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INTERNATIONAL FINANCIAL SYSTEM: ANALYSIS AND PROPOSALS 

 

Abstract: The economic crisis of 2008 was, without a doubt, the most serious one since 

the Wall Street crack in 1929 regarding the fall of the value of the shares, the deepness of 

the recession in the USA and in Europe and its expansion around the world.  

 

However, this was just the emergency of a much deeper problem: the financialization of 

global economy since the mid-seventies, which is a product of the institutional rupture of 

several agreements signed after World War II. 

 

The aim of this document is to analyze financial globalization, the tools it employs to 

spread and the ways in which they can be regulated again with the goal of a more 

democratic and fairer world in social terms. 

 

Author:1 Martin Burgos, BA in Economics, coordinator of the Department of Economics 

of the Cultural Center of Floreal Gorini Cooperation. 

 

Financial globalization 
 

After the 1929 crisis, financial institutions were strongly regulated, particularly during 

the postwar period when the larger part of the reconstruction was organized from the State 

administration. In this way, with a regulated financial sector, the best results were 

achieved in terms of growth, productivity improvement and income distribution what was 

called "the golden age of capitalism". 

 

But since the seventies, several factors led to a period in which finances would play an 

important role regarding the economic results of the countries and in which income 

distribution was getting worse and worse in multiple regions. First, the market 

liberalization resulted in unbalances in the commercial balance that are financed with 

financial flows. Second, in the USA and in the United Kingdom, new financial 

instruments were developed, multiplying the risk capital, creating liquid financial markets 

for the introduction of new companies in the stock market, based on the privatization of 

pensions. Later, the mortgage registration enables a real estate boom in the 2000s that 

would end with the subprime crisis. 

 

This finances growth produced a devastating effect in peripheral countries: they had to 

suffer the difficulties of paying their external debt during the eighties and then the 

implementation of neoliberal policies during the nineties. The so called “Washington 

Consensus” produced major changes in the peripheral countries’ economies since their 

most relevant companies were privatized and entire economic sectors were unregulated, 

generating high unemployment and the worsening of social indicators. At the same time, 

 

 
 

 

1 The views expressed in this paper are those of the author and do not necessarily reflect the view of the 

Cooperatives of the Americas or the Co-operative Confederation of Argentina. 
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the reduction of the State's intervention in the economy was an incompatible goal with 

the need of compensating through social expenses the social damages generated by its 

economic policy. 

 

Although the economic policies of the nineties were the result of democratic 

governments, the IMF support, the principal countries in the world and the international 

finance, associated with expert economists, and the mass media created a global 

hegemonic vision and a unique way of thinking functional to the interests of the most 

powerful economic groups. At the end of that decade, Asian and Latin American crisis 

revealed the unsustainability of neoliberal economic models which provoked a great 

popular rejection. During the 2000 decade, many countries of these regions would 

experience a growth in characteristics contrary to those of the growth based on the 

Washington Consensus: with a strong presence of the State, an improvement of income 

distribution, a stake in the domestic market and with a strong mark on South-South 

economic relations. 

 

At the same moment, the IMF discredit -after the Russian, Mexican, Turkish and 

Argentine crisis in 2001- generated a crisis in this same institution and it had to give way 

to other financial tools at a global level, like risk rating agencies. Even though the Fund 

kept performing reports about the financial stability in developing countries, the 

increasing imbalances of the more developed countries seemed not to be its object of 

attention. 

 

In fact, the growth that these developing countries registered in the early 2000s resulted 

from the financialization of their economy, particularly with the consumption and real 

estate purchases with home credits. This way of generating demand was analyzed by 

several authors as an alternative of effective demand against the explosion of inequalities 

and the employment crisis. In this way, financial bubbles were generated  

-the subprime was the most important one- and constituted by mortgages of banks, which 

were sold as financial derivatives, that collapsed as a house of cards when difficulties 

started because families couldn't pay the original mortgages. The expansion of these debts 

to the whole financial system was a consequence of the multiplication of these financial 

derivatives performed with a very lax control. 

 

The answer to this crisis, contrary to what the IMF advises for peripheral countries, was 

State intervention on a large scale, expanding public expenses, which implied the 

doubling of the monetary base, mostly to save the biggest banks from bankruptcy. One of 

the main instruments used to overcome the crisis was the G-20, a group of the most 

important countries in the world that was created at the end of the nineties due to the 

Asian crisis. But now, it took another dimension because it is led by the presidents of 

those countries and no longer by their finance ministers. 

 

After highlighting real aspects of the problem, as in the case of tax havens, the G-20 was 

gradually losing its importance and lately, unilateral or bilateral solutions were the 

priority. In that framework, it must be emphasized that the return of protectionism may 

improve the situation of employment but it leaves aside an essential aspect of financial 

globalization: the regulation of global finance. 
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The 2008 crisis: Is it over or does it continue? 
 

The economic crisis started in the USA and then it expanded around the globe, first to 

Europe, where, in the years 2011 and 2012, peripheral countries from the European 

Union, like Greece, Portugal, Spain or Ireland captured the attention of international 

financial analysts. The rest of the countries in the world were able to grow again faster, 

especially due to the high prices of commodities, mostly maintained by China's demand. 

 

However, since 2014, the crisis seemed to have been transferred to peripheral countries, 

while central countries show certain improvements in their economic growth. In that 

sense, the fall in the prices of commodities played a key role since the foreign trade of 

countries which exported petroleum, minerals or food was highly deteriorated and also 

their foreign accounts, which generated recessive adjustments. 

 

Last year, some analysts interpreted the economic growth and rise of employment in the 

USA as the end of the crisis. However, the bailout of banks made by national states was 

done many times without having power of decisions over these banks, which is why many 

of the current structures, previous to the crisis, continue to be reproduced. 

 

It is a challenge for democratic organizations, particularly from the social and solidarity 

economy, to have an alternative agenda in order to be able to modify the course of 

financial globalization, which, in spite of the crisis, keeps generating an unequal 

economic structure that produces financial instability and conditions democratic 

governments in the world regarding relevant and political decisions. 

 

The Challenges of Social and Solidarity Economy 
 

As several authors have mentioned, protecting the citizen from financial instability must 

be a public goal. Therefore, this implies that the financial system needs regulations 

created by national states and the control of the purpose of credit by the interested parties. 

In the same way, the control of the reappearance of “shadow banking” through hedge 

funds dedicated to offering high-risk credits and financial derivatives must become one 

of the main elements of central economies to avoid new global crisis. 

 

In that sense, monetary policies must keep the instruments that allow them to control the 

levels of national credit and their purpose. The deregulation of international financial 

markets and the transnationalization of the banking sector are means for financial 

globalization and impediments to achieving productive development that improves the 

employment situation and the distribution of wealth. Re-enabling capital control by 

expanding the goals of the Central Banks, by establishing price or quantity regulations, is 

an essential tool to achieve those goals. 

 

Furthermore, it is necessary to pose the need of differentiating between the commercial 

banking and the investment banking, as stated in the Glass-Steagall Act in the USA 

between 1933 and 1999. This differentiation makes it possible to avoid making high-risk 

investments with the money of small savers, which was one of the causes of the 
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bankruptcy of banks during the subprime crisis. 

 

It is necessary to change the IMF vision since it has not been useful to solve the economic 

problems of peripheral countries and in some cases, problems have worsened. As a result 

of the hegemonic thinking of the officials of that institution, similar recipes are proposed 

for the countries whose institutional trajectories are different. Due to this issue and the 

failure of these recipes, the projects of regional banks started to emerge, like the FLAR 

(Latin American Reserves Fund), Banco del Sur, New Development Bank (BRICS 

Development Bank) or the European Central Bank (ECB), among others, whose initial 

aim was to be autonomous from the IMF recipes. The regionalization of global issues is 

not only a true reflection of a multipolar world but it also constitutes an approach to 

national economic issues that must be differentiated. It is an essential task to consolidate 

a regional financial system based on the productive integration that has existed for 

decades (Mercosur, Asean, etc.) and in which it is incorporated the solidarity for 

emergency financing for a country. 

 

The recurrent balance of payments crises of the peripheral countries indicates the need of 

implementing a more symmetric international monetary system, in which the deficits of 

some countries can be compensated by the surplus of other countries. This idea  

-already proposed at the end of World War II as an alternative to the Bretton Woods 

agreement and implemented with the European Payments Union (EPU) during the 

postwar period- requires a specific institution able to develop it. 

 

The issue of sovereign debt as a business of the investment funds is a characteristic of the 

period of financial globalization. In the cases of default of the debt, besides the 

restructuring that these funds negotiated with the countries in difficulties, special funds 

appeared: the vulture funds; these funds bought the already defaulted bonds at a very 

cheap price and then they took the payment to court to obtain a higher compensation than 

the rest of the creditors. The most relevant one was the case of Argentina, in which judge 

Griessa allowed the funds to obtain the 100% of the value of the defaulted bonds (when 

the rest of the creditors had accepted a reduction of the 50%); this constitutes, without a 

doubt, a serious problem for all the countries that want a restructuring of their debt. This 

dispute led the UN to make a declaration with 9 points for the restructuring of sovereign 

debts, among which creditors could not be discriminated against and the states are 

encouraged to incorporate collective action clauses in their debt issuances so that the 

approval of the qualified majority of creditors obliges acceptance by the remaining 

minority. 

 

The case of risk rating agencies must be discussed. These are a main business in financial 

markets, which remained in the eye of the storm during the crisis due to have wrongly 

qualified toxic assets. Although it is necessary to rate the bonds and assets issued, they 

cannot be left in the hands oligopolistic companies whose power ended up creating 

financial bubbles and which was a source of corruption. In the same way, the "country 

risk" indicator, that these risk rating agencies provide regarding the sovereign bonds of 

the countries, is performed on the base of arguable macroeconomic criteria and 

sometimes, they are not transparent. This power of the rating agencies must be 

questioned, encouraging universities and recognized academic institutions to issue 

ratings, and encouraging the demonopolization of the bond and stock rating market. 
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The question of tax havens was at the top of the agenda in the first years after the crisis, 

although they are just one aspect of financial globalization. The G-20 and the OECD were 

able to advance on some aspects, such as USA legislation with the FATCA (Foreign 

Account Tax Compliance Act) although several specialists believe it is insufficient, and 

they propose a global tax to assessed capital over the source, which will be a way of 

recovering lost fiscal revenue. 

 

 

 

Translated by Agostina Giannone 

for Abrapalabra Linguistic Services Cooperative 
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