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Economic liberalization and technological advancement have brought the world closer 

than ever before. The lasting global imbalances, the recent subprime mortgage fallout, and the 

subsequent credit crunch in the United States (US) have rendered the global economic outlook 

more uncertain and precarious. The excessive domination of finance over the production has led 

the world economy to a volatile stage when it is thought of having a new financial structure. This 

essay discusses, in turn, Bellamy Foster’s idea of financialization and different perspectives 

thereof. It also analyses the associated implications of financialization on financial regulation. 

In fine, it discusses the necessity to bring about a financial reform and change in the regulatory 

system to prevent the recurrence of ‘boom and bust’.  

I. INTRODUCTION 

 In the so-called ‘Golden Age of Modern Capitalism’ which lasted from about 1950 through 

the early 1970s, the appropriate role for the financial sector was thought to be as the ‘servant’ of 

the real sector rather than its pre-1930s role as its ‘master’.
1
 The positive role played by the 

financial system with a strong regulation was thought to have made a strong contribution to the 

best economic performance in US history in this era.
2
 However, with the span of the time, an 

incessant demand for regulatory relief by increasingly political influential financial interests, and 

an erosion of belief in the efficacy of regulation by those charged with enforcing the rules, 

eventually led to its dismantling.
3
 The new approach to regulation was based on the belief that 

free financial markets with only the lightest touch of regulatory restraint will produce optimal 

outcomes.
4
 The credit market grew, the GDP was dominated by finance, the financial 

engineering with innovation of financial instruments “reached such heights that the regulators 
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could no longer assess the risks”
5
 and released from their regulatory chains, financial markets did 

what they always seem to do when left to themselves: they exploded in size and become more 

volatile.
6
 This leads to the very fundamental question- what is the shift that has caused the major 

transformation in the world economy? The changing landscape has been characterized by the rise 

of ‘neoliberalism’, ‘globalization’ and ‘financialization’.
7
 The main objective of this essay is to 

analyze Bellamy Foster’s (“Bellamy”) idea of ‘Financialization’ and evaluate the credibility of 

this theory with reference to other scholastic view in this regard. In turn, it discusses the various 

aspects and nuances affiliated with ‘financialization’. It further seeks to delve into the necessary 

implications of ‘financialization’ on the global financial system. One of the major ideas behind 

the ‘financialization’ is that it has an impact on de-stabilizing the production based economy and 

stimulating high-leverage financial capitalism. It encourages the financial corporations to invest 

more in speculative business rather than promoting small-scale business creating employment 

opportunities in the society. As a result of it, if any of the speculation goes wrong, the whole 

system falls apart which evidently demonstrates a flawed and shaky financial system based on 

false assumption. Regulatory relief, i.e. de-regulation further favours the financial and non-

financial corporations to conduct their business in a reckless manner without assessing the risk. 

All this suggests that we are now facing the ‘crisis of financialization’. 

II. ‘CRISIS OF FINANCIALIZATION’: BELLAMY FOSTER 

The phrase ‘crisis of financialization’ has been first used by Bellamy in his The 

Financialization of Capital and the Crisis.
8
 According to Bellamy, the financial crisis 2007 is the 

phenomenon of a new phase in the development of “monopoly-finance capitalism”.
9
 He argued 

that “financialization of capital” is “the new financial alchemy of high-risk debt management” 

and is based on “huge speculative profits”,
10

 which has a major contribution in creating “bigger 

and bigger bubbles that burst more frequently and with more devastating effect threatening each 
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time a deepening a stagnation-i.e., the condition, endemic to mature capitalism, of slow growth, 

and rising excess capacity and unemployment/underemployment- is thus a development of major 

significance.”
11

  

Citing Sweezy, he further stated that “The financialization of the capital accumulation 

process” in US economy has been the main force lifting economic growth since the 1970s.
12

 

However, this financial unravelling coupled with weak regulatory system led to “two major 

financial bubbles”
13

 in seven years in the citadel of capitalism which points to a “crisis of 

financialization or the progressive shift in gravity from production to finance that has 

characterized the economy over the last four decades.”
14

  

In an attempt to reinforce his argument, Bellamy delved into the five phases of the financial 

crisis 2007 and showed that the crisis is nothing but an event of a “more general crisis of 

financialization, beyond which lurks the specter of stagnation”.
15

 He saw another implication of 

financialization, which is debt-based financial system lifting the economy in one hand and 

leading to grow instability on the other.
16

 Foster described that “US addiction to high 

consumption, high borrowing, and vanishing personal savings” have been “made possible by the 

infusion of capital from abroad, itself encouraged by the hegemony of dollar.”
17

 He further 

described that the process of financialization lessens the production growth which means that 

finance now dominates production.
18

 The main three arguments of Foster in relation to “the crisis 

of financialization” are: 

(i) Financialization has been evolved as a response to the stagnation of the underlying 

economy which helped to “offset the surplus productive capacity of modern 

industry”.
19

 It is argued that at the root of the financialization tendency was the 

underlying stagnation of the real economy.
20
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(ii) Another crisis of financialization as seen by Foster is that the economic growth is 

based on debt. It is in the nature of today’s monopoly-finance capital that it “tends to 

become addicted to debt” more and more is needed just to keep the engine going.”
21

 

Capitalism in its monopoly-finance capital has become increasingly reliant on the 

ballooning of the credit debt system in order to escape the worst aspect of 

stagnation.
22

 

(iii) The shifting from production based growth to finance based growth is the major 

cause of the recurrence of financial crises.
23

 

In order to escape from the ‘boom and bust’ economy and to attain stable financial markets, 

he has suggested of a ‘new financial architecture that will stabilize the economy and protect 

wage labor.’
24

 However, this new financial architecture is yet to be achieved in the sense that the 

‘financialization’ of economy has created a spiral web where the major investing and other 

financial institutions are largely dependent on leveraged capital in running their business 

operation. Aside the advantage of the high-leverage in providing quick and timely investment, 

this is actually creating a never-ending debt circle in which case, if any of the components of the 

circle collapses, panic starts waving all around the web crashing the whole system altogether. 

The notion that the financialization gives rise to a leverage-based financial system and hence, is a 

reason behind the volatility of the financial system can be analyzed with a specific example of 

sub-prime mortgage crisis 2008 where the major investment and mortgage corporations like 

Lehman Brothers, Fannie Mae, AIG and as such were excessively leveraged and contributed 

significantly to create a financial bubble.  However, Bellamy’s idea on financialization calls for a 

comparative discussion from the other authors in order to find out the necessary features linked 

to this theory which will be discussed hereinafter.  

III. FINANCIALIZATION AND THE ASSOCIATED NUANCES THEREOF 

 While many books have been written about neoliberalism and globalization, research on the 

phenomenon of financialization, is relatively new.
25

 The concept has been used to designate 
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diverse phenomena, including the globalization of financial markets, the rise of financial 

investments and incomes derived from these investments, the rise of the ‘shareholder value’ 

movement and related changes in corporate governance theories and practices.
26

 Even though 

there is no common agreement about the definition of the term and its significance, various 

writers have viewed financialization as a structural change in the post-1980 era which is 

characterized by ‘the growth of financial enterprises, the rising involvement of nonfinancial 

enterprise in financial operations, the holding of large portfolios of shares and other securities by 

households, and so on’.
27

 It also refers to the ‘growing dominance of the financial economy over 

the real economy’
28

 and indicates “a pattern of accumulation in which profits accrue primarily 

through financial channels rather than trade and commodity production.”
29

 It also means the 

increasing role of financial motives, financial markets, financial actors and financial institutions 

in the operation of the domestic and international economies.
30

 It not only denotes a complete 

transformation of economic relations but also highlights a reorganization of financial markets 

themselves.
31

  

The process of financialization and its phenomenon have been discussed by various authors in 

different times. Financialization has been seen as an expression of both neo-liberalism and 

globalization.
32

 However, the financialization phenomenon can be analysed from three different 

perspectives.  

 Financialization is the result of over-accumulation of capital which consists of two 

segments: an increase in material production followed by a crisis due to over-

accumulation and a financial expansion.
33
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 Financialization can also be seen as an integral part of the neoliberal economic 

structures,
34

  which has been spread all over the world following the economic instability 

of the 1970s. The policies aimed to reduce the government intervention and regulation 

and all sorts of economic activities and leave an increasing portion of the economic 

activities to the ‘free market’.
35

 

 The financial globalization process, which intensified in the 1980s, has contributed to the 

financialization of the economy and created a necessary condition for an unprecedented 

development of institutional investors.
36

 This idea of financialization shows the 

increasing engagement of NFCs in financial business.  

IV. CRITICAL ANALYSIS OF BELLAMY’S THEORY: IMPLICATIONS OF 

FINANCIALIZATION 

 Upon a number of literature reviews regarding financialization and the empirical evidence of 

its influence in global economy, it seems the concept of ‘financialization’ is “associated with a 

rise in the share of national income accruing to the holders of financial assets and a concomitant 

decline in the share of labor, an increase in financial instability, slower growth and dimmer 

prospects for economic prosperity.”
37

 The idea that the “prolonged stagnation” is an outgrowth 

of financialization is also reinforced by Palley who sees three principal implications of 

financialization: it (i) elevates the significance of the financial sector relative to the real sector; 

(2) transfers income from the real sector to the financial sector; and (3) increases income 

inequality and contribute to wage stagnation.”
38

 He further adds that ‘financialization may render 

the economy prone to risk of debt-deflation and prolonged recession’.
39

 Following is a brief 

analysis as to the implications of ‘financialization’ in the global economy: 

A. Stimulation of a Debt Based Economy: from large corporation to private individuals 
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It is in the nature of today’s monopoly-finance capital that it “tends to become addicted to 

debt: more and more is needed just to keep the engine going.”
40

 From large corporations to 

private individuals everyone is being encouraged to adopt a cult of debt finance.
41

 The reason 

behind is that debt is used as a tactic to drain free cash flow out of firms, thereby putting pressure 

on workers and leaving less for other claimants on the firms’ income stream; that debt financing 

increases leverage, thereby potentially raising the rate of return on equity capital.
42

 This 

implication of financialization was evident from collapse of credit market in USA in 2008 which 

can be largely attributed to the tendency of taking high leverage by the companies without 

assessing the risk. Leverage can be called a ‘double-edged sword’ that is a powerful ally during 

boom times, but can quickly become the worst enemy during the bust. The collapse or bail out of 

some of the most highly regarded financial institutions was squarely due to leverage.
43

 The most 

significant example in this regard is the collapse of Lehman Brothers. Lehman Brothers was the 

fourth largest investment bank in USA holding about $600 billion dollar asset around the world. 

Nonetheless, when it had filed the Bankruptcy petition in 2008, the bank was under some $619 

billion debts which can be attributed to its reckless involvement in the speculative investment 

and excessive leverage with no protection for the company to absorb losses when the house-

market began to decline.  

B. Impact on wage earners: creating huge inequality in income 

Another implication of financialization is that it has changed the framework dramatically, to 

the detriment of wage earners, first, and of the whole economic system eventually. Labor market 

deregulation has negative consequences on the purchasing power of wage earners, particularly so 

when this is associated with restrictive fiscal policies.
44

. On the one hand, workers accept lower 

wages, because they fear unemployment and the related lower compensation by social security. 

On the other hand, their productivity increases, as they fear of being dismissed, considering their 

reduced bargaining powers.
45

 These structural changes moved wage earners from a creditor to a 
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debtor position with respect to banks and reciprocally for nonfinancial businesses.
46

 The result 

was a rapidly inflating asset bubble in the early 2000s on real estate properties and financial 

(structured) products, which in the end burst and ravaged the global economy.
47

 The distribution 

of ownership of financial wealth among households is now so concentrated, the average returns 

to financial wealth have been so high, and compensation for top executives has reached 

gargantuan levels, income and wealth inequality has skyrocketed everywhere.
48

 Investors making 

money from money became the “masters of the universe” while ordinary people directly 

contributing to the benefit of society were squeezed by declining working conditions and 

increased living costs exacerbated by labour market deregulation and the dissipation of publicly 

provided services.
49

  

C. Stagnation: Impacts on economic growth 

In finance dominated regimes, corporations find it more profitable to lend their profits is 

financial markets rather than investing them in the production process.
50

 The tendency to drive 

the monetary circuits by financial markets and motives, rather than by labour markets and 

productive investment lead to the stage of economic stagnation. ‘Stagnation’
51

 and 

‘Financialization’ represented co-evolutionary phenomena caught in a “symbiotic embrace.”
52

 

The dependence on financialization might benefit the owners of financial firms (and bonus 

recipients), but to the extent that it only transfers wealth, it does not benefit the broad 

economy.”
53

 One of the major aspects of financialization is that it in one hand, increases 

inequality in society and on the other hand, more and more surplus capital tended to accumulate 

actually and potentially within the giant firms and in the hands of wealthy investors, who were 

unable to find profitable investment outlets sufficient to absorb all investment-seeking 
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surpluses.
54

 The banks are more interested in investing in the house market or auto-mobile 

market rather than giving loan to an entrepreneur or a limited liability company. Therefore, there 

is no real economic growth and the economy became increasingly dependent on external stimuli 

such as higher government spending (particularly on the military), a rising sales effort, and 

financial expansion to maintain growth.
55

  

D. Recurrence of financial bubble: boom and bust 

Financialization is also integrally related to instability of the financial system because in its 

extreme case, the bubble created out of the process of financialization bursts rendering the whole 

economy volatile.
56

 The dangerous feedback loop between stagnation and financial bubbles has 

been suggested by Foster and McChesney which reflects the fact that the stagnation and 

financialization are increasingly interdependent phenomena. It is reasonably evident from the 

fact that the U.S. in the last 100-plus years face four major ‘boom and bust’ of financial bubbles- 

the 1907 Panic, the Great Depression of 1930 and the Stock Bubble of 2000 and the Great 

Recession of 2008. However, the major implications of ‘boom and bust’ lies that the many think 

that there should be another ‘bubble cycle’ as the only way out to avert catastrophe and quickly 

restore growth to the economy. This seems to be a recurrent process where ultimate financial 

stability still remains a far cry.  

E. Change in corporation’s behavior: engagement in speculative business 

One of the major impacts of financialization in the area of corporate governance is that it 

elicits the corporations to use debt to finance their activities owing to its tax advantages and the 

higher rates of return on equity that leverage allows.
57

 This major shift in the change of corporate 

behavior has been illustrated by the ‘agency theory’ which denotes that “the firm exists for the 

benefit of shareholders who own the firm and who should exercise control so that the interests of 

management are beneficially aligned with those of the owner shareholders around the pursuit of 

profit.”
58

 Another aspect in the change in corporate behavior is its tendency to re-purchase stock, 
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which drives up the stock price and generates lower-taxed capital gains, rather than paying 

dividends that are highly taxed.
 59

  

F. Politics of financialization: Change in the economic policy 

Financialization has greater implications in formulating the economic policy and shaping the 

trends of financial regulations. During the finance based capitalism, financial sector interests, 

supported by other business interests, have promoted a policy framework favoring their agenda.
60

 

By the removal of the checks and controls on most financial activities, finance became so 

powerful, not only in terms of the expansion of financial activities and markets, but also in terms 

of political influence, which in turn helped them to further liberalize and deregulate financial 

markets.
61

 Another implication of financialization in changing the economy policy can be 

perceived during the financial crisis when no CEO has ever been prosecuted for their unregulated 

behavior.  

Figure 1 below shows the interconnectedness of the impacts of financialization in the global 

economy stimulating a debt-based financial growth which in the long run creates economic 

stagnation, meaning the economy is no longer based on production. This stagnation paves the 

way of creating financial bubble through financial innovation and engagement in speculative 

business. The impact of this is the recurrence of financial crisis and long-term financial 

instability in the global system. 

 

 

Figure 1: Interconnectedness of the implications of Financialization 

V. COUNTERING FINANCIALIZATION: WHAT CAN BE DONE TO ACHIEVE A LONG-

TERM FINANCIAL STABILITY? 

 Countering financialization calls for a multi-faceted agenda that (1) restores policy control 

over financial markets, (2) challenges the neo-liberal economic policy paradigm encouraged by 
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financialization, (3) makes corporations responsive to interests of stakeholders other than just 

financial markets, and (4) reforms the political process so as to diminish the influence of 

corporations and wealthy elites.
62

 The major question is that what can be done in order to 

achieve a long-term financial stability?  

In 2010, the Steering Committee following the Crisis of 2008 presented a report concerning 

the financial reforms which contains, inter alia, imposition of restriction on high leverage; 

redefining the scope and boundaries of the prudent regulations; reforming the prudent structure 

of the regulations, including the role of the central bank and the implications of the “lender of 

last resort,” as well as the “safety networks” and the need for greater coordination; improving the 

government’s authority, risk management, regulatory policies, and accounting practices, as well 

as the standards; improving the transparency of the financial infrastructure agreements.
63

 It is 

further proposed that we require a new ‘international architecture’, i.e. an international authority 

governed by the principles of “consolidated and integrated supervision, Management by 

Exception, and a hierarchical structure.”
64

 Another approach is to adopt macro and micro 

prudential system of regulations within the financial institution. Micro prudential regulation 

concerns itself with the stability of each individual institution.
65

 In contrast, a macro-prudential 

approach to regulation considers the systemic implications of the collective behaviour of 

financial firms.
66

  

In order to counter the impacts of financialization the behavioural factors of the corporations 

also have to be taken into account. A number of behavioral factors such as fraud and greed, 

predatory lending, and regulatory capture exacerbated has been called into question during the 

crisis of 2008. However, the disappointing part is that none of CEOs of Wall Street who were 

alleged to be involved in creating such a massive bubble was prosecuted for the negligence 

mismanagement and fraudulent behavior. Therefore, in order to avert the same scenario, it is 
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imperative that there should some regulatory measure to check the uncontrollable speculation 

and greed of the corporate managers.  

VI. CONCLUSION 

The discussion above illustrates that Bellamy’s idea of ‘crisis of financialization’ creating the 

recurrence of volatility in the economic system due to financial liberalization and integration has 

been substantiated by other authors in this field and also with specific examples from the 

financial crisis of 2008. This new financial alchemy has formed a new business cycle with major 

implications like, economic growth has been tepid, median wages have stagnated, and income 

inequality and economic insecurity have both risen.
67

 Moreover, there are concerns that the 

business cycle generated by financialization may be unstable and end in prolonged stagnation.
68

 

However, the reality is, it is not possible to restructure the whole economic system overnight 

which is based on a system of financialization so long. It is not even the system which carries 

with it the necessary evil. This requires that new financial structure is needed injecting more 

responsibilities and accountability to avoid the next ‘boom and bust.’ In this regard, the role of 

the international financial institutions has always been called into question. Financialization 

under the auspices of the International Monetary Fund has forced many countries to liberalize 

and open their financial sector to foreign capital, striving for a liberalized, market-based financial 

system.
69

 However, the failure of the private or public institutions due to reckless borrowing in 

countries like Iceland, Greece and Mexico led not only to ruin the whole economy but also 

created a big vacuum which needed to be refinanced by debt (bail-out) mostly from the 

international institutions. This bailing out always comes along with the austerity measures where 

the indebted countries are asked to cut their public expenditure mostly in welfare sector, shut-

down business or raise tax-payment.  Thus, the rescue measures not only accumulates the level 

of debt in the whole financial system, but also decreases the standard of peoples’ lives and 

restricts their right to access to welfare services. This is a big concern in today’s global financial 

system as the impacts of financialization are threatening the stability of the global economy. 
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