted by nature and emphasized in
turn the coordinative superiority of market mechanisms and decentralized prices (see Hayek
1945, 1967)3:

"Full employment policies [...] attempt the quick and easy way of giving men employment where

they happen to be, while the real problem is to bring about a distribution of labour which makes

continuous high employment without artificial stimulus possible. What this distribution is we can

never know beforehand. The only way to find out is to let the unhampered market act under

conditions which will bring about a stable equilibrium between demand and supply." (Hayek 1967:

275, emphasis added)

Although there certainly exist (more than) gradual differences between these introduced
positions, their specific interest of inquiry as well as their respective level of analysis, it seems
nevertheless be fair to assume that generally, "[t]he economy's dependence on the state
tends to be flatly denied by free market theorists" (Block/Evans 2005: 505).

When translating these theories comprehensively into practice since the early 1980s,
conservative politicians such as Ronald Reagan or Margaret Thatcher put supply-side
economics at the very top of their respective policy agenda and became internationally known
for dictions like 'Government is not the solution to our problem, government is the problem.'
Somewhat ironically, those very same policymakers that neglected the role of the state not
only made extensive use of economic policies such as deregulation, privatization or tax cuts
but increasingly relied on public finances and government debt (fiscal expansion) for funding
their neoliberal reforms (see for example Blanchard 1987, Pierson 1994). As Harvey (2007: 64)
has put it, "[t]he practice of neoliberalization has, however, evolved in such a way as to depart
significantly from the template that theory provides".

In contrast to (neo)classical and neoliberal economics, "[p]olitical economy has
pioneered thinking about the linkages between states, law, and markets and the historical
emergence of systems of governance" (Fligstein/Calder 2015: 4). So to say, political

economists began abording 'the question of the state' mentioned in Wang's introductory

3 Hayek also conceptualizes his thinking by contrasting 'téxis', a hierarchical and regimented mode of
organization, with 'késmos', the spontaneous and rational yet somewhat metaphysical order at the heart of
modern market economies (see Offe 2015: 7).



citation not in an atomistic or exclusively state-centered way, but rather through a broader,
decentralizing analytical framework of multiple interrelations and interdependencies®. One of
the first scholars extensively engaging with these interdependencies during the twentieth
century was Karl Polanyi in his seminal work 'The Great Transformation' (see Polanyi 1957).
As Block and Evans (2005: 507) understand it, "Polanyi's critical insight was that even those
who insist that all they want is to allow markets to work depend upon state power and
institutional structures to achieve their ends". In this sense, notions such as the dialectical
'double movement' or the 'fictitious commodities' (land, labor, money) served to deconstruct
large parts of neoclassical (marginalist) theoretical assumptions. Later on, economic
sociologists like Fligstein and others drew on insights from political economy in order to
emphasize the essential role of governments and state institutions in providing what he had
named the architecture of markets (see Fligstein 2001). According to this view, regulations,
rules and domestic law enacted by different public bodies "both enable and constrain
subsequent behavior. They constrain behavior by defining how competition and conflict can
be legally regulated. They enable incumbent firms to survive and produce stable markets.
They also enable firms to create new markets" (ibid.: 19). Fligstein even argued that state and
market building were intrinsically linked and thus fundamentally contradicts the neoclassical

economism presented above:

"The modern nation-state is linked to the development of market society in myriad ways. The
historical problem of producing stable capital, labor, and product markets eventually required
governments and the representatives of capital and labor to produce general institutional
arrangements (both laws and informal rules) around property rights, governance structures, and
rules of exchange for all markets in capitalist societies. Within markets, cultural and historically
specific rules and practices came to govern the relations among suppliers, customers, and workers"

(ibid.: 27, emphasis added).

To conclude on a general level, sociologists such as Fligstein stress the "institutional
embeddedness" (Beckert 2009: 252) of markets and theorize the stability of the latter as being
essentially dependent on a complex framework of a priori legal definitions, permanent
administrative oversight and potential sanctioning which is designed and upheld by state
institutions and actors (see Fligstein/Calder 2015: 2). Other authors account for political

influence on markets in more mediate terms, stating for example that "market economies are

4 Surely, this is not to neglect the very existence of theoretical approaches within the discipline of Political
Economy specifically emphasizing the state's distinct power in society (see Krasner 1978, Skocpol 1985) or its
'relative autonomy' (Poulantzas 1969).
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embedded within a civil society that is both structured by, and in turn helps to structure, the
state" (Block/Evans 2005: 506, original emphasis). Nevertheless, both approaches generally
share a radical rejection of "the assumption [...] that state and market are distinct and
opposing modes of organizing economic activity" (ibid.: 505) and instead propose an entirely
different interpretation that can serve as an innovative theoretical insight and guiding
principle for the following explanations.

Turning my attention from the linkage between state and market(s) in general to the
realm of financial markets and financialization in particular, in the first instance there
consequently appears to be no reason why one should not extrapolate the insights from those
aforementioned political economy-inspired accounts. In other words, one could assume that
the complex of the state is equally providing the architecture of financial markets - and indeed,
Fligstein himself notes that "governments have been instrumental in creating financial
markets" (Fligstein 2001: 210). This functioning also applies to the regulation of finance (see
Mayntz 2012a) or the provision of legal devices, what Pistor (2019) for instance named the
'Code of Capital'. Similarly, other political economists like Susan Strange stressed the centrality
of the state in the general evolution from what she called 'primitive' to 'developed financial
structures': "Governments accumulate more responsibility for managing the system and
making rules for the banks and for the conduct of financial business and financial markets"
(Strange 1994: 95). Extending this processual analysis to the historical example of
financialization, comprising financial liberalization, which | already roughly attributed to the
latter third of the twentieth century, one could propose the interpretation of an ongoing
interactive restructuring between the state and financial markets®. On the one hand, Philip
Cerny and others about 20 years ago already emphasized that "[s]tate action has not merely
reinforced but also initiated market restructuring [by] [...] decompartmentaliz[ing] [...]
financial markets, promot[ing] increased disintermediation and securitization, and
support[ing] or even forc[ing] the pace of financial innovation" (Cerny 1997: 176, emphasis

added). On the other hand, Roos (2019a: 64) more recently remarked that
"[e]lven if the dominant narrative [...] has been one of market liberalization and financial
deregulation, the decades since the 1980s have in reality been characterized by a much more

important role for state actors, central banks, and international financial institutions as market-

5 This is an observation shared by Mayntz (2012b) who basically described this co-evolution as "two sides of the
same coin" (ibid.: 12).

11



makers and as lenders of last resort; [...] the process of financialization seems to have involved the

ongoing restructuring of the state apparatus". (emphasis added, see also Helleiner 1999: 154)

Hence, 'the question of the state' (see the quote by Wang 2020 above) according to this line
of argument deserves analytical attention in a double sense: first, as the political subject
initiating the very process of financialization - and second, as an object (at least) partly
(re)shaped by the latter since "it is close to impossible to imagine a shift towards a finance-
led accumulation regime without a change in policy and behaviour of public institutions
reflecting this financialisation" (Karwowski 2019: 1002, see also Pacewicz 2013: 413).

In a similar vein, another strand of the Political Economy literature (see for instance
Fastenrath et al. 2017, Schwan et al. 2020) studies the ambiguous influence of financialization
on state-market relations by introducing an innovative analytical distinction: these authors
separate approaches focusing on "the ways in which states (de-)regulate financial markets
and thus promote private sector financialization" (Schwan et al. 2020: 2) from those
concerned with "the extent to which states operate as financial market participants
themselves" (ibid.). While the former part ('financialization by the state') in analogy to Cerny's
guote can be understood as a state-induced process of market restructuring, especially the
latter dimension (what they coin 'financialization of the state' or 'state financialization') is
promising, since it materializes in both "the management of public debt and assets, and the
various ways in which states are active in financial markets" (ibid.) and thus turns away from
a more traditional perspective that depicts public institutions primarily as market regulators.
In this sense, 'state financialization' essentially constitutes a function of "the growing state
dependence on private credit, which has in turn further eroded the state's relative autonomy
from finance and dramatically reconfigured domestic power relations" (Roos 2019a: 64), a
development that will be treated in more detail below®. Schwan et al. are convinced that the
conceptualizations at hand allow for "a systematic distinction [...] between the motives of
private and public actors in driving these two processes" (Schwan et al. 2020: 2). Moreover,
regarding the empirical interrelationship between the two phenomena, they believe to find
"tentative evidence that public debt, financial liberalization, and, most notably, the influence

of supranational economic integration are associated with [...] state financialization" (ibid.:

5 The significance of such state restructuring is not to be underestimated as Deutschmann (2011: 361) points out:
"As a consequence of their increasing dependence on the capital market, many states themselves have come to
act like private financial corporations. Like finance dominated corporations they feel required to establish
privileged ““investor relations’’; they have to concentrate on their “core business’” and outsource ‘““non-essential”
government activities to contractors."
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17) by using correlational analysis; however, they cannot "rule out the possibility of reverse
causality" (ibid.) and accordingly do not draw any final conclusion in this regard. In an earlier
study, the authors suggest "to detect the determinants of [...] financialisation" by referring to
"both an increasing interdependence between capitalist political economies and country-
specific trajectories because of domestic conditions" (Fastenrath et al. 2017: 286).
Accordingly, in order to better comprehend the historical circumstances and provide further
contextualization to this "financial revolution of the 1980s and 1990s [that challenged] the
very foundation of the relationship between the state and the financial system" (Cerny 1997:
175), | will now revisit two prominent explanative attempts regarding the prevalence of
financialization by (International) Political Economy scholars Eric Helleiner and Wolfgang
Streeck. Against the analytical distinction introduced between 'financialization of the state'
and 'financialization by the state' these observations will serve as a means to generate first

(and provisional) hypotheses for the subsequent analyses.
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lll. Historical trajectories of financialization and their interpretation

in the field of (International) Political Economy

lll. 1: 'The Reemergence of Global Finance' and 'Buying Time' - Similar causes
for convergent policy reforms and the reversal of power relations between

states and financial markets?

Eric Helleiner's seminal work 'States and the Reemergence of Global Finance' represents a
particularly interesting account of financialization’ unfolding in the Western hemisphere since
it takes the aforementioned analytical priority of state action seriously and contradicts
contemporary approaches focusing on "unstoppable technological and market forces"
(Helleiner 1994: 1) as the main drivers of financial liberalization. In order to deconstruct the
latter, somewhat teleological, assessments, he instead emphasizes historical discontinuities
and political decision-making at the national and international level (see Cohen 1996: 271).
The former constitutes a particularly important aspect of his analysis as Helleiner sketches the
outline of financialization as "part of [...] structural transformations of advanced capitalist
economies" (Aalbers 2019: 4) by sharply contrasting it to the post-war international regime of
Bretton Woods which "set up a rather restrictive financial order" (Helleiner 1994: 25). Among
other factors, the experience of transnational speculative capital flows during the interwar
years, which severely harmed domestic economies, supported a Keynesian momentum still
predominant at the moment of these negotiations in 1944 and, consequentially, consensual
priority was given to the argument that "international movements of capital could not be
allowed to disrupt the policy autonomy of the new interventionist welfare state" (ibid.: 33)2.

As Monnet (2018: 358) argues retrospectively, in this specific context capital controls became

7 To clarify, Helleiner himself does not employ the notion of 'financialization', possibly because it was not yet
established in the theoretical vocabulary at the time of his writing in the mid-90s. Besides, he surely focuses
more on the transnational processes and causes, not so much on the concrete impact of these developments on
domestic economies and states. However, as mentioned in the first section, the author assumes that financial
liberalization and deregulation are in fact essential components of financialization and need to be analyzed
accordingly in order to fully apprehend this phenomenon. In this sense, Helleiner's arguments can serve to assess
the politico-economic reasons for the application of 'financialization by the state', as defined by Schwan et al.
(2020).

8 Another reason for this specific arrangement concerned considerations about the assumed (in)compatibility of
international capital mobility with the two other building blocks of the Bretton Woods economic policy
framework, such as the fixed-but-adjustable exchange rate system and the gradual liberalization of international
trade under the GATT (see ibid.: 35, 50). Both factors "reflected the secondary status of liberal finance in their
vision of a liberal international economic order" (ibid.: 37, emphasis added).
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"a necessary piece within highly regulated and segmented financial systems where credit was
supposed to be directed by the State to priority sectors".

Against this historical background, Helleiner interprets the emergence and further
development of the so-called Euromarket to represent a first critical juncture which "brought
a degree of financial openness in the 1960s not witnessed in several decades" (Helleiner 1994:
91). This tendency was substantially intensified after the ultimate failure of the Bretton Woods
regime in 1973 and the subsequent introduction of floating exchange rates that additionally
"stimulated international financial activity" (ibid.: 121). The US were the first to abolish their
capital controls in 1974 and made extensive use of their 'structural power' (Strange 1994) "in
the emerging open market-based global financial order" (Helleiner 1994: 122), particularly to
finance its current account and budget deficits with funds from foreign governments and
private investors®. Also, with regard to the conceptual thoughts about state-market relations
introduced above, the example of the 1970s as a transition period when "states [...]
abandoned the commitment to policy autonomy" (ibid.: 144) in the face of increasingly strong
speculative capital movements, is essential. It demonstrates that although states such as
Great Britain or France at the time still disposed of de jure policy sovereignty as well as the
theoretical possibility to apply (cooperative) exchange and capital controls, their de facto use
was hindered by several interacting factors.

These interrelated causes which, according to Helleiner, subsequently led industrial
countries to a quasi-collective dismissal of national capital controls and instead decisively
supported the endorsement of a liberal, deregulation-oriented policy stance toward financial
markets and cross-border financial transactions consist of what one could call material as well
as ideational-ideological features (see also Cohen 1996: 271 for a similar interpretation).
Material, on the one hand, because of the hegemonic (geopolitical) interests of the three
global financial powers (USA, Great Britain and Japan) and their 'first moving' with regard to
financial liberalization. See for instance the example of Japan, a country that advanced from
its status of a "net borrower" (Helleiner 1994: 154) into being the "major creditor to the world"
(ibid.) within record time; while initially searching for profitable investment opportunities for

its domestic savers, as a consequence, "Japan increasingly had a direct stake in a stable and

% For Helleiner, the 'structural power' relies on both "the unique depth and liquidity of U.S. financial markets and
the global importance of the dollar" (ibid.: 148), the latter still being a dominant argument, for instance put
forward by (political) economists such as Barry Eichengreen who analyzes the US-American currency's 'exorbitant
privilege' (see Eichengreen 2011).
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open global financial system as a source of future income" (ibid.: 155). This interpretation thus
highlights optimistic prospects that some governments associated with the implementation
of financialization policies, valid both for their domestic financial centers (New York, London
and Tokyo) and private financial firms as well as the (re)financing of public deficits, as it has
repeatedly been the case for the United States (see ibid.: 148f., also Quinn/Inclan 1997: 773).
Interlinked with the political decisions of these 'first movers' and decisive for the case of other
countries as well as the subsequent developments was what Helleiner called "a competitive
deregulation dynamic" (Helleiner 1994: 167, see also Cerny 1995 for a similar argument). In
this sense, many of the following unilateral and intergovernmental liberalization measures are
to be seen primarily as a consecutive reaction to an Anglo-American (as well as Japanese)
impetus: "Only by emulating the liquidity, complexity, and openness of U.S. financial markets
would West European governments be able to compete with the United States for
international capital with which to finance budget or current account deficits" (Helleiner 1994:
161). Underlying ideational (see Blyth 2002 for convincing conceptual work on the role of
ideas in Political Economy approaches) aspects, on the other hand, were for instance that
theoretical frameworks of neoliberal thought ultimately succeeded over Keynesian
interventionism which was itself to a large extent discredited due to the stagflation experience
(i.e. stagnating growth rates combined with high inflation) of the 1970s (see Helleiner 1994
167f., also Cerny 1993: 51). These convictions then were translated into policy advice and
collectively propagated among political decisionmakers by an influential "coalition of private
financial interests, multinational industrial firms, and financial officials" (Helleiner 1994: 168)
that emphasized the genuine allocative efficiency of financial markets (see Fama 1970) and
the necessity for their deregulation.

To conclude, Helleiner provides an extensive explanatory framework for the domestic
implementation of financial deregulation and liberalization in Western industrial countries
and the subsequent transnational integration of financial markets from the mid-1970s
onward. Moreover, one can deduce the (at least implicit) assumption of "a large movement
of convergence" (Quennouélle-Corre 2016: 421) both regarding the causes as well as the
national trajectories of financialization - a narrative that corresponds with large parts of the

contemporary literature on globalization in a broader sense (see, for instance, the postulated
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emergence of a 'world society' in Meyer et al. 1997, or else Ohmae 1990)*°. Mosley (2003: 7)
summarizes accordingly that "[slome of the convergence literature predicts not only growing
cross-national similarities, but also - because financial markets have become a structural
feature of the international system - a transfer of authority from national governments to
private actors". An interpretation seemingly shared by Helleiner who repeatedly emphasizes
the failure of cooperative policy initiatives to re-embed financial relations (see Helleiner 1994:
chapter 5). Referring to the aforementioned analytical distinction proposed by Schwan et al.
(2020), one could subsume these historical developments under the category 'financialization
by the state', since they represent the contingent result of intended, (re)active national
policies pursued in a context of rising global competition: "Without explicit policy decisions by
governments [...], national markets would have remained as insulated from one another as
ever" (Cohen 1996: 275). Helleiner's account thus leads us to believe that in a general sense,
industrial states "played facilitative roles in the growing dominance of finance" (Wang 2020:
189). However, although he, in line with Roos' (2019a: 64, see above) argument, emphasizes
the increasing public demand for private funding by (foreign) investors to tackle "fiscal
trouble" (Helleiner 1994: 147) under the Reagan administration in the US, the author does
neither explicitly analyze the causes nor the wider impact of such rising public debt levels in
the context of 'state financialization' (see Schwan et al. 2020). In order to elucidate this second
issue, | will now consult a more recent interpretation of Wolfgang Streeck, mainly distilled
from one of his latest works, 'Buying Time' (Streeck 2014).

Streeck first delivers a somewhat different causal narrative regarding "the political
roots and supporting forces of financialization" (N6lke et al. 2013: 210) although equally
focusing on the experience of OECD states since the post-war period which he labels
'democratic capitalism' - a system "combining institutionalized mass participation in
government with a market economy and capitalist property relations" (Streeck 2013: 1) 1.
This arrangement of a robust, because mutually benefitting class-compromise between

capital and labor then was gradually eroded, beginning with stagnating growth rates in the

10 As a further analytical proposition, Helleiner's present narrative could be classified in line with Hay (2000: 512)
as representing a sort of "'input' model of convergence", "since the institutional and cultural factors which might
translate common inputs into divergent outcomes generally remain underspecified" (ibid., emphasis added). This
analytical gap will thus be addressed in chapter IV. 2 by focusing on the historical trajectory of European financial
integration.

11 streeck, in contrast to Helleiner, explicitly states that "the 'buying of time' that postponed and extended the
crisis of postwar democratic capitalism is closely related to the epochal process of capitalist development that

we call 'financialization' (Streeck 2014: xiv).
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late 1960s and ever higher inflation pressure still exacerbated by the oil crises of the 1970s.
Traditional struggles over the distribution of national wealth arose anew, only this time
capitalists became the central agent who exerted pressure on state authorities "to shake off
the social policies and collective bargaining regimes that [...] threatened to subject them to a
long-term profit squeeze" (Streeck 2014: 20). This agency was epitomized, for instance, by
"mounting tax resistance" (ibid.: 66) or "demands for reforms such as the indexation of tax
bands" (ibid.: 66f.) on behalf of the private sector while credibly threatening to shift their
investments abroad; policymakers, according to Streeck, did not have much of a choice at the
time and followed suit, thereby enduring a severe and lasting impact on public finances in the
form of a stagnation of overall state revenue. This unfolding "fiscal crisis of the state" (ibid.:
72)? caused by the absence of tax revenue paired with constant or increasing expenditures
(e.g. welfare costs rose due to higher unemployment rates in the context of the oil crises, see
ibid.: 36) consequently fostered the already mentioned public dependence on private credit
through cumulative borrowing (see Roos 2019a: 64, also Figure 1 below)!3. For the
governments in question, the newly acquired financial resources, in the words of Streeck,
were an effective (although temporal) means to 'buy time', i.e. "to sustain the appearance of
a capitalism that delivered growth, with equal material advances for all" (Streeck 2014: 165),
and thereby de-escalate social tensions. A comparable interpretation of this historical period
was forwarded by Langley already about ten years earlier, who wrote the following:
"Confronted by fiscal crisis and rejecting increases in taxation to fund expenditure,
governments initially became far more reliant than during the American financial order upon
recourse to sovereign credit practices to meet budget deficits" (Langley 2002: 116). Mainly
relying on quantitative data, Abbas et al. (2014) on their behalf coined this period the 'Great
(Debt) Accumulation', since "public debt [...] of advanced economies rose by about 40
percentage points, despite the absence of a global crisis" (ibid.: 14).

However, Streeck makes an additional effort in putting these developments into more
abstract terms: he states that the aforementioned represents a fundamental change of the
underlying institutional formation of OECD countries, the 'tax state', that thereby turned into

a 'debt state' - "a state which covers a large, possibly rising, part of its expenditure through

12 streeck borrows this term from earlier Marxist scholars such as O'Connor (1973) and Bell (1976).

13 The underlying assumption here is that "[t]ax revenue and sovereign debt issuance are the main sources of
income in the public sector of our modern states" (Karwowski 2019: 1011). Such a (historically inspired)
conceptualization as it is undertaken by Streeck then leaves no analytical space for notions of 'monetary
sovereignty' or the like as recently proposed by Modern Monetary Theory (MMT).
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borrowing rather than taxation, thereby accumulating a debt mountain that it has to finance
with an ever greater share of its revenue" (Streeck 2014: 72f., for a critique of this notion see
Roos 2019b).
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Countries included: Australia, Austria, Belgium, Canada, Denmark, Finland, France, Germany,
Greece, Ireland, Italy, Japan, Netherlands, Norway, Portugal, Spain, Sweden, Switzerland, UK., US.

Figure 1: Government debt as a percentage of GDP, selected OECD countries, 1970-2013, taken from Streeck 2016: 54
This is where Streeck draws a rather explicit line of argument to the process of financialization
by predicating that "the proliferation of the finance industry in the last third of the twentieth
century was connected in many ways with the fiscal crisis of the rich democracies" (Streeck
2014: 49). Most prominently, he emphasizes the political necessity to deregulate financial
markets and stimulate cross-border transactions "in order to satisfy the huge credit needs of
rich industrial countries, especially the United States" (ibid.: 73), that lacked a sufficient
amount of risk-averse capital from its own domestic investors (see ibid.: 49ff.). At this point,
the author thus shares Helleiner's observation who underlined the "enormous inflows of
foreign private capital" (Helleiner 1994: 148) onto American soil under the aegis of the Reagan
administration during the 1980s.

Again, Streeck abstractly conceptualizes the relationship between national

governments and international private investors under the conditions of the 'debt state' as a
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"new political formation with its own laws" (Streeck 2014: 73) and subsequently focuses on
the larger consequences this provokes for Western democratic societies. There are mainly two
results that derive from the prior transformation on a domestic level: on the one hand, there
is an inherent tendency of bottom-up wealth (re)distribution due to both the relatively lower
level of taxation on higher income and property as well as the interconnected opportunity to
invest in risk-free government bonds with fixed coupons "[f]lor those whom fiscal policy allows
to form private surplus capital" (ibid.: 77). In this sense, the financialized practices of the newly

emerged 'debt state' "perpetuate extant patterns of social stratification and the social
inequality built into them" (ibid.: 78, see also Roos 2019a: 64), their influence is thus not
limited to the economic-financial sphere but indirectly affects society as a whole. On the other
hand, an additional dimension is given to the classical issue of governments' accountability
vis-a-vis its constituents, that is to say a qualitatively new form of dependence emerges -
epitomized by what Streeck calls the 'Marktvolk' or 'the people of the market'. In contrast to
the traditional electorate (the 'Staatsvolk'), the latter is depicted as a transnational class of
private creditors that mainly operates through participation in bond issues and whose
confidence in the current credit rating of the respective state becomes essential to maintain
the solvency of the public domain (see Streeck 2014: 80f.). Pragmatically, a government has
to assure compliance with investor's expectations "by conscientiously servicing the debt it
owes them and making it appear credible that it can and will do so in the future as well" (ibid.:
81), for if the former decide to restructure their portfolio, public authorities may be
confronted with a 'sudden stop' of capital supply (see Merler/Pisani-Ferry 2012 for an analysis
of the recent Euro crisis). The authors' further characterization of the 'bondholding class' via
socio-economic parameters or the like remains, however, quite opaque: although he cites
Calpers and PIMCO as examples "of a few large funds that specialize in the government bond
market" (Streeck 2014: 82), Streeck more often just speaks of "financial markets" (ibid.: 79),
"markets" (ibid.: 78, 88) or "market forces" (ibid.: 85) in general. His analysis therefore lacks a
convincing sociological assessment or 'disaggregation' (see Hardie 2012) of this second
constituency of the current 'debt state’, its internal cohesion and exact channels of influence
- instead, he somewhat reproduces the vague narrative of anonymous 'market discipline'

often put forward in public debates (see Tooze 2020 for a critique)*.

14 Since the publication of 'Buying Time', several authors conducted more empirically oriented national case
studies of the 'bondholding class' in order to provide necessary differentiations of the notion itself (see for
example Hager 2014, Lemoine 2018, Arbogast 2020).
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To sum up, Streeck - in line with Helleiner - presents financialization as a "general, not
a national phenomenon" (Trampusch 2015: 130) by stressing the commonalities of domestic
trajectories and their international convergence over time - both in an empirical-historical
sense (e.g. the increase of public debt) as well as on a theoretical-conceptual level (e.g. the
emergence of the 'debt state' and its dependence vis-a-vis the transnational 'Marktvolk')®.
His approach is criticized for instance by Adam Tooze, who states that "differences within the
system of international political economy receive no systematic treatment by Streeck" (Tooze
2014: 56). By focusing on patterns among national economies and interpreting their
respective rising debt levels as a common "[causal] symptom of financialisation" (Karwowski
2019: 1011), this narrative thus lacks attention for international politics and economic
interdependencies, as for example the rise and fall of the Bretton Woods system and its lasting
impact on participating member states. What 'Buying Time' delivers instead for my
argumentation, is a) the addition of another explanative factor for the financial liberalization
agenda ('financialization by the state') pursued in Western nation-states, namely the
continued - and increased - demand for financial resources by public authorities in order to
tackle their acute 'fiscal crises' (for a more detailed case study on the UK that supports this
line of argument, see Dutta 2018), and b) an extended interpretation regarding the
phenomenon of 'financialization of the state', an aspect rather omitted by Helleiner.
Concerning the latter, not only does Streeck emphasize the direct politico-economic power
investors exert upon domestic governments and the far-reaching "curtailing" (Streeck 2014:
84) this entails for the latter's "effective sovereignty" (ibid.)®, but he also directly relates this
specific power of the '"Marktvolk' to the "advanced international integration and [...] presence
of efficient global capital markets" (ibid.: 88). To this extent, the deregulation and
transnational integration of financial markets ('financialization by the state') is effectively
conceived as a precondition for 'financialization of the state', the proactive operation of state

actors in (globalized) financial markets (see Schwan et al. 2020: 2). It is especially this second

15To provide another example of this analytical conviction, Streeck already states in his introduction that "it turns
out that the parallels and interactions among capitalist countries far outweigh their institutional and economic
differences" (Streeck 2014: xii). And further: "The underlying dynamic [...] is the same - even for countries
considered as far apart from each other as Sweden and the United States" (ibid.).

16 Moreover, by unilaterally highlighting "[t]lhe organizational advantage that globally integrated financial
markets have over nationally organized societies" (ibid.: 86), Streeck runs the risk of depriving policymakers and
national institutions of any regulatory capacity or agency themselves. This represents an analytical
misinterpretation, as will be seen in chapter IV. 2.
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observation that | want to assess more closely and in-depth in chapter IV, directly after having

revisited Helleiner's claims for the historical case of European financial integration.

lll. 2: Why Europe? Political Economy perspectives and their Implications for

the inquiry of European financialization: a literature review

After having reviewed two separate Political Economy accounts from the conceptual
perspective of financialization as being essentially centered around the relationship between
state(s) and (financial) market(s), | was able to distill at least two central aspects with regard
to the politico-economic dynamics of financialization. First, the assumption of a historically
largely common and convergent expansion of financial liberalization and deregulation policies
in the post-Bretton Woods era, due to both material and ideational-ideological factors and
initiated by the US as "the single innovator" (Fastenrath et al. 2017: 286). Second, a provisional
hypothesis regarding the interrelation between 'financialization by the state' and
'financialization of the state', in the sense that the former can be considered a prerequisite
for the latter - for only integrated and liquid bond markets fully enable private investors "to
switch quickly from one investment to another if 'confidence' is lost" (Streeck 2014: 88), a
situation that puts additional pressure on domestic governments and lets them compete for
the most profitable market opportunities!’. This observation is consistent with the conceptual
argument that financialization induces an interactive restructuring of state and market(s) (see
chapter Il. 2) and equally relies on Karwowski's assumption that "it is close to impossible to
imagine a shift towards a finance-led accumulation regime without a change in policy and
behaviour of public institutions reflecting this financialisation" (Karwowski 2019: 1002).

In order to further examine, specify or possibly reframe these still rather general lines
of argumentation, | will now turn my attention to a particular geographical and politico-
economic entity which is the European Community and its historical evolution during the
second half of the twentieth century, i.e. European (financial) integration. Why it is both
reasonable and analytically promising to take Europe as a point of departure for the further

inquiries will be elaborated in the following paragraphs®®. Regarding this, it appears useful to

17 At this point, one question that remains, however, is if financial liberalization and deregulation of the private
sector by itself can be considered being a sufficient precondition for 'financialization of the state' - or whether
there are additional factors to take into account when assessing the latter empirically.

18 |t is important to note that both Helleiner and Streeck in their respective work do analyze the European case
to some extent. However, they do so either by not actively distinguishing between European financial integration
and financial liberalization in OECD countries (i.e. applying a generalized set of causal arguments) (see Helleiner
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distinguish ex ante different types of arguments that speak for the general importance
financialization contains for European states: first, there are contemporary empirical
indicators that point to the larger impact financialization has - and had - on European
economies, most notably the example of the recent Euro crisis. Second, the role of several
formal institutions (see North 1990) is to be emphasized that provide the larger politico-
economic framework under which member states of the currency union operate with regard
to financial markets and financial activities. These represent to some extent the historical
culmination of the decade-long process of supranational and intergovernmental integration:
"[...] EMU is part of an ongoing process of economic and political integration in Europe, and
not an isolated, 'technical', monetary arrangement" (Buiter 1999: 182f.). The last argument is
rather pragmatic, in the sense that existing (International) Political Economy literature has so
far hardly analyzed the larger phenomenon of financialization explicitly from a European
perspective (see Rossi 2013, Bieling 2013, Preunkert 2017 and Pataccini 2017 for recent
exceptions) and thus leaves a considerable research deficit to be filled.

As many authors have noted by now, "[t]he euro-area crisis has exposed a number of
structural flaws of monetary union" (Rossi 2013: 381, see also Jones et al. 2016,
Baldwin/Giavazzi 2015), and although there exists a variety of explanations drawing on
gualitatively different causes (or even their specific interdependence in the given case),
"[m]any of them can be traced to the implications of financialisation" (Rossi 2013: 381, see
Laeven/Valencia (2013) for a comprehensive account of financial crises linked to
financialization). Bieling (2013: 288) puts it in a similar way, stating that "the politics of
financialization increased the crisis-vulnerability of European financial capitalism" ex ante. In
line with the insights provided by Helleiner (1994) and Streeck (2014), it appears thus
reasonable to partly assume that "the causes of the crisis [...] are rooted in long-run
developments since the early 1980s" (Hein/Mundt 2013: 153) or even before. However, the
relative singularity of the Euro crisis on a global scale and its long-lasting impact on member
states' economies and societies beg the question whether there are additional or specific
variables to consult when assessing this very case. In other words, the crisis might be
considered as being "endogenous to the monetary union" (Bénassy-Quéré 2015: 71) and

therefore representing an indicator for a 'variegated' trajectory of financialization that

1994: chapter 7) or by choosing a contemporary time frame (i.e. the post-crisis period, see Streeck 2014: chapter
3) without explicitly referring to historical developments such as financialization as part of the European
integration process.
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potentially diverges from the classical Anglo-American case (see Karwowski 2020 for an
analysis of variegated financialization in emerging economies)*°.

Regarding the characteristics of the recent Euro crisis, Lane (2015: 129f.) for instance
argues that "the role of cross-border [capital] flows was especially intense inside the Eurozone
due to the much higher scale of intra-zone cross-border integration of banking and bond
markets". Combined with structural issues such as banking regulation (see Jones et al. 2016:
1020ff.), this induced the infamous phenomenon of contagion among so-called 'PIIGS'-
countries (Portugal, Ireland, Italy, Greece, and Spain) that "play[ed] a crucial role in
exacerbating the sovereign debt problems in the euro area" (Constancio 2011, see also Blyth
2013: 63f.). The protagonists then that transformed the initial 'banking crisis' into a 'sovereign
debt crisis' to begin with were potent European private banks which collectively turned out to
be 'too big to bail', as Mark Blyth (2013: 83) has put it?°. Roos (2019a: 63) interprets this
feature of European financialization as the consistent result of an ever-growing concentration
of market shares and asset holdings among financial institutions, stressing that "[b]etween
1997 and 2005 alone, thelir] total number [...] in the EU-25 declined from 4,228 to 2,683."
Lastly, another aspect of the Euro crisis that can be linked to financialization was the forced
application of an austerity regime in the heavily affected peripheral countries, most
importantly Greece, decreed by the Troika of the ECB, the European Commission as well as
the IMF (see Armingeon/Baccaro 2012, Blyth 2013). This can be seen as one particular
manifestation of a deeper restructuring or even 'remodelling' of the respective state
apparatus in the direction of a 'consolidation state', to use the notion of Streeck (2014), the
implicit aim being "a dual binding of national politics to market principles of economic reason,
effected both by the countries themselves, through constitutional 'debt ceilings', and by
international treaties or obligations under European law" (ibid.: 117). Such obligations at the
European level comprise for instance the Six-Pack and Two-Pack, as well as the Fiscal Compact

introduced in 2011-2012 (see Verdun 2015).

1% Underlying is the assumption that "[p]rocesses of financialisation are historically and spatially determined as
their features depend on conditions that change over time in the same place (country or geographic area), and
are often discordant in different places at a given time" (FESSUD 2017: 3). Similarly, Karwowski herself posits
that the notion of 'variegated financialization' "illustrates the importance of spatial distinctiveness, local
institutions, and history" (Karwowski 2020: 173).

20 For Streeck (2015: 7), this course of events proves "the close interconnection between the debt state and the
financialization of modern capitalism [...], as states found themselves forced to absorb the bad debt created by

the private sector under financial deregulation".
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However, those market principles of economic (or financial) reason are not genuinely
new to the member states of the Eurozone since they have been written into the institutional
foundations of the currency union itself, namely the Maastricht Treaty and the Stability and
Growth Pact (SGP) (see Streeck 2015: 15). For Pataccini (2017: 268, see also Bieling 2013: 286
for a similar view), "in the case of Europe, the most crucial event for the rise of financialization
arrived with the integration project enshrined in the city of Maastricht"; and indeed, the
general political conviction of the twelve signing nations at the time was nothing less than "to
mark a new stage in the process of European integration" (Council of the European
Communities 1992: 3). An understanding likewise shared by many contemporary observants:
"EMU is foremost a major step on the road to 'ever closer union' in Europe. It represents the
opening of a new chapter in the European federalist agenda, a significant transfer of national
sovereignty to a supranational institution" (Buiter 1999: 183, see also Pagano/von Thadden
2004). However, this 'transfer of national sovereignty' substantially had a "market-conforming
face" (Jabko 2010: 318) and subjected member states to the discipline, the "omnipotence and
omniscience" (Sarotte 2010) of financial markets in ways different to what they experienced
before (see Rommerskirchen 2019: 755). As will be shown, the latter becomes particularly
apparent with regard to EMU's "policy core" which, as Dyson (2012: 453) argues, "comprises
[both] fiscal policy coordination, represented by the SGP, and the single monetary policy of
the ECB".

For although fiscal policy de jure remained a prerogative of national governments
without creating a supranational body authorized to engage in discretionary spending, the
former was decisively constrained by the stipulations of the Maastricht Treaty and the
subsequent SGP in order to prevent what European decisionmakers framed as "excessive
government deficits" (Council of the European Communities 1992: 27). The 'convergence
criteria' set out by the Maastricht Treaty applied to both the annual budget deficit as well as
aggregated debt levels of national authorities and set legally binding limits in relation to the
respective gross domestic product: a 3% threshold for potential deficits and a 60% benchmark
with respect to the overall public debt ratio (see ibid.: 183). In 1997, then, the SGP was
concluded to regulate "procedures of budgetary surveillance and the imposition of financial
fines for unauthorised breeches of the deficit limit" (Heipertz/Verdun 2003), i.e. the fixation
of preventive 'Medium-Term Budgetary Objectives' and the excessive deficit procedure (EDP)

as the so-called 'corrective arm'. In the eyes of Streeck, the commitment to fiscal consolidation
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as demanded by the treaties represented "essentially a confidence-building measure"
(Streeck 2015: 10) with the objective "to make a state attractive for financial investment by
making it clear to the financial markets that the state is in a position to service its debt" (ibid.).
Financialization thus takes once again the form of an implicit political compliance with the
interests of the 'Marktvolk' (i.e. foreign investors), namely the continued servicing of
government debt and its adequate limitation in order to prevent cost-intensive haircuts in the
possible event of sovereign default?': Dyson (2002: 7), in this regard, speaks of "a clear
European model of 'sound' money and finance".

For the specific case of the EMU, Streeck adds, "consolidation takes on a peculiar form
as it proceeds under an international regime governing the fiscal and financial policies of a
collection of formally sovereign nation-states, so as to secure their compatibility with a
common supranational monetary policy" (Streeck 2015: 15). And indeed, one of the economic
concerns underlying these regulative measures was intrinsically linked to the second part of
EMU's 'policy core' - monetary policy and the legal statute of its competent institution, the
ECB - by postulating that continued government deficits "could undermine central bank
independence" (Heipertz/Verdun 2003). The European Central Bank has repeatedly been
depicted as "one of the most independent central banks" (De Haan 1997: 395, see also
Diessner/Lisi 2020: 320) with regard to national politics or even as "controlling the state"
(Bibow 2012: 2) in order to "prevent fiscal dominance and printing press abuse" (ibid.: 11); its
strong independence, in turn, fundamentally relies on another institutional singularity of the
ECB which is the a priori prohibition of direct monetary financing as specified in Article 123(1)
TFEU:

"Overdraft facilities or any other type of credit facility with the European Central Bank or with the
central banks of the Member States (hereinafter referred to as ‘national central banks’) in favour
of Union institutions, bodies, offices or agencies, central governments, regional, local or other
public authorities, other bodies governed by public law, or public undertakings of Member States
shall be prohibited, as shall the purchase directly from them by the European Central Bank or
national central banks of debt instruments." (Official Journal of the European Union 2012: 99,

emphasis added)

21 |n a similar way one can interpret the 'no bailout'-clause (see Council of the European Communities 1992: 27)
defining that member states of the EMU were not liable for the financial commitments of any of their peers -
therefore investors had not to worry about any kind of additional risk-sharing that might endanger their proper
entitlements.
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The transfer of sovereignty over monetary policy to an independent supranational institution
in general as well as the legal definition regarding the latter's functioning in particular basically
implies that "[m]embers of a monetary union issue debt in a currency over which they have
no control" (De Grauwe 2011: 2). National governments become thus "very susceptible to
liquidity movements" (ibid.: 5) in the form of a potential withdrawal of financial resources by
foreign investors and most importantly lose the privilege of 'debt monetization' as a mode of
non-market, non-financialized sovereign debt management (see Fastenrath et al. 2017: 276,
also Preunkert 2017: 30f.). Instead, from this time on "public institutions were forced to resort
to open markets for funding" (Pataccini 2017: 276) - even (or especially) in times of crises. For
these very reasons, authors such as Lapavitsas et al. (2012: 3) go as far as to say that "the ECB
[...] emerged as protector of financial interests and guarantor of financialisation in the
eurozone". Similarly, for Kalaitzake (2019) the ECB represents an institutional agent disposing
of specific 'financial political power' given its relative proximity and receptivity vis-a-vis
financial markets.

Having recalled this variety of empirical and institutional aspects that link
financialization to the historical emergence and recent developments of the Eurozone, it is all
the more surprising that explicit analyses of European financialization still remain quite under-
represented in the field of (International) Political Economy. Hereafter, a few existing
exemptions are presented and succinctly summarized: Bieling (2013) for instance uses a neo-
gramscianian and regulationist approach for explaining the continuity of what he calls
'European financial capitalism' despite the wide-reaching disruptions the Euro crisis caused in
recent years. Although he shortly mentions past developments that paved the way for
European financial and monetary integration, the author is mainly concerned with the power
relations inherent to the contemporary 'historical bloc': he identifies "the transnational
financial power elites" (ibid.: 295) as the pivotal agent in the competitive struggle over
conceivable political reactions to the crisis. Bieling, then, paints a rather pessimistic picture
when he concludes that possible efforts of de-financialization were slashed due to the
organization of private interests and argues that what emerged instead during the aftermath
was rather a "transition toward a state-backed and increasingly politicized mode of
financialization" (ibid.).

Although equally focusing on the financial crisis and its repercussions in the euro area,

Rossi (2013) advances "monetary-structural factors" (ibid.: 389) of the EMU setup as principal
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causes for the former. On the one hand, he emphasizes that financialization in the form of
cross-border mobility of capital and bank deposits had exacerbated "economic divergence and
financial instability" (ibid.: 397) among member states; on the other hand, the author criticizes
the existing TARGET2 payment system as being inherently defective due to "the lack of
international payment finality within the EMU" (ibid.: 391). Since the ECB does not yet assume
the role of a settlement institution between national central banks and their respective
balance sheets, Rossi proposes the alternative to issue the common currency via an "European
institution for the settlement of all foreign trade" (ibid.: 394) between national economies
whereas "the latter recover their monetary sovereignty through the issuance of their own
national currencies" (ibid.).

The paper of Pataccini (2017) engages with a broad range of economic phenomena
(privatization, public and private debt, unemployment) which the author all (in)directly
connects to the historic expansion of financialization in European countries. He provides a
large review of existing literature but his own analysis of what is called "the paradox of
financialization" (ibid.: 284) remains rather superficial which is in part due to an imprecise
analytical distinction between 'neoliberalism' and 'financialization' (see chapter II. 1). This
becomes apparent for instance when Pataccini traces "clear connections" (ibid.: 276) between
the Maastricht Treaty on the one hand and privatization as an economic policy 'directly’
promoting financialization on the other hand: although one can argue that privatization
served as a viable means for governments to generate additional income and thereby reduce
their debt burden to comply with the convergence criteria (see above), the existing literature
associates the former rather with a neoliberal policy agenda (such as the 'Washington
Consensus') promoting the general dismantling of state influence (see Stiglitz 2002, Rodrik
2006). Moreover, it is by no means evident that privatization fosters the "expansion of
domestic financial markets" (Pataccini 2017: 276) for state assets might be non-financial in
nature and, in fact, be bought by foreign investors. Whether or not public authorities channel
such revenue into financial markets themselves, is a politico-economic question whose
outcome depends on contingent circumstances. Against the background of such doubtable
assumptions, Pataccini's '‘paradox of financialization' - stating that "the expansion of financial
activities becomes determinant for the growth of national [...] economies, but at the same

time, it makes them more vulnerable" (ibid.: 287) - in the end lacks a clear and distinctive
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analytical outline that would allow to relate it to EMU and European integration in particular,
and not to financialization as a global process in general.

To my knowledge, the only work that employs a more state-focused view on
financialization (in a similar vein as presented before in chapter Il. 2) and explicitly tries to
identify the lasting impact of European monetary integration in the realm of 'state
financialization' is delivered by Preunkert (2017). The author empirically focuses on the
management of government debt and further distinguishes between two sorts of
financialization in respect thereof: (1) the 'financialization of the relationship with investors'
as well as (2) the 'financialization of the regulatory framework’ (ibid.: 32). Whereas the former
represents "the shift from borrowing credit from specific private investors to issuing debt
instruments on the financial markets" (ibid.), the latter implies "the shift from a regulated
domestic-oriented market to a deregulated transnational market" (ibid.). What is important
to note, additionally, is the fact that Preunkert conceives of these different financialization
processes as two subsequent stages where (1) is assumed to be a necessary precondition for
(2) (see ibid.: 31). In her analysis, she finds that a general, EU-wide transformation of
government debt management took place during the 1980s when the share of marketable
debt gradually increased and the Treasuries introduced auction systems to place their bonds
and bills (see ibid.: 36). At this point - and for the subsequent empirical analysis that will be
conducted - it is interesting to observe that Preunkert explains this shift in a rather
unidimensional way by emphasizing "the increased borrowing needs of governments" (ibid.:
41); this is in line with Streeck's argument in 'Buying Time' but does neither take into account
effects of financial liberalization nor 'supranational economic integration' as proposed by
Schwan et al. (2020). Effects that, indeed, materialized already during the 1980s and thus
before the actual introduction of the Euro as will be argued in the next chapter.

Although her paper hence narrows the analytical perspective on European
financialization in a manner that provides promising insights for my further inquiry, one might
argue that Preunkert lacks a longer-term view on policies of 'financialization by the state' that
were already well advanced during the 1980s - either unilaterally on the national level orin a
coordinated way among member states of the European Community (see for instance Abdelal
2007 and the next chapter). Whether, and if so, to what extent this specific period of financial
liberalization can ex post be assessed as one of international convergence due to similar

domestic circumstances as assumed by Helleiner (1994) will now be the subject of the
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following section before subsequently turning to the interrelation between 'financialization

by the state' and 'financialization of the state'.
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IV. Empirical examinations

IV. 1: A case of 'variegated financialization'? The politico-economic facets of

European financial integration

As | have already noticed through a systematic review of Helleiner's seminal work 'States and
the Reemergence of Global Finance' (see chapter Ill. 1), the last decades of the twentieth
century were decisive for radical transformations of state-market relations in general - and
the political (de)regulation of financial markets in particular. In the words of Abiad/Mody
(2005: 66), "financial systems worldwide moved from government ownership or control
toward greater private provision of financial services under fewer operational restrictions", a
shift primarily induced by comprehensive liberalization and deregulation policies - measures |
subsumed under the label 'financialization by the state' which was proposed by Schwan et al.
(2020). The interpretation of this historical sequence in the Western world put forward by
Helleiner (1994) was one of convergence and commonalities, both on a causal-processual
level (i.e. the combination of material and ideational-ideological aspects) as well as regarding
the final policy outcome for national economies (the abolition of capital controls and the
gradual integration of domestic into transnationalized financial markets).

Due to the multifaceted importance financialization has gained in the specific
contemporary and institutional setup of the Eurozone, it seems legitimate to take a step back
and analyze the larger historical picture: "[a]n understanding of antecedents does matter"
(Cohen 1996: 273), especially with regard to a politico-economic project that has repeatedly
been characterized as "probably [...] the single most important policy-induced innovation in
the international financial system since the collapse of the Bretton-Woods system"
(Pagano/von Thadden 2004: 531, see also Galati/Tsatsaronis 2003: 165)%2. Notions such as 'sui
generis', 'supranationalism' or 'regionalism' (and 'Europeanization') as well as the fact that
they constantly recur in political and scientific debates (in)directly point to a European
specificity or singularity that might qualitatively differ from the conventional (standard)
narrative concerning globalization phenomena. According to Schmidt (1999: 174),

Europeanization, for instance, constitutes "a force in its own right, able to counter some of

22 More precisely, Danthine et al. (2000: 4) for instance assume that "many of the [...] effects of EMU are of little
relevance without the context of financial market liberalization on the EU level following the Single European
Act" which was concluded in 1986.
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the effects of globalization". Historically, the 'Single Market Programme' - as opposed to a
globally integrated market - and the project of a 'European Financial Area' (see Underhill 1997)
then could be interpreted as concrete political agendas to materialize and demarcate this
assumed European singularity. These aspects make it all the more interesting to retrace the
historical developments in Europe in detail; and thus, to verify whether they can indeed be
sufficiently explained by the IPE narrative - or to what extent one has to consider additional
and distinctive features of European financialization.

Although free movement of capital represented one of the four foundational freedoms
of the European project as defined by the Treaty of Rome in 1957, its political priority was
initially - and during the decades to come - categorically surpassed by labor and goods and
services mobility which was generally conceived of as being essential for economic integration
and the implementation of a common market (see Bakker 1996: 1, also Baines 2002: 351). The

EEC Treaty in this regard stated the following:

"During the transitional period and to the extent necessary to ensure the proper functioning of the
common market, Member States shall progressively abolish between themselves all restrictions on
the movement of capital belonging to persons resident in Member States and any discrimination
based on the nationality or on the place of residence of the parties or on the place where such

capital is invested." (Official Journal of the European Communities 1992: 24, emphasis added)

As a consequence, discretion over control mechanisms was largely ceded to the national
signing parties because the legal act neither defined an exact period of time for their abolition
nor did it specify any mandatory operational proceeding for achieving the declared
objective?3. Two additional directives were adopted in the early 1960s, but their subject too
was either quite narrowly put or "most directly linked to the exercise of the other basic
freedoms established by the Treaty" (Commission of the European Communities 1988a: 7).
This apparent "second-class status" (Abdelal 2007: 48) of capital, analogously to the political
considerations influencing the design of the Bretton Woods regime described by Helleiner
(1994), resulted from "the widespread consensus [...] that capital flows ought to be controlled
to avoid financial crises and deflationary pressures" (Abdelal 2007: 48). Against the theoretical

background of what was later coined the 'Mundell-Fleming model' or 'trilemma’ which

23 Another contemporary example for such cautious concertation at the international level was the OECD Code
of Liberalization that was introduced in 1961: Although member states agreed in principle to gradually lift
restrictions on capital movements, national policymakers kept the right to add exclusive 'reservations' for
different sorts of capital transfers and more generally maintained the prerogative of interpretation, for instance
"to reimpose controls whenever conditions warranted" (Goodman/Pauly 1993: 53, see also European
Commission 1997: chapter 7).
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postulates the mutual incompatibility of three distinctive policy objectives - namely a fixed
exchange rate, cross-border capital mobility, and monetary policy autonomy (see initially
Mundell 1963) - European governments tended to subordinate "the free movement of capital
[...] to the wish to preserve exchange rate stability [...] as well as the wish to retain sovereignty
over monetary policy" (Bakker 2020: 3). The depicted model, however, was never fully
deterministic with regard to socio-economic reality as the comparison of different national
policy stances at the time demonstrates (see also Monnet 2018). In an official document
dating from 1997, the European Commission retrospectively differentiated between member
states applying 'liberal' capital control regimes in the post-war period - this was the case for
Germany and the Benelux countries, the UK only followed later in 1979 (see European
Commission 1997: 26f.) - and governments maintaining 'significant controls', such as Italy and
France as well as prospective members of the EEC/EU (Denmark and Ireland which joined in
1973, Greece in 1981, Portugal and Spain in 1986 and finally Austria, Finland and Sweden in
1995) (see ibid.: 27ff.). De facto discretionary power over financial market regulation and
cross-border capital mobility remained thus largely at the domestic level while any direct and
vertical constraints exerted by supranational institutions like the newly created Commission
of the European Communities were still practically non-existent (see Baines 2002: 351) 24,
The inherent link between financial integration on the one hand and monetary
integration on the other hand?>, partly in the form of transfers of political and economic
sovereignty, was first made explicit in the 'Werner Report' published in 1970; this document
proclaimed for instance that "[a] monetary union implies inside its boundaries the total and
irreversible convertibility of currencies, the elimination of margins of fluctuation in exchange
rates, the irrevocable fixing of parity rates and the complete liberation of movements of
capital" (Commission of the European Communities 1970: 10, emphasis added). In order to
realize a similar project, the Commission added, "transfers of responsibility from the national

to the Community plane will be essential" (ibid.) and "[i]n addition, it will be necessary for the

24 According to Scharpf (2009: 7), intergovernmental agreements between member states were the motor of
European integration at that time: "Since the Luxembourg Compromise of 1966 had prolonged the practice of
unanimous decision-making, all governments could be sure that no legislation could remove existing economic
boundaries without their agreement". However, "[t]he price of unanimity", he wrote elsewhere, "was, of course,
a sclerotic decision process" (Scharpf 1998: 160). This, in combination with the different national policy regimes,
then partly explains the relatively limited progress in the field of joint financial liberalization and deregulation
during the 1960s and 1970s.

25 Bakker (1996: 255) for instance states that "the history of the liberalization of capital movements in Europe to
a large extent coincides with the history of monetary cooperation in Europe".
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instruments of economic policy to be harmonized in [...] various sectors." (ibid.) As part of the
latter, the report inter alia reflected upon the insufficient progress that had so far been
realized by member states with regard to financial deregulation and reiterated a call to "take
prompt action in two directions: the abolition of obstacles to capital movements, in particular
residual exchange control regulations, and a coordination of policies as regards financial
markets" (ibid.: 20). Indeed, at the time such comprehensive action was deemed essential by
European states in the multistage process leading to an equilibrated economic and monetary
union as "a means of sheltering themselves from financial globalization" (De Groot 2019: 284,
see also Bakker 1996: 112 on the deliberate discrimination between EEC and non-EEC
countries regarding capital mobility).

The following years, however, saw major currency upheaval at the global level
beginning with President Nixon's decision to suspend the dollar's gold convertibility in 1971
(the 'Nixon shock'); subsequently, "[t]he decline of Bretton Woods and rising capital mobility
[see the role of the Euromarkets mentioned in chapter Ill. 1], both of which undermined
domestic macroeconomic autonomy, triggered a search for regional arrangements to stabilize
exchange rates" (Moravcsik 1998: 239). The adoption of a regional exchange rate mechanism
like the 'Snake' in 1972 represented thus both a political attempt to limit intra-European
margins of fluctuation in line with the objectives set out by the 'Werner Report' to create an
'ever closer (economic) union' as well as "a defensive move" (Bakker 1996: 116) to counter
geopolitical pressure and instability emanating from the US-American hegemon. A third
underlying aspect was the regional integration of trade relations (see Andrews 1994: 428) that
had lately unfolded between EEC member states thanks to the general lifting of customs
duties and restrictions in 1968. Agreement was then found between France, (West) Germany,
Italy and the Benelux countries - with Denmark, Ireland, Norway, Sweden and the UK joining
shortly after - to reduce their bilateral currency spreads to a maximum of + 2.25 per cent (see
Pinsky/Kvasnicka 1979: 4); the 'tunnel' that was initially meant to regulate the collective fixed
margin of fluctuation vis-a-vis the US-dollar as a broader framework was soon to be replaced
by a joint float that sealed the final collapse of the Bretton Woods system (see Coffey 1984:
13, also Bakker 1996: 118). Yet, already within several months after its launch the inherent
fragility of the 'Snake' was revealed: exogenous events like the Oil crisis in 1973 "created
different levels of unemployment in different European countries, [and] national governments

came under different degrees of pressure to respond in ways that risked inflation"
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(Eichengreen 1993: 1323, see also Eichengreen/Frieden 1993). And stagflation (i.e. high
unemployment and stagnating growth rates in combination with high inflation) indeed
became the major economic issue in Western nations during the 1970s, preparing the ground
for the later 'monetarist revolution'. In addition, targeted speculative attacks causing "a series
of exchange rate crises" (McNamara/Jones 1996: 9) ultimately forced several members (first
the UK and Ireland then Italy, France temporarily withdrawing in 1974/75) to opt out of the
joint project prematurely. Domestic controls on both capital inflows and outflows regained
political momentum, so that "the balance between liberal and restrictive countries [see the
distinction introduced above] initially swayed in favour of the latter" (Bakker 1996: 136) and
collective efforts to liberalize the financial sector were temporarily paused. Apparently, the
now dominant economic cleavage was one of relative currency value: whereas weak-currency
states had to use their scarce foreign exchange reserves to maintain the fixed exchange rate
or leave the 'Snake' altogether, it sufficed for strong-currency countries - most prominently
Germany and the Deutsche Mark - "to sell their domestic currencies when they appreciate[d]"
(McNamara/Jones 1996: 8, see also Moravcsik 1998: 294).

Due to the cumulation of these factors that created a collective sentiment of
'Europessimism' (Sandholtz/Zysman 1989: 109) and the resulting structural and policy
divergence between participating member states, "the arrangement [gradually] proved
incapable of delivering the exchange rate stability that was its central goal" (Eichengreen
1993: 1323). Towards the end of the decade, a new attempt was made to revive monetary
integration: the European Monetary System (EMS) jointly championed by the Franco-German
leadership in 1978 "was precisely intended to redirect Europe on the path of cooperation”
(Bakker 1996: 137). Again, the literature emphasizes the political will to actively push a
common regional interest in the face of unfolding (financial) globalization; Moravcsik, for
instance, mentions the objective "to insulate a West European bloc from monetary
fluctuations emanating from Japan and the United States" (Moravcsik 1998: 296), while
McNamara and Jones similarly interpret the venture as a means "to strengthen Europe's
position in international affairs" (McNamara/Jones 1996: 9, for an extensive historical account
see also Dell 1994). Monetary integration, in the eyes of Frieden, came to be generally
perceived as being linked to further European (economic) integration "as the last best hope
for the region" (Frieden 2001: 34). Regarding the ex-post effectiveness, the mere fact that the

initial Exchange Rate Mechanism (ERM) of the EMS was maintained until the very introduction
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of the Euro in 1999, demonstrates its enhanced stability in contrast to the rather volatile and
short-lived experience with the 'Snake'. The list of participating economies encompassed all
EEC member states except the UK and as Andrews (1994: 429) noted, "[d]uring the][...] first
thirteen years of the system's operation, no state abandoned participation in the exchange
rate mechanism of the EMS; indeed, several states either entered into or upgraded their ERM
commitments".

For Eichengreen, the EMS essentially represented "a hybrid of pegged and adjustable
exchange rate regimes" (Eichengreen 1993: 1328). Since the individual currencies on the one
hand were generally pegged within a band of + 2.25 % to the newly created composite unit of
account, the European Currency Unit (ECU)?®, and central banks were obliged to intervene in
foreign exchange markets to balance fluctuations accordingly, a considerable reduction of
intra-European exchange rate variability was achieved (see McNamara/Jones 1996: 10). On
the other hand, the setup of the EMS included an additional discretionary element allowing
for bilateral political agreements on exchange rate adjustments "if the bandwidths turned out
to be unfeasible due to short-term fluctuations" (Hopner/Spielau 2018: 162). Important for
my argument, the hybrid character of the EMS relied substantially on the existence of capital
controls for protecting foreign reserves "against speculative attacks motivated by
anticipations of realignment" (Eichengreen/Frieden 1993: 90); and indeed, this was especially
true for the first four years since 1979 when realignments were frequently due and
"[m]onetary policies and inflation rates showed few signs of converging" (ibid.: 87, see also
Bakker 1996: 148). Conversely, arguing in line with the theoretical framework of the
'impossible trinity' (see above), it was plausible for the United Kingdom, as an EEC (but non-
ERM) member state with floating exchange rates and a "traditionally liberal and international
approach to macroeconomic policymaking" (Schmidt 1999: 182), to abolish the whole range
of its remaining capital controls in 1979%7 (see Helleiner 1994).

In the following years, the UK and the apparent success of its recent policy changes
became thus an important ally to the group of states which were already applying 'liberal
capital regimes' (i.e. Germany and the Benelux countries, see European Commission 1997:

26f.) within the EEC, thereby reframing the discourse on financial liberalization considerably

% |taly exceptionally negotiated a special margin of + 6% for the Italian lira, similar concessions were made to
countries (Portugal, Spain, the UK) that joined the ERM later on.
27 This is not to say that there were no other, equally important politico-economic factors at stake, e.g. the
election of the neo-conservative Thatcher government which put great emphasis on deregulation and a liberal
policy agenda (see Bakker 1996: 139f., also Schmidt 1999: 182f.).
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(see Abdelal 2007: 56, also Bakker 1996: 149). Although authors such as Bakker dated what
he called "the beginning of a new era" (Bakker 1996: 150) with regard to financial liberalization
already to the early 1980s, stressing the importance of internal advisory bodies like the
Monetary Committee serving as a consultative institution, there are strong indications that
the issue regained general political momentum on a European level only from 1985 onwards.
Dyson, for instance, speaks of "a parameter shift in the period 1985-9", since "[d]uring this
period the launch of the single market programme and increased economic convergence
associated with the Exchange Rate Mechanism (ERM) set in process a complex set of
interactions" (Dyson 2002: 10); Moravcsik (1998: 314) and Weiler (2001: 58) on their behalf
both advance the wording of a 'relaunch' of European integration for the same time period.
And indeed, it is interesting to analyze how this 'relaunch' was fostered by the superposition
of different factors, at the national and the supranational level, in order to assess the specific
character and mode of implementation of European financialization.

By the mid-1980s, France had in part converted from its former dirigiste economic
policy to the 'liberal capital regime' camp after having experienced massive capital flight and
speculative attacks as a reaction to the newly elected socialist governments' agenda covering,
inter alia, a number of nationalizations, a significant raise of the minimum wage (SMIC) as well
as the introduction of a wealth tax ('impot de solidarité sur la fortune', ISF) (see Abdelal 2007:
58f., also Sachs/Wyplosz 1986 and the recent article of Birch 2021). This very situation is in
fact invoked by Helleiner (1994) as one of four 'turning points' which, in the authors' opinion,
could retrospectively have reversed the dynamics of global financial liberalization at the time
(seeibid.: 140-144, also Ghosh/Qureshi 2016: 24). International markets, however, succeeded
in disciplining the French government despite the intensification of controls on capital
outflows - thereby giving rise to the well-known tournant de la rigueur, including the gradual
abolition of controls and domestic deregulation during the following years (see Abdelal 2007:
61). The regional repercussions of this ideological 180° turn taking place in the second most
productive economy of the EEC were not to be underestimated and renewed political
discussions more generally, fostered by the arrival of Jacques Delors, who had been a fervent
advocate of both European (monetary) integration and financial discipline (see for instance
Warlouzet 2018), at the head of the European Commission in 1985. While "[t]he Commission
had traditionally been viewed as the agenda-setting arm of the EC" (Moravcsik 1991: 23), it is

fair to say that also Delors himself "gave an invigorating impulse to the European integration
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process" (Bakker 1996: 161). Performing the role of a classic 'policy entrepreneur', he
succeeded in linking the issue of financial liberalization to the completion of the EC's single
market and became an eminent coordinator between still diverging national interests in the
years to follow (see Abdelal 2007: 65, also Dehousse/Majone 1994).

The White Paper 'Completing the internal market' that was published by the Delors
Commission in 1985 set out "the essential and logical consequences of accepting that
commitment [regarding the completion of the internal market, F.Z.], together with an action
programme for achieving the objective" (Commission of the European Communities 1985: 4).
The issue of financial liberalization then fell under the second consecutive stage, 'the removal
of technical barriers', and the document explicitly highlighted in this regard the aim of general
policy convergence: "The general thrust of the Commission's approach in this area will be to
move away from the concept of harmonisation [see the notes on the Werner report above]
towards that of mutual recognition and equivalence" (ibid.: 6, see Moravcsik 1991: 20 for a
contemporary interpretation). For Berger (1996: 15f.), the official wording of the White Paper
reflects "an understanding that without such [policy] changes there would be no single market
in reality, for institutional barriers would block free flows of labor, goods, and capital as
effectively as tariff barriers". Where the Treaty of Rome in 1957 thus postulated that progress
in financial liberalization was conditional on the larger formation of a European common
market ('to the extent necessary'), the narrative now, inversely, framed full liberalization as
an essential prerequisite for the unification of a frictionless intra-European market. In this
vein, the Commission affirmed that the achievement of the latter "inevitably involves a
financial dimension" (Commission of the European Communities 1985: 32) which included for
instance the objective "that firms and private individuals throughout the Community have
access to efficient financial services" (ibid.). Equally stressed was the importance of 'monetary
stability' (with regard to both inflation and exchange rates) by reasoning that "action to
achieve greater freedom of capital movements would need to move in parallel with the steps
taken to reinforce and develop the European Monetary System" (ibid.). And lastly, following
the framework of neoclassical theory, financial liberalization should serve the aim of
'economic development' more generally "by promoting the optimum allocation of European
savings" (ibid.: 33). In order to achieve this, the application of financial 'safeguard clauses' and
thus the recourse to discretionary policy tools at the national level - as they had frequently

been used during the 1970s - should from now on be narrowly limited and, on a case-by-case
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basis, monitored by the Commission itself (see ibid.: 33f.). Moreover, the document explicitly
stated that, from now on, it was the "Community bodies [...] [which had the responsibility,
F.Z.] for creating and administering a legislative framework for the liberalisation of capital
movements" (ibid.: 34). As Vipond (1991: 239) had put it at the time, "[t]he Commission has
become far more proactive since 1985, and has sought to see that EC policy is not undermined
by national states, but is in fact implemented by them". Hence, it is valid to observe here a
certain yet gradual power shift towards the supranational level that substantially contrasts
with the previous situation where policy autonomy over financial markets remained primarily
in the hands of national governments (see Bakker 1996: 162).

Gradual, because the propositions outlined in the White Paper itself were not legally
binding (yet) - this only became reality with the 'Single European Act' (SEA) that was signed in
1986 and represented "the first major intergovernmental revision to the Treaty of Rome"
(Abdelal 2007: 66). On the one hand, the SEA contained large-scale procedural reforms such
as the introduction of the 'co-operation procedure' as well as a considerable extension of

'qualified majority voting' "to streamline decision making in the governing body of the EC, the
Council of Ministers" (Moravcsik 1991: 20, see below). On the other hand, by expanding the
Commissions' formal prerogatives, it translated the preliminary policy proposals of the White
Paper into primary and secondary legislation projects "with the aim of progressively
establishing the internal market over a period expiring on 31 December 1992" (Commission
of the European Communities 1986a: 11). In doing so, only shortly after "the SEA came to
signify the revival of European integration [...] and to connote a commitment by national
governments to seek supranational solutions for pressing common problems" (Dinan 2012:
142). Whereas the procedural changes, by some qualified as "the most dramatic development
in the institutional evolution of the Community" (Weiler 2001: 58), ended the de facto period
of 'unanimous decision-making' within the Council of the European Communities (see Scharpf
2009) and henceforth allowed for the adoption of secondary legislation (encompassing
regulations, directives and decisions) by overriding member states with smaller voting power,
it is the latter part - "the proliferation of EU legislation associated with the internal market
program" (Tsebelis/Garrett 2001: 359) - that "gave the Commission many more opportunities
to affect outcomes through policy implementation" (ibid.).

The somewhat consequent outcome of these major institutional changes was "[a]

flood of significant legislation" (Moravcsik 1998: 378) that was negotiated and passed during
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the years immediately following the application of the SEA; concerning the individual policy
measures first outlined by the White Paper in 1985, by 1990 already 174 of them had been
adopted (see Dumez/Jeunemaitre 1996: 229). With regard to the joint liberalization of
domestic financial markets, the effectiveness of the policy-making process was substantially
increased by what Jabko (1999) coined 'parallelism’, a political strategy deployed by the
Commission that consisted of "jointly promoting the EMS and capital liberalization" (ibid.:
479). After having previously expressed the necessity of both monetary stability and the full
abolition of capital controls for the completion of the internal market (see above), the
'parallelism' approach served as a means to mediate diverging politico-economic interests of
the largest and pivotal member states, most prominently France and Germany?®. While
France??, with regard to the 'how' of further integration, despite its gradual domestic reforms
remained an important proponent of what came to be called the 'monetarist’ view, i.e.
advocated a preference for closer (and more symmetric) monetary cooperation in the EMS
(see Bakker 1996: 152, also McNamara/Jones 1996: 8), Germany (joined by the Netherlands)
primarily pleaded for resolute liberalization efforts in order to achieve market-driven
convergence (see Maes 2004: 31)%. Against this conflictual background, it was the Basle-
Nyborg agreement on improved policy coordination in favor of the weak(er) currency states
in 1987 that - in a quid pro quo manner - prepared the ground for the subsequent proposal of
full capital liberalization which was presented by the Commission only one month later (see
Bakker 1996: 203f.).

Directive 88/361, adopted by the Council of the European Communities in June 1988,
required the EEC as a whole to "abolish restrictions on movements of capital taking place
between persons resident in Member States" (Official Journal of the European Communities

1988: 6); the compulsory timeline put forward in the document provided the majority of states

28 The economic legitimation for these integration measures on the part of the Commission was provided by the
influential Cecchini report that calculated potential economic gains at around 200 billion ECU "together with a
substantial boost to employment" (Commission of the European Communities 1988b: 1).

2% Also Italy as another founding member of the EEC shared this idea at the time (see McNamara/Jones 1996: 8).
30To be sure, this polarization between European states and economies did not emerge as late as the mid-1980s,
but rather during the 1970s when economic tensions among weak and strong currencies within the regional
exchange rate agreements first became apparent (see above). However, it regained general importance when
the European Commission decisively pushed integration endeavors one decade later (see Maes 2004: 32, also
Bakker 1996: 151f.). Moreover, next to the currency issue, the political coalitions ('monetarist' vs. 'economist')
also largely corresponded to the intra-European differentiation in terms of domestic financial regimes
('regulated' vs. 'liberal', see above). Hence, to some extent, the 'liberal/economist' countries had already exposed
their economy to international market forces and expected their European neighbors to do the same (see Abdelal
2007: 85).
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with a two year horizon to transpose the amendments into national legislation whereas Spain,
Portugal, Ireland and Greece were accorded longer delays. From an economic point of view,
this treatment was explained by their external imbalances (i.e. current account deficits and
large external debt) and relatively restricted financial regimes, politically, as Abdelal stresses,
the governments in question negotiated a positive discrimination "[iln exchange for their
adherence to the EC's consensus" (Abdelal 2007: 72). With regard to the considerable level of
remaining control mechanisms in several member states (see the chronology provided by
Bakker 1996: 273-275), the directive represented a paramount last step to end the post-war
'second class status' of capital, instead embracing a financial system that later on was qualified
by some as "in principle the most liberal the world had ever known" (Abdelal 2007: 85). The
latter statement surely is controversial (see, for instance, the position of Bieling (2006) who
interprets the European trajectory mainly as an emulation of US practices) but points to one
aspect that is particularly important for the argument at hand, namely the erga omnes

principle3! incorporated into this legislative act. Article 7 in this respect stated the following:

"In their treatment of transfers in respect of movements of capital to or from third countries, the
Member States shall endeavour to attain the same degree of liberalization as that which applies to
operations with residents of other Member States [...]." (Official Journal of the European

Communities 1988: 7, emphasis added)

Hence, for the first time - and in substantive deviation from earlier documents such as the
'Werner Report' that discriminated explicitly between EEC and non-EEC states (see above) - a
normative (and legally binding) objective was declared that would prioritize the general
(de)regulation of finance and thereby actively transcend the geographical demarcation
inherent to the 'internal market' program. A liberal, encompassing and unconditional stance
was equally applied concerning the types of financial assets and markets alike whose
transnational transfer and integration ought to be fostered through collective efforts:
according to the nomenclature, (foreign) direct and real estate investments were included as
well as securities (shares and bonds), either traded in the short-term money market or the
long-term capital market (see Official Journal of the European Communities 1988: 8-12).
Lastly, the influence of the Commission was once again substantially strengthened through
the transfer of monitoring competencies, for instance with regard to "protective measures"

(ibid.: 6) the member states could apply in the face of short-term market disturbances. The

31 Erga omnes originally is a Latin phrase that is translated as 'towards all'. In the context mentioned here, this
means that the content of EEC law applies not only to member states but also to third countries.
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use of the latter was in principle strictly limited to a six-month period, more important
however was the political authorization that henceforth fully depended on the European
Commission and the determinative power the supranational institution could exert on "the
conditions and details" (ibid.) of the measures in question. As Jean-Paul Mingasson, deputy
director general at the DG ECFIN from 1987 to 1989, had put it, as of now "[t]he Commission
had made it clear that freedom for capital movements was a priority, and that it was prepared
to use all of its influence to enforce the directive" (Mingasson, cited in Abdelal 2007: 72).

So, what does the European trajectory of financial liberalization and deregulation
(‘financialization by the state') teach us with regard to Helleiners' narrative of international
policy convergence caused by common material and ideational-ideological factors - and what
conclusions can be drawn as to whether the example of European financial integration
represents indeed a form of 'variegated financialization'? First of all, there is no reason to
neglect the underlying impact of the independent variables put forward by Helleiner (1994) a
priori. Surely, in the post-Bretton Woods era the EEC was directly affected by US-American
'structural power' unfolding in a gradually globalizing financial sphere as well as the ascent of
Japan as a new major player both in trade and finance. Those structural circumstances, one
could assume by using the words of Sandholtz and Zysman (1989: 127), initially "create the
context of choice and cast up problems to be resolved" - by contrast, however, "they do not
dictate the decisions and strategies" of political or economic agents in a deterministic manner.
Besides, there exists extensive literature focusing on the ideational power of private finance
lobbying groups in the European context - similar to the neoliberal coalition pushing for
extensive deregulation introduced by Helleiner (see Streeck/Schmitter 1991, McNamara 1998
or, more recently, Laurens 2018). Yet, in the words of Krippner (2011: 13) one should not
"[supplant] the interests of the financial sector for the interests of the state or simply [assume]
these interests to be identical", especially since the ultimate legislative and executive
functions remained, of course, the exclusive prerogative of EEC bodies. After having referred
to the developments above, however, | would argue that the European trajectory reveals
additional layers of complexity, in particular regarding the causal-processual dimension of
liberalization policies, that are important to consider when assessing the aforementioned
guestions and underline a certain divergence from Helleiners' perspective.

First, there exists the endogenous factor of monetary cooperation that is closely linked

to the politics and economics of European financialization. Whereas up to the early 1970s EEC
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member states for the most part adhered to "the fundamental normative consensus of
Bretton Woods" (Pauly 1995: 377), they subsequently decided not to fully float their
currencies but to enter a regional exchange rate arrangement. In the ideal-typical framework
of the 'impossible trinity’, countries such as the US or Japan in principle renounced exchange
rate stability and instead opted for capital mobility while European economies for the time
being did the opposite32. However, as was seen, the mere installation of an intra-European
currency arrangement on its own did - at first - not suffice to mitigate both exogenous shocks
(see the example of the oil crises) or divergent domestic economic conditions which led in
turn to frequent (and severe) exchange rate adjustments among the participating states (see
Hopner/Spielau 2018). Inflation rates for instance only began to converge from the early to
mid-1980s onwards (see Figure 2), hence creating a "favourable economic climate in the

second half of the 1980s [that] provided a window of opportunity" (Bakker 1996: 255).
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Figure 2: Average annual inflation rates for EMIS member states, 1981-1994, taken from Bernhard 2002: 2
This window of opportunity - complemented by the changing policy stance adopted in
major EEC states like France and the UK - was then seized by the European Commission under

Delors, an institution that has been qualified by some as being "the prime mover behind the

32 The political influence of this economic paradigm becomes evident in an official communication the European
Commission addressed to the Council: "Also, a truly integrated financial market is bound to have consequences
for the conduct by the Member States of their monetary policies" (Commission of the European Communities
1986b: 11). National autonomy over monetary policy, as the last component of the trinity, was thus ultimately
to be surrendered for financial liberalization - so the conviction of European authorities (see Abdelal 2007: 75).
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reinvigoration of European integration in the mid-1980s" (Tsebelis/Garrett 2001: 358, see also
Sandholtz/Zysman 1989)33, As seen, these events were indeed substantial both on a general
level (i.e. the completion of the internal market) and with regard to financial liberalization in
particular since several member states still operated with a significant number of capital
controls at the time and moreover kept at their disposal the discretionary power to
(re)introduce additional policies unilaterally. What distinguishes the European case
institutionally vis-a-vis other OECD countries and their application of financial liberalization is
thus the existence of a multi-level governance framework - represented foremost by
supranational 'autonomous' bodies such as the European Commission (see Dehousse/Majone
1994: 103) - that fundamentally altered State-Market relations3*. Whereas Marks et al. (1996:
372) assume that, as a consequence of these conditions, "[s]tates no longer serve[d] as the
exclusive nexus between domestic politics and international relations", one could make a
similar argument regarding the connection between domestic politics and the international
economy by drawing on the historical evidence presented above.

Initiated through the directive 88/361 in 1988, within only several years the
heterogeneous ensemble of all twelve EEC member states ultimately complied with the liberal
and deregulatory approach championed by the Commission and Germany as the regional
hegemon, thereby de facto abrogating their post-war control regimes. This included, for
instance, a country like Greece whose domestic financial system has been characterized by a
contemporary analysis as suffering from "underdevelopment and inefficiency", hence forming
"a major obstacle in liberalising capital movements" (Mitsouli 1988: 47f.). In contrast to the
vast majority of governments in the Western hemisphere that adopted 'financialization by the
state' unilaterally since the mid-1970s, "Brussels thus became the source of the most liberal
set of multilateral rules of international finance" (Abdelal 2007: 11, emphasis added). One
could therefore propose to label this process 'financialization by the supranational state' or
'financialization by multi-level governance' and thereby pay analytical tribute to the distinct

'mechanism' behind the regional policy convergence (see Boyer 1996: 46f.). The acclaimed

33 The Brussels bureau chief of the Financial Times may serve here as another illustrative example since he went
as far as naming Delors the "mastermind of the move" (Peel 1986: 32) at that time.

34 Importantly, the relevance of this argument is supported by recent papers such as the one from Seikel (2014)
that stresses that "Europe's financial market integration is much more strongly influenced by the Commission
than most observers recognize" (ibid.: 183). It holds equally true for recent developments surrounding the
project of a 'Capital Markets Union' (see Braun et al. 2018) or the EC's role in macroeconomic governance (see
Dehousse 2016).
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significance of this conceptual differentiation is also underlined by the global implications
deriving from the erga omnes principle, first introduced through the directive in 1988 and
later enshrined in the so-called 'Copenhagen criteria' which define politico-economic
preconditions for the accession to the European Union. First, by extending financial
liberalization vis-a-vis third countries®®, the Commission explicitly embraced a path of
'negative integration' and ultimately desisted from encapsulating a European financial area
for example through the creation of a control regime at the Community level (see Commission
of the European Communities 1986b: 16). On the other hand, during the 1990s and 2000s, the
relative importance of the erga omnes doctrine expanded in tandem with the enlargement of
the European Union: According to Abdelal (2007: 83), many of the governments of candidate
countries either anticipated and enacted those policy requirements ex ante or "liberalized at
a pace that would have been inconceivable for France, and in the context of often weak and
under-institutionalized domestic financial systems" (see also Schwan et al. 2020: 9).

To conclude this section, the aspects outlined above - 1) the linkage of financial
liberalization and monetary integration, 2) the eminent role of the European Commission and
the erga omnes rule - represent valid arguments to conceive of European financial integration
as a process of 'variegated financialization' in terms of policy convergence or alternatively
"(de-)regulatory convergence" (Guiso et al. 2004: 526). As | have emphasized, the perspective
proposed here does not mean to override the narrative put forward by Helleiner but can
rather be understood as an attempt to complement ongoing discussions in the Political
Economy field with partly different strands of literature, thereby trying to capture "both the
power of external constraints and the significance of domestic stories" (Dyson 2002: 24,
original emphasis). These reconsiderations are particularly valuable since most of the current
financialization work is still focused on the Anglo-American case and explicitly (or implicitly)
universalizing research results to the detriment of spatially, institutionally or historically

distinct trajectories of financialization.

35 A unique decision especially in comparison to the application of the other three foundational freedoms (goods,
services, persons) of the European Community which constitute exclusive intra-European privileges, but also in
(historical) contrast to the economic considerations still present during the 1970s and their political expression
in the 'Werner Report' (see above).
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IV. 2: Revisiting the structure-agency dichotomy: 'financialization of the state'
as the contingent result of financial liberalization and public debt management

reforms in Germany

After having dealt with the historical and politico-economic context of policies that fall into
the analytical category of 'financialization by the state’, | will now turn my attention to the
second assumption primarily derived from Streeck (2014) regarding the interrelation of
'financialization by the state' and 'financialization of the state'¢. Against the conceptual
background outlined in chapter Il. 2, it is the empirical manifestations of what has been called
the interactive restructuring between the state and financial markets | am interested in
hereafter. Streeck, to recapitulate shortly, argued that the debt state's dependence on the
private funding of transnational investors (the 'Marktvolk') that emerged not later than the
early 1980s essentially hinged on previous government action that allowed for "advanced
international integration and the presence of efficient global capital markets" (ibid.: 88). It is
through these now globalized markets, he tells us, that foreign investors can most effectively
enforce their primary claim "that debt service gets priority over public services" (ibid.: 86) and
compromise national sovereignty. Hence, to put it in the analytical terms provided by Schwan
et al. (2020), this OECD-centered perspective not only postulates that 'financialization by the
state' preceded 'financialization of the state', but rather that the initial market restructuring
was indeed a prerequisite for a lasting restructuring of the state, i.e. the adjustment of public
debt management (strategies) according to competitive, financial market (and thus investor)-
oriented imperatives (see Fastenrath et al. 2017: 276, also Preunkert 2017)3’. What remained
so far unclear, however, is whether domestic policies of financial liberalization and
deregulation were, in fact, a sufficient - or even the exclusive - precondition for the proactive
participation of state agencies in financial markets (see Schwan et al. 2020). Or if, on the other
hand, there were additional factors at play upon which Streeck himself did not reflect
sufficiently - for instance because those would weaken his general argument of structural

power asymmetries in favor of global capital (see Roos 2019b). In order to elucidate this issue,

36 |n line with Schwan et al. (2020), the theoretical terms 'state financialization' and 'financialization of the state'
will be used in a synonymous manner hereafter.

37 As mentioned before, | will solely analyze the field of public debt management here and omit the domain of
public asset management (e.g. financial revenue generated through state-owned enterprises, public
shareholdings) that constitutes, in the eyes of Schwan et al., another, yet distinguishable, dimension of 'state
financialization'.
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I will first try to further operationalize the notion of 'financialization of the state' before
engaging with the empirical case of Germany in an encompassing, more detailed manner.
Existing Political Economy work on the phenomenon of 'financialization of the state'
(see forinstance Trampusch 2015, 2019, Mass6 2016, Lagna 2016, Lemoine 2017, Dutta 2018)
delivers historically detailed interpretations of domestic governments and Treasuries applying
financial market logics and devices, thereby focusing for example on the introduction of
derivatives as an innovative financial product or the creation of independent Debt
Management Offices (DMOs). In their explanations, those accounts stress institutional change
and political-technocratic agency (see Trampusch 2015, 2019, Lagna 2016, Dutta 2018),
distinct national growth models (see Massé 2016) or ideological shifts within public
institutions (see Lemoine 2017) that were pivotal for 'state financialization'. What is missing,
however, in most of these case studies, are two aspects: First, in analyzing individual historical
phenomena by applying a somewhat atomistic perspective, authors tend to underestimate
the systematic complexity of this transformation of the state apparatus as well as the
interaction between different sorts of developments (see below). Second, they lack an
adequate appreciation for the structural impact of financial liberalization (and deregulation)
on the state - and, more specifically, on the financialization of its debt management. Yet, in
line with the observations made above (see chapter IV. 1), this might be a crucial point since
all countries dealt with in the aforementioned papers (Germany, Ireland, Spain, Italy, France,
UK) were EEC member states and, at the start of the respective investigation period, had
already liberalized their domestic financial markets due to the erga omnes reform
championed by the European Commission. Besides, more recently Schwan et al. provided
tentative quantitative results which suggest that the adoption of financial liberalization across
Europe was indeed "associated with early and a high degree of state financialization" (Schwan
et al. 2020: 17); the authors equally found a positive correlation between the level of public
(general government) debt and 'state financialization' (see ibid.: 15), two results that seem to
confirm Streeck's observations on the transformation from the 'tax state' to the 'debt state'.
Regarding the latter point of criticism, there are several channels conceivable through
which the market restructuring induced by comprehensive financial liberalization could affect
public institutions and their debt management, i.e. cause a restructuring of the state. Streeck,
for instance, highlighted the "international integration" (Streeck 2014: 88) and the enhanced

efficiency of global financial markets that allow private investors to significantly reduce
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transaction costs and thus to easily buy (or sell) their bonds as a direct reaction to current
market trends, thereby driving down (up) yields and exerting their infamous 'market
discipline' (see Rommerskirchen 2019). Two aspects that Streeck himself does not consider in
this regard should additionally be mentioned here: First, he does not reflect on the
technologically sophisticated infrastructure in which those transactions are embedded, for
instance dealer-client systems or high frequency trading, and the facilitating role they play for
day-to-day market clearing around the globe (see for example MacKenzie et al. 2020). This
'microstructure of financial markets' (Chung Cheung et al. 2005: 7) consists of ever-broader
digital platforms connecting market makers and takers, no matter their actual location or
geographical distance. For the case of the Eurozone, MTS decisively promoted "the
homogenization of the euro-area sovereign bond market around minimum standards of size
and liquidity" (Pagano/von Thadden 2004: 541) as early as 1988; according to its website, the
daily turnover of assets and securities nowadays exceeds the considerable sum of EUR 100
billion (see MTSmarkets 2021). Second, and more importantly, the advantages state agencies
potentially derive from liquid public bond markets "to shape and improve the terms by which
they obtain finance" (Dutta 2018: 4) are at least underestimated by Streeck who primarily
emphasizes the unilateral power wielded by the transnational 'Marktvolk'. For instance, states
can generate comparative advantages vis-a-vis their competitors' bonds through the
standardization of their debt instruments or a relatively high trading volume in secondary
markets and thereby boost overall demand for their debt instruments by exploiting 'flight-to-
liquidity' effects (see Vayanos 2004) and the 'liquidity preference' of risk-averse investors (see
for example Pusch 2012 and, initially, Keynes 1936). On these grounds, US Treasuries can be
considered the most liquid asset in the class of sovereign bonds since they "play a unique role
in the global economy, serving as [...] a critical store of value and hedging vehicle for global
investors and savers, [and constitute] the key risk-free benchmark for other financial
instruments" (Clark/Mann 2016). This contextualization gives us a first hint that political actors
might, in fact, exploit 'state financialization' to pursue their own (fiscal) objectives and does
therefore question the depiction of governments being forced to passively obey to private
sector interests.

Apart from that, it is possible to add several particular features that public authorities
unilaterally adopted over the course of the last few decades which possibly fostered the

financialization of public debt management: the sharply increased share of marketable debt,
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the use of swaps or derivatives, more largely, as well as the introduction of new, auction-
based issuance systems. Those represent, one could argue, institutional-operational reforms
aiming at a state restructuring from within. Marketable debt instruments, in contrast to non-
marketable debt in the form of "bank loans and long-term-oriented relationship financing"
(Fastenrath et al. 2017: 277), are directly issued in financial - money and capital - markets and
can be traded on secondary markets among different private entities. Hence, it is this latter
characteristic - the securitization and tradability of financial assets - that in principle and from
a legal perspective ensures the 'exit'-option of international investors holding government
bonds in the case of solvency crises or the like. Non-marketable debt, instead, "reveals the
state capacity to escape the constraints of financial markets and oblige domestic institutions
to own debt, for example, as regulatory capital or forced savings" (Monnet/Truong-Loi 2020:
497). In this case, a withdrawal from the legally binding debt contract is thus practicable only
to the extent allowed by public authorities, whereas governments enter the domain of private
law once they decide to borrow from financial markets (see Gelpern 2018, Pistor 2019).
Historically, Preunkert (2017: 35) notes that "[b]eginning in the late 1970s and continuing into
the 1980s, government debt managers began to issue more marketable instruments that
served the purpose of increasing the use of financial markets for public borrowing". While the
immediate post-war environment in continental Europe was predominantly characterized by
'financial repression' as well as non-market modes of public financing, the aggregated share
of marketable debt in central government debt subsequently grew at a constant rate to
exceed the 80% bar during the 1990s - a general trend that has not even been reversed by the
Great Financial Crisis and its recent aftermath (see the graph in Abbas et al. 2014: 13, also
Kapadia/Lemoine 2020: 375).

Regarding the second aspect, the OECD noted in a publication dating from 2002 that
"[d]erivatives have become important instruments for many sovereigns to manage the risks
related to debt management operations as well as for improving the profile of the debt"
(OECD 2002: 47). Derivatives, shortly put, are financial securities whose value depends on the
price of a secondary, 'underlying' or 'benchmark' asset - such as stocks, bonds, exchange or
interest rates - and its respective performance over a given time period. In this sense, they
can be considered parts of a 'second-order economy' (Knorr Cetina/Preda 2005: 4) or a 'capital
meta-market' (LiPuma 2017: 29) and represent one dimension of self-referentiality, a notion

often advanced by economic and financial sociologists to characterize financial markets (see,
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for instance, Martin 2019: 186). As suggested by the literature, public debt managers began
to implement derivatives, mainly in the form of interest rate and 'cross-currency' swaps, in
the early 1980s (see Piga 2001: 38f.) and did so either for hedging or speculative purposes.
Consequently, in the words of Janssen (2020), "[t]he state move[d] from a passive manager to
an active participant in financial markets including portfolio management, taking risks and
expecting returns" (ibid.: 2). This transformation brought about new responsibilities for
Treasuries such as continually developing innovative financing devices (see Fastenrath et al.
2017: 278) or "re-profiling the underlying debt cash flows" (Jonasson/Papaioannou 2018: 16)
via swaps to counter interest rate and refinancing risks. Lagna (2016) for instance gives a
convincing example for the political rationale behind the implementation of derivatives by the
Italian Treasury during the 1990s which was to reduce the present debt servicing cost in order
to fulfill the EMU accession criteria by simply postponing its payments via the conclusion of a
currency swap. Moreover, public officials proactively approached US-American hedge funds
(in this case LTCM) and tried to convince the latter "to purchase huge amounts of Italian bonds
to inflate bond prices and thus drive down interest rates" (ibid.: 175). This process is relevant
for my argument because it demonstrates how state authorities actively instrumentalized the
infrastructure of global financial markets, and, more specifically, the arbitrage of private 'bond
vigilantes', to pursue their own fiscal ambitions.

Lastly, regarding the mechanism Treasuries and fiscal agents use to issue their new
debt, Preunkert (2017: 33) generally distinguishes four different types: private placement,
syndication, a tap system and an auction system. According to Cottarelli (1997: 190f.), both
the syndication and the tap system technique are used to sell instruments at a predetermined
interest rate - which is either the result of a concertation between public and private entities
or set unilaterally by the former - and thus reduce price uncertainty for state agencies. Private
placement and syndication practices discriminate between financial market actors, in the
sense that active participation is reserved for designated, mostly domestic, investors or banks
which underwrite the issue and, in doing so, generate sufficient demand (see Preunkert 2017:
33, Financial Times 2017). The issuance technique that most explicitly embraces the dynamics
of global financial markets, on the other hand, is the auction system; here, the yields are
subject to supply and demand which means that (inter)national investors are competitively
bidding on bonds and bills (see Fastenrath et al. 2017: 277). Yet, auctions are an ambivalent

mechanism to use for public authorities, as Cottarelli points out:

50



"[...]if properly designed, auctions take advantage of the competition among investors in buying a

limited supply of securities. However, if the number of potential market participants is limited - as,

for example, in some extreme cases of financial underdevelopment in which only one or two

financial intermediaries operate, and auction participation by other agents is prevented by lack of

infrastructure or information - there is not much point in introducing auctions" (Cottarelli 1997:

192).
What is more, the citation at hand provides us with a convincing economic rationale for
financial liberalization policies preceding the introduction of auction systems. In this regard,
Treasuries can profit from auctions by lowering interest rates due to increased demand on
behalf of investors (so-called 'oversubscription'), but they also potentially stand to lose their
reputation and status in transnational capital markets once a placement fails because there
are insufficient biddings (see Financial Times 2017 on the case of the UK in 2009). Accordingly,
reports from international organizations such as the IMF or the World Bank suggest opening
direct participation "for all domestic and foreign residents, both individuals and legal entities"
(Cottarelli 1997: 194) in order to increase competition and lower transaction costs (see
Wheeler 2004: 151). As some authors already observed in 1997, "there is a general trend
toward using auction systems and away from underwriting methods" (Ferré
Carracedo/Dattels 1997: 118) - a development that apparently has not reversed since.
Whereas financially liberal countries as the Netherlands introduced auctions for particular
public debt instruments as early as in 1967, it is remarkable to note that the predominant part
of EEC member states followed suit within a few years starting from the late-1980s onward
(see Preunkert 2017: 36), an evolution that thus coincides with the financial liberalization
agenda applied by the European Commission and approves the perception made above.
Hence, from the early 1990s onwards, "not only were all European government debt
managers borrowing by using the auction technique [...], but also the auction system was now
used alone or in combination with the tap techniques to issue most of the marketable debt"
(ibid.: 37, emphasis added).

To conclude, | can thus note at this point that there is reason to believe that historically,
financial liberalization of the private sector was not the only factor conducive for 'state
financialization'. What is more, the different measures adopted in the realm of public debt
management are partly superposed or interrelated (e.g. marketable debt and the issuance via
auction systems) and their initial adoption in many cases roughly falls into the same time

period as the comprehensive liberalization policies which had taken place in the EEC
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(financialization by the supranational state'). These observations point to a general
interrelationship partly supported by the existing literature but render the exact ex post-
attribution of causalities all the more difficult. In other words, the outlined aspects tend to
approve Karwowski's statement that "it is not merely the size of public debt that indicates the
presence [...] of financialisation, but rather how debt instruments are designed, issued and
managed" (Karwowski 2019: 1004, emphasis added), since all three aspects outlined above
(marketable debt, the use of derivatives and auction-based issuance systems) are, in principle,
investor- and financial market-oriented and rely on a significantly more proactive
performance on behalf of public authorities. In order to empirically disaggregate the lot of
these explanative components and shed light on their politico-economic interrelation, the
author will now assess the historical case of public debt management in Germany by referring
to qualitative interview and secondary data as well as official publications® (see chapter VII
for further information).

As was already noticed in chapter IV. 1, (West) Germany's post-war financial sector
and its capital control regime were classified as 'liberal' in contrast to European states that
maintained 'significant controls' until the 1980s (see European Commission 1997: 26f.). For
instance, the former "had freed outflows and some inflows of capital as far back as 1958"
(ibid.: 26) during a period that was generally characterized by a national segmentation of
financial markets and 'financial repression' (see Monnet 2018, Reinhart/Sbrancia 2015) and
can thus be considered a relative pioneer with regard to the later developments in Europe®.
However, de facto cross-border capital mobility remained weak at the time (see Detzer et al.
2017: 71); if anything, foreign capital inflows targeted the German bond market because
government bonds represented a particularly popular asset due to the relative stability of the
Deutsche Mark, as Litz (2002: 145) summarized. When the Bretton Woods system gradually
collapsed in the early 1970s, some controls on capital inflows, i.e. restrictions on purchases of

domestic securities by non-residents, were at first reintroduced "to resist the pressures for

38 The aim is thus to use insights from different strands of literature and enrich them with own data to provide a
holistic picture of 'state financialization' which has hitherto mostly been analyzed with regard to individual
features or explanations (see above) but rather not in its empirical entirety. The relevance of this undertaking is
not to be understated since even current monographies on the German financial system and financialization (see
Detzer et al. 2017) do not address the question of the state beyond its traditional role as (de)regulator of the
private sector.

39 The absence of a rigid system of 'financial repression' in West Germany can for example be explained with the
domestic currency reform that took place in 1948 and effectively cancelled the accumulated public debt (see
correspondence with Otmar Issing, appendix: 95f.).
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revaluation" (Hewson/Sakakibara 1977: 464) but subsequently revoked. As of 1979 and 1981,
respectively, Germany had thus de facto lifted controls on outflows and inflows, so that "the
Bundesbank would hereafter grant all applications for the sale by residents to non-residents
of certain money market papers, bills and domestic fixed-interest securities with a maturity
of up to two years" (European Commission 1997: 143). The Bundesbank® itself emphas