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Abstract

What effect has ‘regionalization’ had on the history of financial governance?  This paper addresses this question by examining and then comparing the interwar period – and especially the1920s – with the contemporary period.  In both periods the world’s financial system faced an array of problems and issues associated with dramatic upheavals in global political, economic and social relations.  What role did regional or regionalist pressures play in shaping the trajectory and structure of financial governance, and have these pressures changed?  I posit that historically, regionalization has been no more than an intervening variable in the construction of a robust structure of financial governance.  This has been primarily due to the lack of political embeddedness of regional institutions in both national and global governance arrangements.  In order for regionalization to become a significant factor in the increasingly globalized web of financial governance arrangements, the main political dynamics associated with it would have to challenge those imperatives already enshrined as the main driving forces of financial governance, such as inter-state relations, economic globalization and transnational class formation.  Today, as with the experience of the interwar period, regionalist elements are unlikely to be a major determinant of the trajectory of financial governance arrangements.

“Regionalization and financial governance:  comparing the interwar period with today”

Introduction:
 financial governance in history

The question of whether regionalization can provide a bulwark against globalization is an intriguing one.  It demands that we look at different forms of political organization and ask how economic life is managed and organized, aided and abetted.  In this paper I will examine financial governance in the interwar period to provide an historical perspective on the regionalization/globalization question.  Of course, the connections between regionalization and globalization are manifold and complex, and it will not be possible in this short paper to deal adequately with all facets of this relationship.  However, by examining in some detail the relationship between regionalization and globalization as they are played out within the terrain of financial governance, some light can be shed on the question of how public authorities view, respond to and use regionalization and globalization, and whether the former has ever been used as a bulwark against the latter.

Defining finance, much less governance, is a complex affair.  For reasons to do with the social nature of finance, I will assume for the purposes of this paper that by finance I mean financial networks, or more specifically networks of financial institutions, and that it is these which are the objects of governance (cf Germain 2004).  Furthermore, I will also assume that by governance I mean publicly sanctioned decision-making, whether by public or private authorities (or a combination of both; cf Germain 2001).  Financial governance this refers primarily to publicly sanctioned decision-making directed towards establishing the framework of rules by which and through which financial institutions undertake and organize cross-border financial transactions.

Why think historically about the question of how financial governance has been organized?  The short answer involves an appreciation for how historical context shapes the flow of events, and therefore to understand how political, economic and social arrangements come to pass demands that we pay attention to the long sweep of history, to the formation of the present out of the contours of the past (Carr 1951; 1961).  Perhaps in this light a comparison of the interwar period with today will alert us to the relative importance of regionalization or regionalist pressures as a key dynamic in financial governance.

A longer answer would involve issues of ontology, epistemology and methodology, and would raise concerns associated with what we mean by finance, governance etc…; how it is we can study this arena of human activity; and on what basis we are able to make claims about causality, reason and choice in matters financial.  Suffice it to say at this point that I find compelling the work of scholars in political economy who accept an institutionalist and historicist focus on human agency within the context of establishing meaning and purpose across social relations more generally, and within financial relations specifically (eg Cox 1987, Murphy 1994, Langley 2002, de Goede 2005).

In what follows, I first establish the historical ‘weight’ of ‘national’ financial governance.  I chart the evolution of a governance trajectory for finance, and lay out a narrative that privileges a national/global dynamic over one that includes a regional dimension.  Then I look at the contemporary period and plot the structure of financial governance in terms of an increasingly global dynamic.  The final section stands back to compare the two eras in order to consider insights and claims about the robustness of regionalization as a bulwark against globalization.  My argument is simply that historically, regionalist pressures have always been secondary to national and global pressures in the organization of financial governance.  Furthermore, there is little in the future to suggest that this will change; in this sense an appreciation of the history of financial governance is instructive for our understanding of its future.  And the future of financial governance will increasingly be marked by the need for strong national authorities to be supported by strong international institutions.  In short, the future of financial governance is global rather than regional.   Like the world of the interwar period, states today require strong and active international institutions if they are to adequately govern financial institutions.

Financial governance in the 1920s

To speak of the history of ‘global’ financial governance is by and large to invoke a fiction.  Knowledge about how to govern or regulate financial institutions, together with the actual record of such governance, is overwhelmingly dominated by national authorities.  The early modern roots of financial governance lie in the long drawn out struggles of competing national authorities to subject financial actors to their needs and demands (Braudel 1982).  The spiral of demands associated with the consolidation and expansion of the nation-state in the 15th and 16th centuries necessarily involved monarchs (and competing proto-nationalist authorities such as cities and principalities) in the urgent task of procuring sufficient credit for the prosecution of their activities.  Sometimes these financial needs were met through conquest and the booty derived from acquiring mineral or trading wealth.  But often even this was insufficient, and monarchs constantly required recourse to the credit resources of the great Italian and German financial houses of the early modern era.  It is in these early battles to bend financial houses to the will of imperial monarchs that we can locate the first modern attempts to ‘govern’ finance within national boundaries.

But as nation-states became increasingly consolidated across Europe during the 17th to 19th centuries, and as their growing organizational capacities, self-confidence and imperial ambitions enabled them to stamp their authority on their economies and even their monies, financial institutions had ultimately to adapt to the exigencies of the new political world of modern sovereignty (Gilbert and Helleiner 1999).  Whether it was the creation of modern central banks in Sweden, Holland and England, or the establishment of modern stock exchanges across northern Europe, it was governments that ultimately took the lead in providing emerging capitalist economies with workable financial systems.  This development can be seen most clearly in the development of the English financial system, led on the one hand by the growing role of the government-backed Bank of England and on the other hand by the increasing centralization of the financial system’s central institutions in London (Dickson 1967).  Financial systems developed in England and on the Continent under the parallel dominance of increasingly powerful nation-states and increasingly centralized national economies.  The chief dynamics propelling financial governance, in other words, were national in scope (Kindleberger 1984).

At the same time, although the modern era was dominated by the consolidation and then imperial expansion of national economies, a distinct and growing layer of economic activity could clearly be identified as global in scope by the middle of the 19th century.  The most visible financial dimension of this layer of activity was associated with what Karl Polanyi (1944/1957) identified as hauté finance, the internationally-oriented finance houses that comprised the pinnacle of the world’s increasingly inter-linked financial systems.  The activities of these finance houses – among whose number would be counted the Rothschilds of London, the Morgan bank of New York, Lazard Fréres of Paris and the Mendelssohn bank of Berlin – concentrated in a very few hands the bulk of international financial transactions, thereby centralizing the operational dynamics of the world’s financial systems at the global level (Brown 1940; Börn 1983).  As I have argued elsewhere, what emerged in the latter half of the 19th century was in effect a London-centered private global credit system (Germain 1997).

It was the high degree of centralization that enabled this credit system to be governed to the extent that it was.  Governance worked at two levels.  Most importantly, governance was exercised diffusely through the operation of a set of linked world markets mainly centered in London (Brown 1940; Williams 1963; Kindleberger 1984).  London-based financial institutions organized development finance for the 19th century equivalent of ‘emerging markets’ on an unprecedented scale.  Capital poured out of London destined for India, Australia, South America, South Africa, Canada and the US, financing the construction of railroads, ports, factories and fields (Thomas 1967).  British capital also went to all manner of foreign governments to help finance their growing expenditures (Feis 1930).  As a result of the dominance of London-based financial institutions over global flows of capital, it was their practices and norms that provided the global financial system with ‘governance’, or what Paul Langley (2002: 27-29) calls ‘world credit practices’.  Global finance came to be associated with how these institutions operated, and what we would today call ‘best practice’ came to be symbolized by their ‘gentlemanly’ codes of conduct (Cassis 1987).

The second level through which governance was exercised during this time was central bank cooperation.  The 19th century was in the main an era of private central banks, with governments conceding enormous latitude to central banks to manage the external value of national currencies relatively unconstrained by domestic political considerations.  It thus fell to central banks – primarily those of the United Kingdom (UK), Germany and France since the US did not establish its central bank until 1913 – to assist each other in their attempts to support their currencies and contain banking crises (Kindleberger 1984).  This they could do precisely because of the high degree of centralization in the global financial system, with London at the apex and Berlin, Paris, Amsterdam and other Continental financial centers in a supporting subordinate role. Central bank cooperation in this environment could work with markets because of the symbiotic relationship which these largely private banks had with other leading market institutions (Eichengreen 1996).  But the key remained the high degree of centralization in the global financial system; without this degree of centralization central bank cooperation would have been rudderless and impotent, as was demonstrated during the turbulent interwar years.

The interwar years in fact highlight the intractable nature of financial governance under a decentralized authority structure.  The highly centralized and finely calibrated pre-1914 financial system fell apart with the onset of hostilities in August 1914, with only a vestige of the old trans-Atlantic linkages surviving to fund the Allied war effort (Brown 1940).  After the war, however, financial markets could not be seamlessly reconstructed along their pre-war lines, and the 1930s witnessed an almost total collapse of international financial transactions (Kindleberger 1973; Helleiner 1994; Germain 1997).  Underlying the inability to reconstruct a global financial system was, as Kindleberger (1973) and others (eg., Block 1977; Walter 1993; Eichengreen 1996) have argued, an international power vacuum in which no single state could take a leading political role to re-establish a properly functioning global economy (much less a monetary and financial system).  The contrast between the highly centralized financial order of the 19th century and the multiple and fragmented set of financial orders of the interwar period is stark.

This stark contrast runs contrary to one of the most popular accounts of the inter-war global political economy, that of Karl Polanyi (1944/1957).  His account of the conservative 1920s and the revolutionary 1930s has informed much subsequent analysis of the interwar period, but in the case of financial governance in fact it is contrary to the history of the period, which saw a string of institutional innovations throughout the entire inter-war period, but especially in the 1920s.

These innovations occurred at two levels.  Nationally (or domestically), states progressively asserted increased control over their economies as the inter-war period wore on:  currency manipulation became evident, capital controls were experimented with, and trade became subject increasingly to national control.  It was in the international arena, however, where the most interesting innovations occurred.  International cooperation became more institutionalized, and new institutions sprang up to address issues associated with cooperation between states.  Although these innovations had significant deficiencies, their revolutionary character should not be obscured.

Innovations in financial governance at the national level took two main forms:  1) in the practices associated with how governments managed their public debt; and 2) in central bank operations.  With respect to how governments managed their (growing) debt loads, innovation was largely concentrated in the types of government paper used to finance debt.  In particular, in the UK and US treasury bills of various durations became very common, ushering in a period of increased government control over interest rates in the money markets.  Prior to World War I, most government finances revolved around increasing revenue (largely linked to customs duties and taxes levied on land, commerce and income) and issuing long-term debt.  Issuing debt of widely different maturities was a startling innovation during wartime, as much for the additional revenue it raised as for the enhanced control over the money supply it promised.  Both the UK Treasury and the Federal Reserve Board in the US began open market operations during the early 1920s, and this development revolutionized the way in which interest rates could be set and/or managed.  Monetary policy thus became much easier to fine tune during this period, allowing for a firmer grip to be established by the state on private sector financial institutions.

The second important national-level innovation concerned central bank operations.  The 1920s mark the first great wave of central bank expansion in the 20th century.  Many countries which had heretofore done without central banks created their own, whether due to the achievement of colonial self-government, due to the break-up of multi-national empires, or simply due to the exigencies of development (Helleiner 2003).  Whatever the cause, central banks were established across much of central and eastern Europe, Latin America and Asia, and one of the chief tasks of these central banks was to establish modern standards of financial governance.  For many of these countries this was an innovation of the first order.

Innovations in financial governance at the national level had their counterpart at the international level.  Three developments are noteworthy:  the extension of the 19th century conference system to international economic issues; the deepening of public international financial networks to help manage the global economy; and the creation of a primitive international institutional capacity to assist in the coordination and facilitation of international transactions.  Together, these developments provided a strengthened public infrastructure to support the exercise of financial governance at the international level.  They constitute the first hesitant steps towards the development of a genuinely global system of financial governance.

The first development – the extension of the 19th century conference system into the economic realms – was initially the least successful.   At one level, the conferences held during the 1920s (at Brussels in 1920, Genoa in 1922 and Geneva in 1927) to chart the reestablishment of the international gold standard must ultimately be judged as failures, simply because the gold standard itself so clearly failed.  However, perhaps the lasting importance of these conferences can be discerned in there unstated but widely accepted premise:  that governments had a crucial role to play in governing international monetary exchange rates.  The revolutionary nature of this premise should not be overlooked, since the role of governments in the operation of the gold standard was considered to be minimal prior to the outbreak of World War I.  However, with the enhanced responsibility of governments in the post-1919 environment increasingly recognized (if not always acted upon), monetary affairs could no longer be completely hived off to independent central banks; governments had to become involved, even if only to establish the wider framework within which central banks could operate.  The Brussels, Genoa and Geneva conferences affirmed this premise, and for this reason can be considered an institutional innovation of high rank (Pauly 1997).

The failure of the London Economic conference in 1933 also falls into this category.  Convened to consider an international response to the Depression, it foundered on American President’s announcement just prior to its commencement that any actions taken to address the parlous economic circumstances must focus on the raising of domestic prices.  This failure, while clearly privileging national over global actions, also highlights the growing recognition by governments of their economic and social responsibilities.  It was, as Barry Eichengreen (1992) rightly argues, the first necessary step to combat the deflationary consequences of the gold standard.

What these conferences acknowledged was the increasingly important role played by governments in regulating and otherwise controlling economic activity both within and beyond their borders.  It introduced the element of negotiation and bargaining over economic issues on a multilateral basis into the international realm, and by doing so set the stage for the complex negotiations that took place at Bretton Woods in 1944.  Far from being abject failures, the economic conferences of the interwar period offered important learning markers for governments, and at least part of the achievements of Bretton Woods can be traced to the lessons learned at these conferences.

The economic conferences of the interwar period, however, were only part of the process of explicitly deepening involvement of public authorities in matters relating to financial governance.  Another dimension of this process could be seen in the strengthening of links between European central banks and the newly established American central bank, the Federal Reserve Board.  Created in 1913, the FED is composed of 13 regional banks that for many years operated largely autonomously from the Board in Washington.  Of the regional Reserve Banks, it was the New York FED which was (and still is) mandated to conduct international operations and to foster international links.  This it did through its first president, the energetic Benjamin Strong.  Strong had a clear grasp of the importance of the US financial system to the world’s financial flows, and participated vigorously with his European counterparts – especially Montagu Norman of the Bank of England, but also Emile Moreau of the Banque de France, and eventually Hjalmar Schacht of the German Reichsbank – in facilitating cooperative monetary policies that would not undermine global financial stability.  Trans-atlantic central bank cooperation, however, did not survive the twin strains of Strong’s premature death in 1928, and the onset of depression after the 1929 New York stock market crash.

Even the Depression, however, with all of its attendant contractions and inward orientations, could not sever completely the international connections and networks built up over the 1920s.  Although private capital markets were moribund (Kindleberger 1973), bankers in New York, London, Amsterdam and Paris continued to travel and meet regularly, as did government and League officials.  The search for suitable economic arrangements led both towards the development of regional solutions (such as the strengthening of the gold, dollar and sterling blocs) and towards inter-regional or perhaps better ‘international’ arrangements such as the Tri-Partite Agreement between France, Britain and the US in 1936, over managing the franc/sterling/dollar exchange rate.  Despite the increased economic nationalism of the interwar period, financial and monetary affairs never completely collapsed into nationalism and regionalism, even if during the 1930s the international or global strain was subdued.

The involvement of public authorities in matters financial is clearest in the final dimension of international innovations during the interwar period:  the creation of an incipient international institutional capacity to oversee or facilitate the operation of a rebuilt and refashioned postwar international economy.  These included the creation of a Reparations Commission to oversee German reparations payments arising out of the Versailles Treaty of 1919, the growth of an economic oversight capability within the League of Nations, and the creation of the Bank for International Settlements (BIS) in 1930.   Each of these initiatives was a direct response to the vexed question of how to reconcile war debts and reparations with postwar economic realities, and each involved public authorities in the active management of a growing international economic infrastructure.

The Reparations Commission was created as an essential component of the reparations levied upon Germany as a result of the Versailles Treaty.  It was made necessary by the provisions in the Treaty relating to when and under what circumstances German reparations could change to reflect its capacity to pay.  The novelty of the Commission lay precisely in institutionalizing a decision-making capacity to which others would have to submit.  This was most pertinent to Germany, but others too could and did have expected payments changed unilaterally by the Agent General for Reparations Payments.  It was an admission that the political decision to extract reparations needed to take into account a capacity to pay on the part of Germany, and that the victors were not entitled to make that decision unilaterally, at the expense of the vanquished.  In terms of economic governance, the creation of the Commission was an important milestone not only in terms of assembling the required machinery to make international transactions workable, but also in terms of establishing the principal that the vulnerable or weak have an important stake in the construction of the apparatus of decision-making.

The Bank for International Settlements had a not dissimilar point of origin to the Reparations Commission.  It was part of the recommendation of the Young Plan, produced by an international commission with the mandate to break the reparations impasse that threatened to strangle international financial flows after 1928.  The innovation of the BIS was precisely that it enabled payments to be made through a neutral third party in a manner designed to minimize upheavals in foreign exchange markets.  It also had as an explicit part of its mandate the fostering of cooperative relations among the world’s central banks.

The BIS of course failed spectacularly to alter the twin trajectories of economic depression and financial chaos unleashed over the 1929-1931 period.  Perhaps, as Barry Eichengreen (1992: 263-4) argues, it was doomed by American abstention and fatally undermined by being charged with both facilitating reparations and forging a common monetary outlook.  Or, alternatively, it (along with most governments) was simply overwhelmed by the scale of the unfolding disaster.  The BIS was new, untried, light on resources, and working in an environment characterized by relatively ponderous personal communications.  To expect more of this new institution in such a situation might be asking more than can be demanded.

At the same time, the creation of the BIS affirmed alongside other developments the importance of the international dimension of public responsibility in the face of seemingly intractable economic tensions.  It was an admission by experts that governments have a cooperative role to play, but that such cooperation requires international institutional support.  Such support in the late 1920s needed to go beyond the conference system and ad hoc expert committees exemplified in the Dawes and Young Plans.  In this light we can see in the creation of the BIS another step in the long road to erecting a global financial system supported by public authority organized at least in part internationally.

The final innovation in financial governance at the international level concerns the economic activities of the League of Nations.  These were spread over a number of committees (the Economic Committee, the Financial Committee, the Economic Intelligence Unit, the Economic, Financial and Transit Department, and the Economic and Financial Organization).  While the record of ‘success’ of these committees, departments and organizations is decidedly mixed (Pauly 1997; Eichengreen 1992), their work established important principles concerning the achievement of multilateral oversight, the creation and maintenance of a necessary international machinery, and the kinds of ideas that should or ought to inform sound economic policy.  Ultimately such an institutional capacity could not lead where governments and private sector forces feared to tread; yet by establishing the general utility for cooperative activity of an international institutional capacity, the economic activities of the League offered another important learning marker for governments in later years.

As the above discussion indicates, the key dynamics driving innovations in financial governance during the 1920s were either primarily national or international in origin.  Governments laboured to regain control over their finances in the face of reconstruction burdens and the commitments entailed in an expanded social security net, even as they worked to re-establish a viable system through which international transactions could be conducted.  They also followed international practices in terms of establishing and/or strengthening their central banks.  At the same time, governments were engaged in a desperate search for international arrangements that could resolve the conundrum of inter-allied wartime debts and reparations within the context of what almost everyone thought should be a return to some form of international gold standard.  The result was an impressive series of innovations in financial governance that witnessed the creation of a quasi-supranational reparations authority, a conference system and an incipient international institutional capacity centered on the League of Nations and the Bank for International Settlements.  The pre-1914 web of central bank networks was strengthened with the addition of the US Federal Reserve Board (via the international activities of the New York FED under Benjamin Strong).  And this network spread to envelop Ministries of the Treasury in the mid-1930s under the Tri-Partite Agreement between Britain, France and the United States.  In this context, much of the groundwork for the Bretton Woods negotiations had already been laid by the innovations enacted during the inter-war period, not to mention the active participation in those negotiations by former League of Nations’ economic staffers (Pauly 1997).

The new environment of financial governance

Structures of governance rarely remain stable for long periods of time.  The scaffolding of financial governance that evolved after World War Two has been tested over the past two decades, and many argue that it has been subject to pressures to change from three sources.  The first source of change encapsulates what many have identified as the trend towards a knowledge economy.  This involves on one hand the increasing technological capacity of financial agents to innovate and act within financial systems:  striking increases in the volume of financial transactions and in the development of sophisticated financial assets has been the result.  When allied to the increasing liberalization of financial flows, this trend has produced consistent growth in the global financial system over the past thirty years that has been exponential in character.  The growing size and increasingly global nature of the world’s financial system is clearly one element of the new environment of financial governance (Eichengreen 1996).

The exercise of authority within this increasingly globalized financial system is also changing.  The shift in what some characterize as the balance of authority between public and private actors, or what others refer to as the state/market condominium (Underhill 2003), has placed the governance problematic into a new frame of reference.  This frame of reference places less emphasis upon coercion and compulsion as key attributes of financial governance, instead relying on a complex mix of incentives and direction to effect appropriate regulatory behaviour.  Whether it is characterized in terms of resources or legitimacy or capacity, public authorities are today enmeshed in a relationship with private authorities that is evolving rapidly away from a command and control structure.

Finally, the balance of power between states within the international political system is undergoing sustained pressure.  With the economic rise of China, the budgetary and current account imbalances of the US, and the changing balance of military power on a world scale, settled patterns of influence and leadership in international politics are being challenged more systematically than at any time since the end of the Cold War.  The structure of financial governance cannot insulate itself from military, economic, political and ideological changes at the world level, and together these have begun to fashion a new environment of financial governance.

What does this new environment look like? I argue that it is composed of a complex and overlapping set of institutions and institutional settings, including the IMF and G-7, the Financial Stability Forum (FSF) and the G-20, and regional level initiatives such as the Executive’s Meeting of East Asia Pacific Central Banks (EMEAP) in Asia and the European Central Bank in Europe.  There are two interesting attributes to this structure.

The first attribute is the increased ‘publicness’ of financial governance.  During the Bretton Woods era, financial governance was confined primarily to elite-level deliberations among a select set of relatively opaque institutions, such as the G-10, the OECD’s Working Party 3 (where codes of liberalization were first discussed), and the BIS.  Today, however, even though the actual meetings of the FSF and the G-20 (and indeed many of the more specialized agencies such as the BCBS) are closed to immediate public scrutiny, an edited version of the results of these meetings are published and an extensive system of outreach has been put in place to reach out to as wide a cross-section of the financial community as possible.  These efforts indicate the extent to which official debate and dialogue on matters of financial governance have become increasingly ‘public’ over the past several years.

The second attribute worth noting with respect to the emerging structure of governance is its increasingly consensual nature.  The turn towards a more consensual decision-making structure has been prompted in part by the emergence of a specialized, complex and multi-tiered division of labour within the inter-state financial architecture.  In particular, the creation of the FSF and G-20 alongside the IMF and G-7 have brought together in different ways the overlapping parts of public authority that together actually engage in financial governance.  Central banks, who are in the main responsible for the stability and soundness of domestic financial systems, work primarily through the FSF and G-20.  These are the multilateral institutions in which central banks from the most systemically significant financial markets (among developed and emerging market economies) are most effectively represented.  Finance ministries work in part through the G-20 and FSF, but the larger share of their efforts are directed through the IMF and, where they are members, the G-7 and/or OECD.  National regulatory authorities for financial institutions and associated services (accounting, insurance, stock exchanges) work through the FSF and other specialized institutions like IOSCO and the International Association of Insurance Supervisors (IAIS), which then feed into discussions and debates at the BIS, FSF and IMF.

This complex division of labour discourages coercion and encourages consensus as a key modality of international decision-making.  It discourages coercion simply because in the end there is no single authority capable of enforcing its will upon the entire complex of decision-making institutions.  While nominally in the strongest position to take a leading role in directing financial governance, the G-7 (including of course the US as the world’s leading financial power) remains dependent upon persuading coalitions of states and other agencies related to but not reducible to the G-7 (such as the G-20, FSF and even the IMF) that their preferred approach to a matter should be widely adopted.  This however is rarely a straightforward case.  So for example the US has had to relent on its preferred formulation of sovereign debt rescheduling – which strongly privileges the legal rights of individual creditors – to consider proposals that allow lenders to aggregate creditors into broad classes and deal with them collectively.  Similarly, the US has faced concerted international pressure from emerging market economies to downgrade the importance it attaches to the issues of money laundering and fraud for ascertaining the health of financial systems. The sheer diversity and inter-meshed structure of decision-making associated with financial governance at the global level precludes a single institution or state from taking the entire fabric of decision-making in any one particular direction or trajectory.

Rather, the complex and overlapping division of labour at the heart of the international decision-making structure has the effect of producing a gigantic negotiating mosiac, with many actors operating across multiple that are inter-connected but on an asymmetrical basis.  That is, institutions and their constituent members such as the FSF and IMF are concerned with different (but sometimes overlapping) issue-areas, yet are well aware that the operation of integrated financial markets means that the issues and activities with which each are concerned are in fact compromised by the actions and activities of all.  For example, the capacity of Montreal-based IOSCO to agree governance codes for securities regulators is in part dependent upon the London-based International Accounting Standards Board (IASB) to agree shared accounting rules, which are in turn dependent upon an agreement between IASB and the US-based Federal Accounting Standards Board (FASB) on the content of such rules.   In such a decentralized but globally-integrated financial system, consensus has increasingly become the default mode of governance.

We should not, of course, be blind to some of the more problematic aspects of consensual decision-making, such as for example the acceptance of a widely diffused ideational framework (in this case a refined version of free-market neo-liberalism), the continued centrality of the US and its financial community for all significant decisions involving resources, the constrained nature of emerging market participation, the real and actual pressures which globalized financial markets exert on decision-makers (all governance issues are in effect viewed through the basic prism of capitalist market dynamics), and the continued exclusion of important participants and issues from the dialogue that consensus promotes (Woods 2001; Porter 2001; Soederberg 2004).  We should also be aware of the possibility that one government’s consensus is another’s coercion, and that a consensual mode of governance does not paper over fundamental differences of opinion and interest.  These will continue to exist, irrespective of the modalities of governance.

This discussion highlights above all the global dynamics at play in the structure of financial governance.  These dynamics are filtered in certain respects by regional dynamics, for example where regional developments such as EMEAP serve to articulate a regional view on particular issues, or where new institutions such as the European Central Bank facilitate the development of regional policies and standards.  However, in the new environment of financial governance the most important dynamics emerge almost always from within specific national economies and are reinforced and refracted at the global level.
Comparing the interwar and contemporary periods

There are several discontinuities and parallels to note between the interwar period and today.  In terms of discontinuities, the interwar period was overwhelmingly dominated by Europe and European powers, and Europe acted as a kind of regional prism for financial issues, despite the significant weight of the US in world economic and monetary affairs.  Today the world’s economy is globalized, perhaps to an unprecedented extent, producing for the first time a global economy that is genuinely transnational in scope (Robinson 2004).  The role of the US and Asia (especially Japan and China) in the new global economy have outstripped Europe in many respects; and indeed in many areas Europe is punching under its weight.

Beyond this, it is important to note that whereas the interwar period fell prey to the shadow of war, the contemporary period is mostly free of conflict on a global scale.  This is not to argue that war between major powers is unthinkable – US/China relations, India/Pakistan relations and the entire gamut of potential conflicts unleashed by 9/11 and the Bush Doctrine of pre-emptive strikes must be of concern here – only that war on a global scale is currently beyond the realm of reasoned hypothesis.  One reason for this of course is the differences in the inter-state balance of power between the two periods.  During the inter-war period the inter-state balance of power moved from a position of post-war allied dominance to one of constrained equality, while today the inter-state balance of power is more heavily skewed towards the apparent military, political and economic dominance of one nation-state.

At the same time, there are several interesting parallels between the interwar period and today in terms of the structure of financial governance.  Both periods are marked by significant and ongoing change in both the actual practices associated with finance – innovations in assets alongside innovations in what and how governments involve themselves in financial matters – and the underlying structural organization of financial governance.  What may be identified as the practices and processes of globalization are visible in both periods, as well as shifts in the form and geography of wealth creation.  In the interwar period, electrification, the internal combustion engine and fordism or mass production were transforming how wealth was being created, while the invention and spread of mass consumption and consumer credit spread that wealth in new and significant ways.  Today, the steady onslaught of the knowledge economy together with the evolving international division of labour are transforming how wealth is being created and where and to whom it is being distributed.

Politically, both periods have seen tremendous changes in the nature of the state’s involvement in economy and society, together with significant movement in the international balance of power.  At the close of World War I, two empires had disintegrated, one was teetering and two had been subjected to intense strains as a result of the war.  Today, we have lived through the end of the Cold War, the disintegration of the Soviet Union, the peaceful dissolution and/or creation of several states, not too mention the continued pressure on highly centralized states of all political stripes.  In both periods, in other words, international political leadership is under strain and contested.  Financial governance as a result takes place in a fragmented and decentralized international political environment.

But the most significant parallel lies in the powerful nature of global pressures driving forward the logic and modalities of financial governance.  The key pressure here is associated with capital mobility.  The coterie of pressures associated with financial liberalization – privatization, deregulation and securitization – today frame nearly all debates about financial governance, along with the conduct and behaviour of financial institutions.  Financial governance is about containing, leveraging and enabling liberalization and its attendant consequences.  During the interwar period this was also the case, with one important caveat:  efforts to organize financial governance beyond the nation-state during the 1920s were geared towards re-establishing the conditions that would make capital more rather than less mobile, while efforts during the 1930s were geared in the reverse direction.  But in both cases it was the mobility of capital that was the well-spring and chief target of policy.

This common well-spring helps to account for the peculiar global origins of major policy innovations during the inter-war period.  Institutional innovations such as the Reparations Commission, the League’s Economic and Financial Organization and the BIS were global in scope, insofar as their membership was drawn from globally-important actors and the ideas underpinning them were global in origin.  Central bank cooperation during the mid-1920s spanned the Atlantic, as did the negotiations leading up to the Tri-partite Agreement of 1936, even if that arrangement reinforced rather than undermined regional developments.  In short, efforts to improve financial governance reflected and responded to globally-oriented dynamics during the interwar period, including the turn towards regionalism during the 1930s.

Close analyses of the interwar period support this claim.  Louis Pauly’s (1997) exploration of the work of the League’s economic oversight capacities emphasizes how it laid the groundwork for multilateral surveillance after 1945, while the formation of the BIS laid the foundations for enhanced central bank cooperation from the 1960s onwards.  Even the 1936 Tri-Partite Agreement provided important cues for the par value exchange rate regime favoured under the Bretton Woods arrangements.  The reservoir of cooperation initially dug during the interwar period has been extended and refined subsequently, but always with the aim of countering the excesses, controlling the vices and enabling the virtues of capital mobility to infuse the workings of the global economy.  Within this framework, regionalization as a bulwark against rampant globalization has been a secondary consideration.

Conclusion:  lessons and insights

What insights does an examination of the interwar period hold for our understanding of the contemporary period?  I would highlight three insights, each of which flows from the broader argument pursued above that in the case of finance at least, regionalization cannot be considered a possible bulwark against globalization.

The first insight must be that liberalism and all of the supposed benefits that flow from it demand a global rather than a regional infrastructure.  In each phase of globalization from the early 19th century up to the present, public authorities have become progressively more involved in financial governance in order to make financial systems more effective, stable and efficient.  Better financial governance has always involved more state involvement, first nationally, throughout the 18th and 19th centuries, and then also internationally during the 1920s and then again after 1945.  Effective financial governance demands that public authorities exercise their responsibilities in a manner consonant with the arc of their financial institutions’ transactions.  Since the early part of the 20th century, this has meant that financial governance has become increasingly global in scope rather than regional.  In formulaic terms this might be portrayed in the following manner:


‘EL = SII + SPNA’

where EL stands for embedded liberalism

SII stands for strong international institutions, and

SPNA stands for strong public national authorities

Equally, we might also say that a functional capitalist global economy requires a strong international institutional infrastructure and strong states before markets can become genuinely globalized.  This would be in line with Craig Murphy’s (1994) observation some years ago now that liberal internationalism requires global support for strong states, and that this support must itself draw on a clear set of linkages between the local and the global.

The second insight must be that finance, in terms of its organization and dynamics, is inherently global rather than national.  Although a regional domain of finance may in fact be identified and mapped (Germain 1996), the dynamics which drive financial transactions and which inform financial institutions are global in scope and nature.  This is in part due to the fungibility of money and credit, and to the array of possibilities opened up by technological innovation.  But more fundamentally it arises out of the way in which credit networks have been organized historically, namely on a global rather than a national or local basis.  Where these dynamics compel public authorities to respond, their response may sometimes take a regional form, but only when compatible with pre-existing global pressures.  Thus the use of formal and informal imperial preferences in the 1930s as a way of insulating metropolitan economies from withering international competition, or the more recent development of EU-wide financial standards and a single currency to foster a European capital market: in both cases, however, these developments were global rather than inherently regional in origin, and were shaped in ways that responded to global pressures (Drummond 1979; Henning 1994).

The final insight is that an historical perspective on questions of regionalization and globalization can be part of an effective scholarly toolkit, especially where questions centering on institutions and their creation, consolidation and/or dissolution are involved.

Part of the promise of using history in this regard resides in the contextualization of the problem that it provides; considering questions within an appropriate historical context provides the longitudinal frame of reference which helps to situate contemporary developments.   In the case considered here, understanding the historical embeddedness of globalizing dynamics helps to account for the subsidiary nature of regional responses to financial governance.

But an historical perspective can also go beyond simply providing historical context, or what has sometimes been labelled as the ‘add history and stir’ school (Amoore et al, 2000).   EH Carr (1951: 17-18; cf 1961: 26) nearly fifty years ago now made a powerful case for history as a critical avenue of inquiry into the well-springs of modern life, arguing that it is the present which shines a powerful (analytical) light on the past.  This light can refract back onto the present to provide options and strategies for coping with or addressing contemporary issues.  In the case of financial governance, an historical perspective provides the insight that regionalization has never really been a live option for responding to the question of best to govern financial institutions.  Rather, strong national states buttressed by strong and well-embedded international institutions have historically been the most viable means of creating effective, stable and efficient governance mechanisms, or simply strengthening what governance mechanisms we have.  The road to good financial governance, in other words, is more like a dual carriageway than a single track road:  it requires both strong and active states alongside strong and active international institutions.
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