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Abstract: The first major theme is the trends in the processes of financialisation reviewing
quantitative and qualitative features of those trends, covering both industrialised and
emerging economies. The ways in which the processes of financialisation impact on and
interacts with the real sector are discussed with particular reference to the empirical
evidence. In this, the financial development—economic growth relations are explored, and
whether positive relationship between the two has declined and perhaps reversed in recent
decades. There are other ways through which financialisation (particularly in the guise of
ownership by the financial sector of the corporate sector and the pursuit of shareholder
value] sets the framework for a wide range of decisions taken by corporations including
investment and employment. In section 4 the focus is on the ways in which the financial
sector could be changed and developed which could be more conducive to supporting
sustainable development and high levels of employment and human development. The
thrust of the argument is the need to develop diverse financial institutions with a variety of
ownership forms whose primary functions are the savings—investment linkages, and to
enable funds to flow in a more socially beneficial manner not solely governed by profit

calculations of the financial sector.
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1. Introduction

The growth and evolution of the nature of the financial system (which is labelled
financialisation) has a multitude of effects for good or ill on the real economy, employment
and human development. In this paper, we first set out what is to be understood by the
term financialisation, and what have been the key developments in the growth and
evolution of the financial system in industrialised, emerging and developing economies over
the past three to four decades. In the subsequent section we seek to review the effects
which financialisation has had on the performance of the real economy. The growth of the
(formal) financial sector has often viewed as involving positive effects on economic growth -
in effect through stimulating savings opportunities, allocating and monitoring the use of
funds, and thereby stimulating investment and growth. The focus of attention has been on
the growth of output, without much attention being paid to employment and to human
development.

The processes of financialisation have generally involved the enhanced power of the
financial sector at economic, political and social levels. Those processes have in the recent
decades involved the growth of securitisation, derivatives, shadow banking, privatisation
and de-mutualisation alongside the general growth of the financial sector. The increased
stress on the pursuit of shareholder value and of the rise of household debt have also been
seen as major features of the processes of financialisation. These developments can be
seen as particularly significant in two major respects. First, the activities of the financial
sector have shifted away from the linking of savings and investment and towards the
financing of consumer debt, the expansion of financial assets and financial liabilities, and
the trading of existing financial assets. But the financial sector is continuously making
decisions on which types of investment are to be financed, who are receiving funds from the
financial sector, and thereby strongly influencing and constraining the developments of the
real economy. Second, the financial sector as owners (whether in their own right or as
managers of personal wealth] of corporations with the emphasis on the pursuit of

shareholder value has significant impacts on the production, employment and investment
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decisions made by corporations. These trends in the processes of financialisation are the
major theme of the first main section of the paper (Section 2).

The processes of financialisation have major impacts and interactions with the real sector,
which leads into a review of the effects of financialisation on economic performance and
employment. The general argument has previously been that financial development favours
economic growth through the encouragement of savings, linking savings with investment
and the monitoring functions of the financial sector. However, the ways in which the
financial sector has grown in the past decades has shifted their activities (in relative terms)
away from the savings—investment linkages and towards management of and trading in
financial assets. Hence the question arises whether those changes have undermined the
financial development—economic growth linkage, which is addressed. There are other
ways through which financialisation (particularly in the guise of ownership by the financial
sector of the corporate sector and the pursuit of shareholder value) sets the framework for
a wide range of decisions taken by corporations including investment and employment. It is
highly relevant to explore these influences and constraints imposed by financialisation.
These themes are the focus of section 3.

In section 4 our attention turns to a discussion of ways in which the financial sector could
be changed and developed which could be more conducive to supporting sustainable
development and high levels of employment and human development. The thrust of the
argument is the need to develop diverse financial institutions with a variety of ownership
forms whose primary functions are the savings—investment linkages, and to enable funds
to flow in a more socially beneficial manner not solely governed by profit calculations of the

financial sector.

2. Trends in financialisation
A widely quoted definition of financialisation is that it ‘means the increasing role of financial
motives, financial markets, financial actors and financial institutions in the operation of the

domestic and international economies’ (Epstein, 2005a, p.3). Financialisation in that broad
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sense has been a long-ongoing process under capitalism though the word ‘financialisation’
itself is of recent origin. There have been previous periods of financialisation (see, for
example, Vercelli, 2014) and periods of what may be termed de-financialisation (e.g. the
1930s in many countries). van der Zwan (2014) identifies three broad approaches within
financialisation (which would be identified with the era since circa 1980, though some of the
issues pre-date 1980) which go beyond the scale of the financial sector: these are
‘financialisation as a regime of accumulation”, ‘the financialisation of the modern
corporation’, and ‘the financialisation of the everyday'.

The recent decades (often dated from circa 1980) have been ones of rather intensive
financialisation. The focus of the study of financialisation has been on industrialised
countries but it has spread through many emerging economies with global spread. The
further growth of international financial markets, financial institutions and the greater flow
of funds across national boundaries has also been pronounced. These processes of
financialisation have been accompanied by the related trends of globalisation, neo-
liberalism and increasing inequality within countries. In general here we do not enquire into
the causal mechanisms involved, though financialisation has involved de-regulation and
other hallmarks of neo-liberialism, and the relationship between financialisation and
inequality is discussed below. The global spread of financial institutions has accompanied
and fostered the globalisation of production and investment and increasing international
trade. Neo-liberalism involves the growth of markets into realms of life hitherto outside of
the market, trends to privatisation and de-regulation which have been features of
financialisation. Inequality within countries has risen in most countries, and the financial

sector itself displays high and rising degrees of inequality.?

! See Hein, Dodig and Budyldina (2014), for extensive discussion of three approaches to regimes of
accumulation: they identify the French Regulation School, the Social Structures of Accumulation approach,
and the contributions by several Post-Keynesian authors, with a focus on the work of Minsky.

2 Publications such as OECD (2011), Piketty (2014) and the World Bank databank at
http://data.worldbank.org/indicator/SI.DST.10TH.10/countries provide extensive data on
inequality and the general rising trends in the past three decades.

3



http://data.worldbank.org/indicator/SI.DST.10TH.10/countries

This project has received f BevenihirameivorloProgranime :
for research, technological development and demonstration under grant agreement no 266800 *

The processes of financialisation are not uniform across countries and time. Within the
broad definition given by Epstein, the recent decades can be viewed in terms of expansion
of the banking sector and of equity markets, de-regulation and liberalisation of financial
sector, growth of a range of financial instruments with securitization and derivatives, as
well as growing social and political power of the financial sector, frequent occurrence of
banking and financial crises and the rapid growth of financial flows especially on a global
basis®. Others have placed the pursuit of 'shareholder value” as one of the hallmarks of the
present era of financialisation. For example, ‘scholars have attributed the financialisation
of the corporation to the emergence of shareholder value as the main guiding principle of
corporate behaviour (cf. Rappaport, 1986). Shareholder value refers to the idea that the
primary purpose of the corporation is to make profit for its shareholders. According to
Aglietta, shareholder value has become the ‘norm of the transformation of capitalism’
(2000, p. 149) and as such has provided the justification for the dissemination of new
policies and practices favouring shareholders over other constituents of the firm’ (van der
Zwan, 2014, p.102).

Some illustrations of the growth of the financial sector are given in Figures 1 to 3. In Figure
1 the growth of employment in a broad measure of the financial sector (financial
intermediation, real estate, rental and business activities] across a range of countries is
illustrated. With the exception of Japan all the countries in that Figure show a substantial
increase over the period 1995 to 2010, with a typical rise of 40 per cent. Figure 2 indicate
the growth of value added in the financial sector relative to total value added over the 1990s
and 2000s, with clear indications of the growth of the financial sector, and in general a
substantial rise in measured productivity as value added grew much faster than
employment. A further illustration of the growth of the financial sector is given by the
growth of financial assets (and also liabilities) relative to GDP: see Figure 3

Figures 1, 2, and 3 near here

% See Sawyer (2014a) following Fine (2011) for eight features viewed as central for the preserfinenacidlisation
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One measure (relating to the scale of the formal banking system) frequently used is bank
deposits to GDP. A measure such as bank deposits to GDP is also an indication of the
cumulative level of household savings when bank deposits are the major outlet for savings.
As such it would not be surprising if the ratio rose with the level of GDP. It is also a
measure of the formal financial system, rather than the informal financial system such as
the curb markets, and along with formality often goes licensing and regulation. The
statistics in Table 1 indicate a substantial and general rise in the ratio of bank deposits to
GDP.

Tables 1 and 2 near here

Another dimension of the size of the financial sector comes from measures of the size of

the stock market in terms of stock market valuation to GDP. Table 2 provides information.

financialisation

financialisation



