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met for a time by the establishment of the Organization of the Petroleum Exporting
Countries in 1960 to try to manage production and hence stabilize prices.

The 2008-2009 Global Financial Crisis

Despite all the reforms undertaken during past economic crises, the Bres= =

Woods institutions did not include actual surveillance and temporary fixes for =

richer countries or the economically strong United States. The 1980s and 19-
saw an explosion of unregulated, highly leveraged financial instruments, incluc -
oil futures and derivatives markets. U.S.-based financial institutions and govers
mental units at all levels were participating in those markets. Excess credit agais
insufficient equity prevailed across the housing market, the financial sector, ==
consumer-credit markets. That spending spree was accompanied by the impor

tion of cheap goods from China, causing an unsustainable trade imbalance w -

China and the oil-exporting countries. By 2007, it was clear that the U.S. econ
itself was exhibiting fundamental structural weaknesses, although few policy
ers were ready to take action. First to feel the impact was the subprime mortzzs
market. Because financial companies and international banks were carrying uns:

tainable debt with no assets to back up the loans, defaults increased. Credit becz~
more difficult to acquire. Private investment to build factories and produce gc

dried up.

What began as a financial crisis centered in the United States rapidly beca=

a global economic crisis. The U.S.-based financial instruments that had spawnes

the excess lending had been sold abroad to investors ranging from local co=

munities in Norway to banks in Europe and East Asia and investors in Japas

and China. What safer place to invest, they thought, than the United Sta::

That proved not to be the case. Financial institutions were unable to meet the -

obligations. Credit became almost impossible to obtain in the United States 2=

Europe. Businesses cut expenditures and workforces. Consumer demand plun

meted. States such as China, South Korea, and Japan, dependent on exports to

United States and Europe, saw their markets shrink and export earnings fall. C
prices dropped by 69 percent between July and December 2008, severely affecs

ing such oil-exporting countries as Russia, Angola, and Venezuela. In emerging

markets dependent on private foreign investment (especially Eastern Europe ane

states of the former Soviet Union), investment plummeted; in 2008, it was 1=

than half that of a year earlier. In late 2008, Iceland became the first state vics
when its banking system collapsed. In the Baltic states, Ukraine, and Ease-

Europe, economies virtually collapsed. International trade declined. The cr:-
rippled outward to developing countries that faced the prospect of shars
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!
And governments dependent on borrowing in international markets were tus 1 B of cconiomic At

away, deepening their debt obligations. B iiic Giirozone stabilit

1
|
But the crisis was not just a debt problem. It was also caused by an imba’: 1 i - the European states c
of trade. After the turn of the century, Germany’s export trade grew, while the: i 1 “he unexpected 2016 d

the so-called PIGS (Portugal, Italy, Greece, and Spain) had worsening balz -~ it had never joined

ot the EU. Just as e

s imposed on govern:m

of-payments positions. Wages rose faster than gains in productivity, making =
exports uncompetitive, while Germany’s wage restraint made German ex:

even more competitive. Today, Germany’s trade surplus is the world’s large« D scicsions on widal

$200 billion; 40 percent of that surplus comes from trade within the Eurozor= ~ing integration in pas

The arrangements within the European monetary union and within B o Laminered ‘ouk

-n Britain and EU me
- remains unknown.

Eurozone itself made addressing the twin problems of unsustainable debt and ==«
imbalances even more difficult. As the Eurozone’s critics wondered, how -
the euro work with no fiscal union and no treasury? Individual states did no: -
the ability to manage their monetary policy: they could not print more = 3 .
and they could not devalue their currency to make their exports more comze ‘ EE—pOoNSes to Economic
tive. Labor mobility was constrained, and there were no agreed-upon procezins

3 Zo not affect all states
for transferring funds between states.” When the banks, including Germarn == ; iversely affected the ]
that had lent money liberally during the credit explosion became stressec. = : Bl crisisedide
demanded higher interest rates from the PIGS, making it more difficult for = ; Piisitovthe il
governments to finance budget deficits and service the existing debt, a pro= ' --nce in terms of grow
compounded by low growth rates. ; snprecedented Chine

There were more than 25 summits to address the Eurozone crisis. In respoo | selicf initiatives.

the PIGS undertook numerous reforms to reduce government debt, slashing « 1 B+ Chanainor Kens
ditures, increasing the retirement age, promising to improve the tax collectios .3 “:me. Ghana, a 10112.}3
tem, and using financial transfers to avert bankruptcy. Greece was the govers ; , S been increasingkc:
in the most severe crisis. Not only did that country have a debt problem, but = . ~ional trade, a 32:\.55__
worsening balance-of-payments problems and its high wages and low produc= = - B e netiedifiom h'i-.__
made its exports uncompetitive. Greece was forced to take bailouts from the - x R . Bves from declining~ .
the European Central Bank, and the EU, totaling $380 billion by the mic: é am field off its Coﬂ;;

2017. In return for the bailouts, the Greek government slashed public spencizc ’ ~-ent annual growth :

- -

cutting services, laying off workers, improving tax collection, renegotiatinz

j | 100, did not experienc

contracts, and ending subsidies. With that bailout, there has been increasec mwe ! -2st African states, be
sure to ease the Greek debt burden for fear that the government will never 5w | B cctinentin caitl
to repay the loans. As in African developing countries, negotiations continus ‘ -xports among these
the IMF for a debt-relief package. ; ~-n, building more sc

Domestic constituencies suffered through the economic distress: Greeks « Bl than in other countries
in line at soup kitchens; Cypriot bank customers could not withdraw funds; Spes - - bringing new com
youth faced an unemployment rate of 50 percent; Germans paid the bailour - ; , .nd banking sectors.
These constituencies continue to pressure their democratically elected leaies | ke investinents from

for outcomes favorable to their own interests—in other words, there has beer = &\ - 52l financial crisis, inv

|
|
|
!
|

m
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like India were growing at an unprecedented rate. China alone increased fore = = authority to an L

investment from $9.5 billion in 2005 to $86.3 billion in 2013. In Ghana, Chir-

= loans and investments have gone to roads, communications systems, rural elect= =

~anism—to handle
~omic liberals belie

] cation, and dam building. In Kenya, about one-third of Chinese investments ar= = W system, giving mor

manufacturing. Chinese companies are carrying out construction of roads, bricz “romising economic
‘ and airports. The World Bank optimistically predicted in 2011, “Africa coulc = =rge.

| on the brink of an economic take-off, much like China was 30 years ago and I+ S “zformers both outsi

: 20 years ago.”° ‘ ~:ndamental premis:

Much of this optimism assumes that China is the driver of world econc= S =l that the moral

] growth. That assumption is now being sorely tested not only in China itsel: - ‘ he consequences ¢

, also in countries that have enjoyed Chinese investment. A recent New York T = ‘ »chavior. So reform

g 7 headline reads, “Africa Rising’? ‘Africa Reeling’ May Be More Fitting Now ™ e not necessarily lead

] African growth may not have been as robust as reported—not in Ethiopia, o= « S = crs propose alteri:

the continent’s fastest growing economies, where a state of emergency now e ow use in favor

not in Nigeria, where petroleum prices are plummeting; and not in South A ; -rent system, the r
where labor unrest is rampant. } : “nzir contributions.
Critics suggest the need for some reforms of the global economic system. = ' z the European Un
what is needed—a hatchet or a scalpel?®* Or do we need alternative institur: 1 ‘ 1 votes. Reformi
The theories introduced above and different policy makers have some respons= & s o 2 fairer system an
these problems. ‘ j =< have been prop
\ £ veight-voting sha
has not shifted. Fy

-~z on the current

f Vestern countries

Do these economic crises point to the end of economic globalization as =& . s
practiced? Can we continue to expect that individuals will act rationally «u ner reformers are ¢
that markets will always be stable and eflicient and will eventually rec R me argue that be

Are economic inequality and high levels of poverty in the developing w =i seral economic fo

i inevitable? te an enviror

“““ =ngo market libera

| Many students of the international political economy view the crises an=

w problems in economic globalization as an opportunity to make “scalpel- & uld be alloca
! reforms. In the immediate aftermath of both the global financial crisis an= “ ; ‘ ther hand, rad
Eurozone crisis, reforms were passed. The surveillance functions of the ~ e of private in
to anticipate risks and threats were given new life. The G7 and G20, with - ide services for
finance ministers, their central bank officials, and the leaders of their me= e =eidly developed v
: . sproportionat

states, became more active in trying to address the crises. Rules and regul::

of the private financial institutions in many states were strengthened anc =
more transparent, although the latter has proven more difficult than ==

pated. Reforms in the Eurozone states gave more authority to the Euroon f o

Central Bank to act as a regulator of banks in member countries anc tus ‘ ag local decisi
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Farmers in Manila protest the WTO's regulation of agricultural trade in advance of o sc=-
by WTO director-general Roberto Azevédo. The liberalization of agricultural markets - -

a major point of contention between developed and emerging economies in recent ro.-
trade negotiation.

some of the major critics of WTO activities. Some of them oppose th:
that the WTO has the power to make regulations and settle disputes i~
handed ways that intrude on or jeopardize national sovereignty. Still othe-
that promotion of unregulated free trade undermines the application of I~
environmental standards; they believe that the WTO sets economic libers!
above other social values. In actuality, the WTO is relatively weak; its re
are stretched thin, constrained by its limit of 640 employees, and it has
dispute-settlement mechanism. In an age of protracted supply chains

countries and continents, the trade rules written for another era are no 1--
useful or relevant.

Failing fundamental changes in the organizations discussed above, the-
movement to create alternative institutions that reflect changing power re:-
with China playing a key role. Among these alternatives are two mul-
development banks, the Asian Infrastructure Investment Bank (AIIB
New Development Bank (NDB). The AIIB became operational in 2015 °
first proposed in 2006, China’s foreign-exchange reserves were reaching -
lion and the bank was a way to invest those funds through a new ins:-
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| 4 As China expands this belt and projects are planned, strong national =+
local reactions are mounting. Affected communities and individuals disp!: -

= adherents of ec

by the construction of new infrastructure like dams, highways, and airz o

have had their land confiscated, often with low remuneration, and their ++ . “=m, as described 2

were in the ninet:

|
. . . . f i - 1
hood threatened. Such local-level reactions to economic globalization, as se<- - Ferent take. They h
1 3
Laos, Myanmar, and Kenya, are not new. In 1994, an army of peasant gue==

las seized towns in the southern Mexican state of Chiapas to protest agains: - tor dependency th

economic and political system that they viewed as biased against them. The “un S orit; they exploit t
of the protest coincided with the beginning of NAFTA. Feeling that econc=e & “2e North and the
decisions were beyond their control, the peasants protested against the st

sendency, exploitati
tures of the international market, the state, and economic globalization ‘ =conomic and fin:
rebellion alerted the world to the challenges of globalization. The protessen = ‘ ~wrurt, Seoul—cre
| } were able to tell their side of the story, ironically enough, through the Inte- ? .o system. And it
one of the by-products of the globalization they opposed. Today’s protes = zlobal financial cr
I have an even wider range of communication tools to get their message * nternational regu
| outside world. ., radicals recogni

31 A wider antiglobalization movement has grown in response to other issu: 2 be necessary to

well, including the rise of labor mobility and the development of illicit mz+ .. economic systen

arising from the more porous national borders. The movement of labor and pe- v & fercantilists and

} is examined in detail in Chapter 11. The rise of illicit markets represents an voue I knowledged that th
! ticipated effect of globalization. Arms and money earned from illicit enterpe | i and that it sees
! illegal drugs, human organs, or endangered species flow across borders. Bor= = sconomic nation:
| movement of labor and the rise of illicit markets pose a threat to human sec | 12 a state’s own cit
the viability of the state, and state security. -v did in the seve

Even in countries that seem to have benefited the most from econ i wrh cheir interpretati
globalization, groups and individuals are dissatisfied. Brexit in Great Br " = be subservient |
was one response, a reaction to the perceived losses from membership i= = = mics. This merca

European Union. The election of Donald J. Trump in the United States v = « := of several Eas
another, with voters attracted to his emphasis on growing economic 2.« . NCs in the state
tion from job losses and lower wagers caused by economic globalization. T ‘ zbove internatior

are different ways to address globalization’s shortcomings—better and hiz J ‘ nomic actors to

paying jobs, stronger (or weaker) environmental regulations, improvec INGCs, including

conditions, alternative energy strategies, greater (or less) control of big caz = i sxation to control

But stimulated by unanticipated repercussions from the openness of ecor :ntilists, like ecc

markets, reform groups have forged unity in seeking more local contr rinated by comp

[ more meaningful participation in economic governance. The global ecos ; bal economy is
crisis of 2008 and the Eurozone crisis of 2009 were powerful stimuli == = i sary to survive, p
antiglobalization movement and reformers seeking to avoid the pic: ' § msequences of ec
economic globalization. ; B milices favorable to in
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Globalization characterizes not only the international political economy buz <
as we have hinted at here, intergovernmental organizations and nongovern:
tal organizations. We discuss those important institutions and groups in the
chapter.

. Discussion Questions

1. You are an economist in the Mexican government. What policies can 3
suggest to influence economic policy?

2. Economic liberals, mercantilists/economic nationalists, and economic
radicals see multinational corporations in different ways. What are thos
differences?

3. How are the international financial system and the international mone=:~
system more complex than they were in the past?

4. Does economic regionalization lead to globalization? Why or why not*
Provide evidence.

5. How has your belief in the economic liberal model been modified by ==
global economic crises?
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