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Introduction

THE FIRST CRISIS
OF A GLOBAL AGE

uesday, September 16, 2008, was the “day after Lehman.” It was the

day global money markets seized up. At the Federal Reserve Board

in Washington, DC, September 16 began with urgent plans to sluice
hundreds of billions of dollars into the world’s central banks. On Wall
Street all eyes were on AIG. Would the global insurance giant make it
through the day, or would it follow the investment bank Lehman into obliv-
ion? A shock wave was rippling outward. Within weeks its impact would be
felt on factory floors and in dockyards, financial markets and commaodity
exchanges around the world. Meanwhile, in Midtown Manhattan, Septem-
ber 16, 2008, was the opening day of the sixty-third meeting of the UN
General Assembly.

The UN building, on East Forty-second Street, is not where financial
power is located in New York. Nor did the speakers at the plenary session
that began on the morning of September 23 dwell on the technicalities of
the banking crisis. But what they did insist on talking about was its wider
meaning. The first head of government to speak was President Lula of Bra-
zil, who energetically denounced the selfishness and speculative chaos that
had triggered the crisis.! The contrast with President George W. Bush, who
followed him to the rostrum, was alarming. Bush seemed not so much a
lame duck as a man out of touch with reality, haunted by the failed agenda
of his eight-year presidency.? The first half of his address spiraled obses-
sively around the specter of global terrorism. He then took solace in the
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favorite neoconservative theme of the advance of democracy, which he saw
culminating in the “color revolutions” of Ukraine and Georgia. But that was
back in 2003/2004. The devastating financial crisis raging just a short walk
away on Wall Street merited only two brief paragraphs at the end of the
president’s speech. The “turbulence” was, as far as Bush was concerned, an
American challenge to be handled by the American government, not a
matter for multilateral action.

Others disagreed. Gloria Macapagal Arroyo, president of the Philip-
pines, spoke of America’s financial crisis as having unleashed a “terrible
tsunami” of uncertainty. It was spreading around the globe, “not just here
in Manhattan Island.” Since the first tremors had shaken the financial mar-
kets in 2007, the world had repeatedly reassured itself that the “worst had
passed.” But, again and again, “the light at the end of the tunnel” had re-
vealed itself as “an oncoming train hurtling forward with new shocks to
the global financial system.” Whatever America’s efforts at stabilization
were, they were not working.

One after another, the speakers at the UN connected the crisis to the
question of global governance and ultimately to America’s position as the
dominant world power. Speaking on behalf of a country that had recently
lived through its own devastating financial crisis, Cristina Fernandez de
Kirchner of Argentina was not one to hide her Schadenfreude. For once,
this was a crisis that could not be blamed on the periphery. This was a crisis
that “emanated from the first economy of the world.” For decades, Latin
America had been lectured that “the market would solve everything.” Now
Wall Street was failing and President Bush was promising that the US Trea-
sury would come to the rescue. But was the United States in a fit state to
respond? “[T]he present intervention,” Fernandez pointed out, was not just
“the largest in memory,” it was being “made by a State with an incredible
trade and fiscal deficit.” If this was to stand, then the “Washington Con-
sensus” of fiscal and monetary discipline to which so much of the emerging
world had been subjected was clearly dead. “It was a historic opportunity
to review behaviour and policies.” Nor was it just Latin American resent-
ment on display. The Europeans joined the chorus. “The world is no longer
2 unipolar world with one super-Power, nor is it a bipolar world with the
East and the West. It’s a multipolar world now,” intoned Nicolas Sarkozy,
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speaking as both president of France and president of the European Coun-
cil. “The 21st century world” could not be “governed with the institutions of
the 20th century.” The Security Council and the G8 would need to be ex-
panded. The world needed a new structure, a G13 or Gl4.°

It was not the first time that the question of global governance and
America’s role in it had been posed at the United Nations in the new mil-
lennium. When the French president spoke at the UN against American
unilateralism, no one could ignore the echoes of 2003, Iraq and the strug-
gles over that disastrous war. It was a moment that had bitterly divided
Europe and America, governments and citizens.’ It had revealed an alarming
gulf in political culture between the two continents. Bush and his cohorts
on the right wing of the Republican Party were not easy for bien-pensant,
twenty-first-century citizens of the world to assimilate.® For all their talk of
the onward march of democracy, it wasn't even clear that they had won the
election that first gave them power in 2000. In cahoots with Tony Blair, they
had misled the world over WMD. With their unabashed appeals to divine
inspiration and their crusading zeal they flaunted their disregard for the
conception of modernity in which both the EU and the UN liked to dress
themselves—enlightened, transparent, liberal, cosmopolitan. That was, of
course, its own kind of window dressing, its own kind of symbolic politics.
But symbols matter. They are essential ingredients in the construction of
both meaning and hegemony.

By 2008 the Bush administration had lost that battle. And the financial
crisis clinched the impression of disaster. It was a stark historical denoue-
ment. In the space of only five years, both the foreign policy and the eco-
nomic policy elite of the United States, the most powerful state on earth,
had suffered humiliating failure. And, as if to compound the process of
deélegitimatization, in August 2008 American democracy made a mockery
of itself too. As the world faced a financial crisis of global proportions, the
Republicans chose as John McCain’s vice presidential running mate the
patently unqualified governor of Alaska, Sarah Palin, whose childlike per-
ception of international affairs made her the laughingstock of the world.
And the worst of it was that a large part of the American electorate didn’t
get the joke. They loved Palin.’ After years of talk about overthrowing Arab
dictators, global opinion was beginning to wonder whose regime it was that
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was changing. As Bush the younger left the stage, the post—cold war order
that his father had crafted was crumbling all around him.

Only weeks before the General Assembly opened in New York, the
world had been given two demonstrations of the reality of multipolarity.
On the one hand, China’s staggering Olympic display put to shame any-
thing ever seen in the West, notably the dismal Atlanta games of 1996,
which had been interrupted, it is worth recalling, by a pipe bombing perpe-
trated by an alt-right fanatic.!’ If bread and circuses are the foundation of
popular legitimacy, the Chinese regime, bolstered by its booming economy,
was putting on quite the show. Meanwhile, as the fireworks flared in Bei-
jing, the Russia military had meted out to Georgia, a tiny aspirant to NATO
membership, a severe punishment beating."" Sarkozy came to New York
fresh from cease-fire talks on Europe’s eastern border. It was to be the first
of a series of more or less open clashes between Russia and the West that
would culminate in the violent dismemberment of Ukraine, another aspir-
ing NATO member, and feverish speculation about Russia’s subversion of
America’s 2016 presidential election.

The financial crisis of 2008 appeared as one more sign of America’s
fading dominance. And that perspective is all too easily confirmed, when
we return to the crisis from the distance of a decade, in the wake of the
election of Donald Trump, the heir to Palin, as president. It is hard now to
read the UN speeches in 2008 and their critique of American unilateralism
without Trump’s truculent inaugural of January 20, 2017, ringing in one’s
ears. On that overcast Friday, from the steps of the Capitol, the forty-fifth
president summoned the image of America in crisis, its cities in disorder,
its international standing in decline. This “carnage,” he declared, must end.
How? Trump’s answer boomed out: He and his followers, that day, were
issuing a “decree, to be heard in every city, in every foreign capital, and in
every hall of power. From this day forward, a new vision will govern our
land. From this day forward, it’s going to be only America first, America
first . . " If America was indeed suffering a profound crisis, if it was no
longer supreme, if it needed to be made “great again,” truths that for Trump
were self-evident, then it would at least “decree” its own terms of erigage—
ment. This was the answer that the right wing in American politics would
give to the challenges of the twenty-first century.
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The events of 2003, 2008 and 2017 are all no doubt defining moments
of recent international history. But what is the relationship among them?
What is the relationship of the economic crisis of 2008 to the geopolitical
disaster of 2003 and to America’s political crisis following the election of
November 2016? What arc of historical transition do those three points
stake out? What does that arc mean for Europe, for Asia? How does it relate
to the minor but no less shattering trajectory traced by the United Kingdom
from Iraq to the crisis of the City of London in 2008 and Brexit in 2016?

The contention of this book is that the speakers at the UN in September
2008 were right. The financial crisis and the economic, political and geopo-
litical responses to that crisis are essential to understanding the changing
face of the world today. But to understand their significance we have to do
two things. We have to place the banking crisis in its wider political and
geopolitical context. And, at the same time, we have to get inside its inner
workings. We have to do what the UN General Assembly in September
2008 could not do. We have to grapple with the economics of the financial
system. This is a necessarily technical and at times perhaps somewhat cold-
hearted business. There is a chilly remoteness to much of the material that
this book will be dealing with. This is a choice. Tracing the inner workings
of the Davos mind-set is not the only way to understand how power and
money operated in the course of the crisis. One can try to reconstruct their
logic from the boot prints they left on those they impacted or through the
conformist and contradictory market-oriented culture that they molded.®
But the necessary complement to those more tactile renderings is the kind
of account offered here, which attempts to show how the circulation of
power and money was understood to function—and not to function—from
within. And this particular black box is worth prizing open, because, as this
book will show, the simple idea, the idea that was so prevalent in 2008, the
idea that this was basically an American crisis, or even an Anglo-Saxon
crisis, and as such a key moment in the demise of American unipolar power,
is in fact deeply misleading.

Eagerly taken up by all sides—by Americans as well as commentators
around the world—the idea of an “all-American crisis” obscures the realfty
of profound interconnection.* In so doing, it also misdirects criticism and
righteous anger, In fact, the crisis was not merely American but global and,
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above all, North Atlantic in its genesis. And in a contentious and problem-
atic way it had the effect of recentering the world financial economy on the
United States as the only state capable of meeting the challenge it posed.'®
That capacity is an effect of structure—the United States is the only state
that can generate dollars. But it is also a matter of action, of policy choices—
positive in the American case, disastrously negative in the case of Europe.
Clarifying the scale of this interdependence and the ultimate depen-
dence of the global financial system on the dollar is important not just for
the sake of getting the history right. It matters also because it throws new
light on the perilous situation created by the Trump administration’s dec-
laration of independence from an interconnected and multipolar world.

I

To view the crisis of 2008 as basically an American event was tempting
because that is where it had begun. It also pleased people around the world
to imagine that the hyperpower was getting its comeuppance. The fact that
the City of London was imploding too added to the deliciousness of the
moment. It was convenient for the Europeans to shift responsibility across
the channel and then across the Atlantic. In fact, it was a script prepared
ahead of time. As we will see in the first section of this book, economists
inside and outside America critical of the Bush presidency, including many
of the leading macroeconomists of our time, had prepared a disaster script.
It revolved around America’s twin deficits—its budget deficit and its trade
deficit—and their implications for America’s dependence on foreign bor-
rowing. The debts run up by the Bush administration were the bomb that was
expected to go off. And the idea of 2008 as a distinctively Anglo-American
crisis received a backhanded confirmation eighteen months later when Eu-
rope experienced its own crisis, which appeared to follow a rather different
script, centered on the politics and the constitution of the eurozone. Thus
the historical narrative seemed to neatly arrange itself with a European
crisis following an American crisis, each with its own distinct economic
and political logic. |

The contention of this book is that to view the 2008 crisis and its
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aftermath chiefly through its impact on America is to fundamentally mis-
understand and underestimate its economic and historical significance.
Ground zero was America’s housing market, for sure. Millions of American
households were among those hit earliest and hardest. But that disaster was
not the crisis that had been widely anticipated before 2008, namely, a crisis of
the American state and its public finances. The risk of the Chinese-American
meltdown, which so many feared, was contained. Instead, it was a financial
crisis triggered by the humdrum market for American real estate that
threatened the world economy. The crisis spilled far beyond America. It
shook the financial systems of some of the most advanced economies in the
world—the City of London, East Asia, Eastern Europe and Russia. And it
went on doing so. Contrary to the narrative popular on both sides of the
Atlantic, the eurozone crisis is not a separate and distinct event, but follows
directly from the shock of 2008. The redescription of the crisis as one inter-
nal to the eurozone and centered on the politics of public debt was itself an
act of politics. In the years after 2010, it would become the object of some-
thing akin to a transatlantic culture war in economic policy, a minefield that
any history of the epoch must carefully navigate.

If mapping this misunderstanding, charting the global financial crisis
outward from its hub in the North Atlantic and presenting the continuity
between 2008 and 2012, is the first challenge of this book, the second is to
account for the way in which states did and did not react to the turmoil. The
impact of the crisis was uneven but global in its reach, and by the vigor of
their reactions, emerging market governments spectacularly confirmed the
reality of multipolarity. The emerging market crises of the 1990s—Mexico
(1995); Korea, Thailand, Indonesia (1997); Russia (1998); and Argentina
(2001)—had taught how easily state sovereignty could be lost. That lesson had
been learned. After a decade of determined “self-strengthening” in 2008,
none of the victims of the 1990s were forced to resort to the International
Monetary Fund. China’s response to the financial crisis it imported from
the West was of world historic proportions, dramatically accelerating the
shift in the global balance of economic activity toward East Asia.

One might be tempted to conclude that the crisis of globalization had
brought a reaffirmation of the essential role of the nation-state and the
emergence of a new kind of state capitalism. And that is an argument that
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would gain ever greater force in the years that followed, as the political
backlash set in.'® But if we look closely not at the periphery but at the core
of the 2008 crisis, it is clear that this diagnosis is partial at best. Among the
emerging markets, the two that struggled most with the crisis of 2008 were
Russia and South Korea. What they had in common apart from booming ex-
ports was deep financial integration with Europe and the United States. That
would prove to be the key. What they experienced was not just a collapse in
exports but a “sudden stop” in the funding of their banking sectors.”” As a re-
sult, countries with trade surpluses and huge currency reserves—supposedly
the essentials of national economic self-reliance—suffered acute currency
crises. Writ spectacularly larger, this was also the story in the North Atlan-
tic between Europe and the United States. Hidden below the radar and
barely discussed in public, what threatened the stability of the North At-
lantic economy in the fall of 2008 was a huge shortfall in dollar funding for
Europe’s oversized banks. And a shortfall in their case meant not tens of
billions, or even hundreds of billions, but trillions of dollars. It was the
opposite of the crisis that had been forecast. Not a dollar glut but an acute
dollar-funding shortage. The dollar did not plunge, it rose.

If we are to grasp the dynamics of this unforecasted storm, we have to
move beyond the familiar cognitive frame of macroeconomics that we in-
herited from the early twentieth century. Forged in the wake of World War I
and World War II, the macroeconomic perspective on international eco-
nomics is organized around nation-states, national productive systems and
the trade imbalances they generate.!® It is a view of the economy that will
forever be identified with John Maynard Keynes. Predictably, the onset of
the crisis in 2008 evoked memories of the 1930s and triggered calls for a
return to “the master.” And Keynesian economics is, indeed, indispens-
able for grasping the dynamics of collapsing consumption and investment,
the surge in unemployment and the options for monetary and fiscal policy
after 2009.%° But when it comes to analyzing the onset of financial crises in
an age of deep globalization, the standard macroeconomic approach has its
limits. In discussions of international trade it is now commonly accepted
that it is no longer national economies that matter. What drives global trade
are not the relationships between national economies but multinational
corporations coordinating far-flung “value chains.”” The same is true for the
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global business of money. To understand the tensions within the global fi-
nancial system that exploded in 2008 we have to move beyond Keynesian
macroeconomics and its familiar apparatus of national economic statistics.
As Hyun Song Shin, chief economist at the Bank for International Settle-
ments and one of the foremost thinkers of the new breed of “macrofinance,”
has put it, we need to analyze the global economy not in terms of an “island
model” of international economic interaction—national economy to na-
tional economy—but through the “interlocking matrix” of corporate bal-
ance sheets—bank to bank.?> As both the global financial crisis of 2007-2009
and the crisis in the eurozone after 2010 would demonstrate, government
deficits and current account imbalances are poor predictors of the force and
speed with which modern financial crises can strike. This can be grasped
only if we focus on the shocking adjustments that can take place within this
interlocking matrix of financial accounts. For all the pressure that classic
“macroeconomic imbalances”—in budgets and trade—can exert, a modern
global bank run moves far more money far more abruptly.”

What the Europeans, the Americans, the Russians and the South Ko-
reans were experiencing in 2008 and the Europeans would experience
again after 2010 was an implosion in interbank credit. As long as your fi-
nancial sector was modestly proportioned, big national currency reserves
could see you through. That is what saved Russia. But South Korea strug-
gled, and in Europe, not only were there no reserves but the scale of the
banks and their dollar-denominated business made any attempt at autarkic
self-stabilization unthinkable. None of the leading central banks had
gauged the risk ahead of time. They did not foresee how globalized finance
might be interconnected with the American mortgage boom. The Fed and
the Treasury misjudged the scale of the fallout from the bankruptcy of
Lehman on September 15. Never before, not even in the 1930s, had such a
large and interconnected system come so close to total implosion. But once
the scale of the risk became evident, the US authorities scrambled. As we
shall see in Part I, not only did the Europeans and Americans bail out their
ailing banks at a national level. The US Federal Reserve engaged in a truly
spectacular innovation. It established itself as liquidity provider of last re-
sort to the global banking system. It provided dollars to all comers in New
York, whether banks were American or not. Through so-called liquidity swap
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lines, the Fed licensed a hand-picked group of core central banks to issue
dollar credits on demand. In a huge burst of transatlantic activity, with the
European Central Bank (ECB) in the lead, they pumped trillions of dollars
into the European banking system.

This response was surprising not only because of its scale but also be-
cause it contradicted the conventional narrative of economic history since
the 1970s. The decades prior to the crisis had been dominated by the idea
of a “market revolution” and the rollback of state interventionism.?* Gov-
ernment and regulation continued, of course, but they were delegated to
“independent” agencies, emblematically the “independent central banks,”
whose job was to ensure discipline, regularity and predictability. Politics
and discretionary action were the enemies of good governance. The balance
of power was hardwired into the normality of the new regime of deflation-
ary globalization, what Ben Bernanke euphemistically referred to as the
“great moderation.”” The question that hung over the dispensation of “neo-
liberalism” was whether the same rules applied to everyone or whether the
truth was that there were rules for some and discretion for others.” The
events of 2008 massively confirmed the suspicion raised by America’s se-
lective interventions in the emerging market crises of the 1990s and follow-
ing the dot-com crisis of the early 2000s. In fact, neoliberalism’s regime of
restraint and discipline operated under a proviso. In the event of a major
financial crisis that threatened “systemic” interests, it turned out that we
lived in an age not of limited but of big government, of massive executive
action, of interventionism that had more in common with military opera-
tions or emergency medicine than with law-bound governance. And this
revealed an essential but disconcerting truth, the repression of which had
shaped the entire development of economic policy since the 1970s. The
foundations of the modern monetary system are irreducibly political.

No doubt all commodities have politics. But money and credit and the
structure of finance piled on them are constituted by political power, social
convention and law in a way that sneakers, smartphones and barrels of oil
are not. At the apex of the modern monetary pyramid is fiat money.?®
Called into existence and sanctioned by states, it has no “backing” other
than its status as legal tender. That uncanny fact became literally true for
the first time in 1971-1973 with the collapse of the Bretton Woods system.
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Under the Bretton Woods agreement of 1944, the dollar, as the anchor of
the global monetary system, was tied to gold. This was itself, of course, no
more than a convention. When it became too hard for the United States to
live with—upholding it would have required deflation—on August 15, 1971,
President Nixon abandoned it. This was a historic caesura. For the first time
since the advent of money, no currency in the world any longer operated on
a metallic standard. Potentially, this freed monetary policy, regulating the
creation of money and credit as never before. But how much freedom would
policy makers actually have after throwing off the “golden fetters? The
social and economic forces that had made the gold peg unsustainable even
for the United States were powerful—at home the struggle for income shares
in an increasingly affluent society, abroad the liberalization of offshore dol-
lar trading in London in the 1960s. When those forces were unleashed in
the 1970s without a monetary anchor, the result was to send inflation soar-
ing toward 20 percent in the advanced economies, something unprece-
dented in peacetime. But rather than retreating from liberalization, by the
early 1980s any restriction on global capital flows was lifted. It was pre-
cisely to tame the forces of indiscipline unleashed by the end of metallic
money that the market revolution and the new neoliberal “logic of disci-
pline” were inaugurated.?”” By the mid-1980s Fed chair Paul Volcker’s dra-
matic campaign to raise interest rates had curbed inflation. The only prices
going up in the age of the great moderation were those for shares and real
estate. When that bubble burst in 2008, when the world faced not inflation
but deflation, the key central banks threw off their self-imposed shackles.
They would do whatever it took to prevent a collapse of credit. They would
do whatever it took to keep the financial system afloat. And because the
modern banking system is both global and based on dollars, that meant
unprecedented transnational action by the American state.

The Fed’s liquidity provision was spectacular. It was of historic and
lasting significance. Among technical experts it is commonly agreed that
the swap lines with which the Fed pumped dollars into the world economy
were perhaps the decisive innovation of the crisis.*® But in public discourse
these actions have remained far below the radar. They have been displacéd
from discussion by controversies surrounding the bailouts of individual
banks and subsequent waves of central bank intervention that went by the
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name of quantitative easing. Even in the memoirs of Ben Bernanke, for in-
stance, the transatlantic liquidity measures of 2008 receive little more than
a passing mention by comparison with the fraught politics of the AIG take-
over or mortgage credit relief.3

The technical and administrative complexities of the Fed’s actions no
doubt contribute to their obscurity. But the politics go beyond that. The
bank bailouts of 2008 provoked long-running and bitter recrimination and
for good reason. Hundreds of billions of taxpayer funds were put in play to
rescue greedy banks. Some interventions yielded a return. Others did not.
Many of the choices made in the course of the bailouts were highly conten-
tious. In the United States they would exacerbate deep rifts within the Re-
publican Party, with dramatic consequences eight years later. But the
problem goes beyond individual decisions and party political programs to
the way in which we think and talk about the structure of the modern
economy. Indeed, it goes directly back to the analytical agenda of reimag-
ining international economics, forced on us by the crisis and articulated by
the proponents of the macrofinancial approach. In the familiar twentieth-
century island model of international economic interaction, the basic units
were national economies that traded with one another, ran trade surpluses
and deficits and accumulated national claims and liabilities. Those entities
were made familiar by economists, who gave them an empirical, everyday
reality in statistics for unemployment, inflation and GDP. And around
them an entire conception of national politics developed.*> Good economic
policy was what was good for GDP growth. Questions of distribution—the
politics of “who whom?”—could be weighed up against the general interest
in “growing the size of the cake.” By contrast, the new macrofinancial eco-
nomics, with its relentless focus on the “interlocking matrix” of corporate
balance sheets, strips away all the comforting euphemisms. National eco-
nomic aggregates are replaced by a focus on corporate balance sheets,
where the real action in the financial system is. This is hugely illuminating.
1t gives economic policy a far greater grip. But it exposes something that is
deeply indigestible in political terms. The financial system does not, in fact,
consist of “national monetary flows.” Nor is it made up of a mass of tiny,
anonymous, microscopic firms—the ideal of “perfect competition” and the
economic analogue to the individual citizen. The overwhelming majority of
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private credit creation is done by a tight-knit corporate oligarchy—the key
cells in Shin’s interlocking matrix. At a global level twenty to thirty banks
matter. Allowing for nationally significant banks, the number worldwide is
perhaps a hundred big financial firms. Techniques for identifying and moni-
toring the so-called systemically important financial institutions (SIF)—
known as macroprudential supervision—are among the major governmental
innovations of the crisis and its aftermath. Those banks and the people who
run them are also among the key actors in the drama of this book.

The stark truth about Ben Bernanke’s “historic” policy of global liquid-
ity support was that it involved handing trillions of dollars in loans to that
coterie of banks, their shareholders and their outrageously remunerated
senior staff. Indeed, as we shall see, we can itemize precisely who got what.
To compound the embarrassment, though the Fed is a national central
bank, at least half the liquidity support it provided went to banks not head-
quartered in the United States, but located overwhelmingly in Europe. If in
intellectual terms the crisis was a crisis of macroeconomics, if in practical
terms it was a crisis of the conventional tools of monetary policy, it was by
the same token a deep crisis of modern politics. However unprecedented
and effective the Fed’s actions might have been, even for those politicians
whose support for globalization was unfailing, its practical implications
were barely speakable. Though it is hardly a secret that we inhabit a world
dominated by business oligopolies, during the crisis and its aftermath this
reality and its implications for the priorities of government stood nakedly
exposed. It is an unpalatable and explosive truth that democratic politics on
both sides of the Atlantic has choked on.

I1

It should not be surprising, given what has been said, that the Europeans
were only too happy to forget the entanglement of their global banks in the
transatlantic crisis. In 2008 the British had their own national catastro-
phe to digest. In the eurozone, led by France and Germany, the 2008 finan-
cial crisis has vanished down a memory hole, closed over by the “sovereign
debt crisis” of 2010 and after.® There is no appetite for acknowledging the
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dependence on the US Federal Reserve and little sense of obligation or
deference either. In this respect too the Americans have lost their author-
ity. The Europeans all too easily dismissed the American crisis fighting of
2008-2009 as yet another instance of the kind of improvisation and indis-
cipline that had got the world into trouble in the first place. It became the
first stage in a transatlantic culture war over economic policy that culmi-
nated in the acrimonious debate about the crisis of the eurozone, which
takes center stage in Part III of this book.

Given that they were essentially interrelated crises and that the first
was much larger in scale and dramatic in speed, the contrast between the
relatively effective containment of the global meltdown in 2008, described
in Part I1, and the spiraling disaster of the eurozone, narrated in Part I11, is
painful. Around Greek debt the Europeans constructed their own crisis
with its own narrative. It had the politics of sovereign debt at its heart. But,
as senior economic officials of the EU will now publicly admit, this had no
basis in economics.® The sustainability of public debts may be a problem in
the long term. Greece was insolvent. But excessive public debt was not the
common denominator of the wider eurozone crisis. The common denomina-
tor was the dangerous fragility of an overleveraged financial system, exces-
sively reliant on short-term market-based funding. The eurozone crisis was
a massive aftershock of the earthquake in the North Atlantic financial sys-
tem of 2008, working its way out with a time lag through the labyrinthine
political framework of the EU.* As one leading EU expert closely associated
with the EU’s bailout programs has put it: “If we had taken the banks under
central supervision then already [in 2008], we would have solved the prob-
lem at a stroke.”* Instead the eurozone crisis expanded into a doom loop of
private and public credit and a crisis of the European project as such.

How do we account for the strange morphing of a crisis of lenders in
2008 into a crisis of borrowers after 2010? It is hard not to suspect sleight of
hand. While Europe’s taxpayers were put through the mill, the banks and
other lenders got paid out of money pumped into the bailout countries. It is
a short step from there to concluding that the hidden logic of the eurozone
crisis after 2010 was a repetition of the 2008 bank bailouts, but this time in
disguise. For one sharp-tongued critic it was the greatest “bait and switch”
in history.”” But the puzzle is that if this were so, if what was happening in
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the eurozone was a veiled rerun of 2008, then at least one might have ex-
pected to have seen American-style outcomes. As its protagonists were well
aware, America’s crisis fighting exhibited massive inequity.* People on wel-
fare scraped by while bankers carried on their well-upholstered lives. But
though the distribution of costs and benefits was outrageous, at least Amer-
ica’s crisis management worked. Since 2009 the US economy has grown con-
tinuously and, at least by the standards set by official statistics, it is now
approaching full employment. By contrast, the eurozone, through willful
policy choices, drove tens of millions of its citizens into the depths of a
1930s-style depression. It was one of the worst self-inflicted economic disas-
ters on record. That tiny Greece, with an economy that amounts to 1-1.5
percent of EU GDP, should have been made the pivot for this disaster twists
European history into the image of bitter caricature.

It is a spectacle that ought to inspire outrage. Millions have suffered for
no good reason. But for all our indignation we should give that point its full
weight. The crucial words are “for no good reason.” In the response to the
financial crisis of 2008—2009 there was a clear logic operating. It was a class
logic, admittedly—“Protect Wall Street first, worry about Main Street later”—
but at least it had a rationale and one operating on a grand scale. To impute
that same logic to the management of the eurozone is to give Europe’s lead-
ers too much credit. The story told here is not that of a successful political
conjuring trick, in which EU elites neatly veiled their efforts to protect the
interests of European big business. The story told here is of a train wreck, a
shambles of conflicting visions, a dispiriting drama of missed opportuni-
ties, of failures of leadership and failures of collective action. If there are
groups that benefited—a few bondholders who got paid, a bank that escaped
painful restructuring—it was on a small scale, totally out of proportion to
the enormous costs inflicted. This is not to say that the individual actors in
the drama—Germany, France, the IMF—lacked logic. But they had to act
together and the collective result was a disaster. They inflicted social and
political harm from which the project of the EU may never recover. But
amid the outrage this shambles should inspire, we are apt to forget another
of its long-term consequences. The botched management of the eurozone
crisis coming on the heels of the transatlantic financial crisis of 2008-2009
was damaging not only for millions of Europe’s citizens. It had dramatic
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consequences for European business too, on whom willy-nilly those same
people rely for jobs and wages.

Far from being beneficiaries of EU crisis management, business was
one of its casualties, and the European banks above all. Since 2008, it is not
just the rise of Asia that is shifting the global corporate hierarchy. It is the
decline of Europe.*® This might ring oddly to Europeans used to hearing
boasts of Germany’s trade surplus. But as Germany’s own most perceptive
economists point out, those surpluses are as much the result of repressed
imports as of roaring export success.* The inexorable slide of corporate
Europe down the global rankings is clear for all to see. Though we might
wish otherwise, the world economy is not run by medium-sized “Mittel-
stand” entrepreneurs but by a few thousand massive corporations, with
interlocking shareholdings controlled by a tiny group of asset managers. In
that battlefield of corporate competition, the crises of 20082013 brought
European capital a historic defeat. No doubt there are many factors con-
tributing to this, but a crucial one is the condition of Europe’s own econ-
omy. Exports matter, but, as both China and the United States demonstrate,
there is no substitute for a profitable home market. If we take the cynical
view that the basic mission of the eurozone was not to serve its citizens but
to provide European capital with a field for profitable domestic accumula-
tion, then the conclusion is inescapable: Between 2010 and 2013 it failed
spectacularly. And not first and foremost as a result of missing eurozone
institutions, but as a result of choices made by business leaders, dogmatic
central bankers and conservatively minded politicians.

Of course, we may not welcome a world organized this way. Europeans
may warm to the spectacle of the European Commission as a consumer
champion taking on global monopolists like Google and challenging Apple’s
tax evasion.”? But the fines levied on Silicon Valley are a tiny portion of
those firms’ cash hoards. A rather different vision of the balance of power
is suggested by those moments in 2016 when the financial world waited
with bated breath to learn the size of the settlement that the US Depart-
ment of Justice was going to impose on Deutsche Bank for mortgage fraud.
Deutsche’s financial condition was understood to be so fragile that the US
authorities held its fate in their hands.*® A bank that for more than a cen-
tury had been a powerhouse of Germany Inc. was at the mercy of the United
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Gtates. In the wake of the crisis it was the last European investment bank
with any global standing.

Europeans may wish to opt out of the global battle for corporate dom-
ination. They may even hope that they may thus achieve a greater degree of
freedom for democratic politics. But the risk is that their growing reliance
on other people’s technology, the relative stagnation of the eurozone and
the consequent dependence of Europe’s growth model on exports to other
people’s markets will render those pretensions to autonomy quite empty.
Rather than an autonomous actor, Europe risks becoming the object of
other people’s capitalist corporatism. Indeed, as far as international finance
is concerned, the die has already been cast. In the wake of the double crisis,
Europe is out of the race. The future will be decided between the survivors
of the crisis in the United States and the newcomers of Asia.** They may
choose to locate in the City of London, but after Brexit even that cannot
be taken for granted. Wall Street, Hong Kong and Shanghai may simply
bypass Europe.

If this were simply a drama of Europe’s self-inflicted wounds, it would
be bad enough. But to write the history of the eurozone crisis as simply
European would be barely less misleading than writing the history of 2008
as all-American. In fact, the eurozone crisis spilled over, repeatedly. At least
three times—in the spring of 2010, in the fall of 2011 and then again in the
summer of 2012—the eurozone was on the brink of a disorderly breakup
with the distinct possibility of the sovereign debt crisis sucking in tril-
lions of dollars of public debt. The idea that Germany or any other country
would have been immune was fatuous. The resulting inversion of the fronts
was spectacular. In 2008 it had been the worldly Europeans calling on the
out-of-touch Bush administration to recognize the reality of globalism. Eigh-
teen months later it was the centrist liberals of the Obama administration
pleading for the eurozone to stabilize its financial system in the face of
dogged and unheeding resistance from conservatives in Berlin and Frank-
furt. Already in April 2010, in the judgment of the rest of the G20 and
far beyond, the eurozone crisis was too dangerous and the Europeans too
incompetent for them to be left to sort out their own affairs. To preveht
Greece from becoming “another Lehman,” the Americans mobilized the
IMF, that quintessential creation of mid-twentieth-century globalism, to
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rescue twenty-first-century Europe. That rescue in May 2010 stopped a fur-
ther escalation, but it locked Europe, the IMF and the United States as an
accessory into a nightmarish entanglement from which they still had not
extricated themselves seven years later. Nor did it staunch the panic in bond
markets. As late as the summer of 2012 the prospect of a major European
sovereign debt crisis threatened the United States and the rest of the world
economy. It was not until July 2012, with insistent urging from Washington
and the rest of G20, that Europe stabilized, and it did so by means of what
was generally taken to be the belated “Americanization” of the ECB*

111

If one stopped the clock in the fall of 2012, the difference to the scene four
years earlier in New York would have been remarkable. Despite the un-
promising start, it would have been churlish to deny that American corpo-
rate liberalism, as embodied by the Obama administration, had prevailed
once again. Indeed, even today, our sense that the financial crisis had an
ending, that at some point in the not too distant past something like nor-
mality was restored, depends on looking back to the fall of 2012. At that
point the acute threat of a comprehensive crisis was ended. And a sign of
that restored normality was the fact that America had not been dethroned.
Obama’s reelection in November 2012 clinched it. The Palin tendency had
been stopped in its tracks. Internationally, the emerging markets were
booming, helped along by the Fed’s generous supply of dollars. The EU was
playing catch-up. Whereas in 2008 Obama had put distance between
himself and the Bush-Cheney years by adopting a tone of modesty and
caution, in 2012 he resumed a classic exceptionalist narrative. America was
“indispensable.” The phrase coined in the Clinton era had a new lease on
life.*6 There was a revival in big-picture foreign policy thinking. The new
frontier was the “trade” treaties of TTIP and TPP, in reality gigantic proj-
ects of commercial, financial, technical and legal integration with geo-
political intent. Insofar as the first Obama term had been disappointing,
this could be laid at the door of conservative opposition. That was
depressing but predictable. Modernity and the global capitalism that gave
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it so much of its dynamic are demanding pacesetters; foot-dragging from
conservatives is only to be expected. But in the end history moves on. Even
in Europe, pragmatic managerialism in the end prevailed over conservative
dogma.

If we are to understand the last ten years historically, we have to take
this moment of renewed complacency seriously. Given subsequent events,
our retrospective view is easily clouded by a combination of rage, indigna-
tion and fear. But at the time the sense of self-confidence restored was real
enough and it left an intellectual legacy. It was the moment when the first
surveys of the crisis began to be written. The most optimistic insisted that
The System Worked.*” Another declared that 2008 had turned out to be The
Status Quo Crisis.*® The more pessimistic version argued that we lived in a
Hall of Mirrors.*® Precisely because the crisis had been contained so early
and effectively, it had produced a false sense of stability. That in turn had
sapped the energy necessary for fundamental reform. And this meant that
there was an acute risk of repetition. But repetition is not the same as con-
tinuation or extension. What all of these narratives took for granted—both
the more and the less pessimistic versions—was the fact that the 2008~
2012 crisis was over. That was also the basis on which this book was begun.
It was intended to be an anniversary retrospect on a crisis that had reached
closure. The tasks that seemed urgent in 2013 were to explain the intercon-
nected history of Wall Street and the eurozone crisis, to do justice to the
transnational quality of the crisis—its effects across Eastern and Western
Europe and Asia—to highlight the indispensable role of the United States
in anchoring the response to the crisis and the novel tools that the Fed had
deployed, to chart the painful and protracted inadequacy of the European
response and to cast light on an intense but underappreciated period of
transatlantic financial diplomacy. All of that is still worth doing. But it has
now taken on a new and more ominous meaning. Because it is only if we
get to grips with the inner workings of the dollar-based financial system
and its fragility that we can understand the risks that lurk in the situation
of 2017. If Trump’s presidency marks the nadir of American political au-
thority, that is all the more troubling given the deep functional dependence
on the United States revealed not only by 2008 but by the eurozone crisis
as well.
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What we have to reckon with now is that, contrary to the basic as-
sumption of 2012-2013, the crisis was not in fact over. What we face is not
repetition but mutation and metastasis. As Part IV of this book will chart,
the financial and economic crisis of 2007-2012 morphed between 2013 and
2017 into a comprehensive political and geopolitical crisis of the post—cold
war order. And the obvious political implication should not be dodged.
Conservatism might have been disastrous as a crisis-fighting doctrine, but
events since 2012 suggest that the triumph of centrist liberalism was false
t00.5 As the remarkable escalation of the debate about inequality in the
United States has starkly exposed, centrist liberals struggle to give convinc-
ing answers for the long-term problems of modern capitalist democracy.
The crisis added to those preexisting tensions of increasing inequality and
disenfranchisement, and the dramatic crisis-fighting measures adopted
since 2008, for all their short-term effectiveness, have their own, negative
side effects. On that score the conservatives were right. Meanwhile, the
geopolitical challenges thrown up, not by the violent turmoil of the Middle
East or “Slavic” backwardness but by the successful advance of globaliza-
tion, have not gone away. They have intensified. And though the “Western
alliance” is still in being, it is increasingly uncoordinated. In 2014 Japan
lurched toward confrontation with China. And the EU—the colossus that
“does not do geopolitics’—“sleepwalked” into conflict with Russia over
Ukraine. Meanwhile, in the wake of the botched handling of the eurozone
crisis, Europe witnessed a dramatic mobilization on both Left and Right.
But rather than being taken as an expression of the vitality of European
democracy in the face of deplorable governmental failure, however dis-
agreeable that expression may in some cases be, the new politics of the
postcrisis period were demonized as “populism,” tarred with the brush of
the 1930s or attributed to the malign influence of Russia. The forces of the
status quo gathered in the Eurogroup set out to contain and then to neu-
tralize the left-wing governments elected in Greece and Portugal in 2015.
Backed up by the newly enhanced powers of the fully activated ECB, this
left no doubt about the robustness of the eurozone. All the more pressing
were the questions about the limits of democracy in the EU and its lopsid-
edness. Against the Left, preying on its reasonableness, the brutal tactics of
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containment did their job. Against the Right they did not, as Brexit, Poland

and Hungary were to prove.

IV

Distance in time, historians like to tell themselves, is a tonic. It permits the
detachment and sense of perspective that are commonly touted as virtues
of the discipline. But that depends on where time takes you. History writing
does not escape the history it attempts to reconstruct. The more pertinent
question to ask is not how much time must pass before history can be writ-
ten, but what has happened in the interim and what, at the time of writing,
is expected to happen next. This book, for one, would have been easier to
write and might be clearer in its conclusions if it had been finished even
closer to the time of the events it begins by describing. It may be easier to
write a book like this ten years from now, though given the current train of
events, that may be unduly optimistic. Certainly, the tenth anniversary of
2008 is not a comfortable vantage point for a Left-liberal historian whose
personal loyalties are divided among England, Germany, the “Island of
Manhattan” and the EU. Things could be worse, of course. A ten-year an-
niversary of 1929 would have been published in 1939. We are not there, at
least not yet. But this is undoubtedly a moment more uncomfortable and
disconcerting than could have been imagined before the crisis began.
Among the many symptoms of unease and crisis that have afflicted us
in the wake of Donald Trump’s victory is the extraordinary uncouth variety
of postfactual politics that he personifies. He doesn't tell the truth. He
doesn’t make sense. He doesn’t speak coherently. Power appears to have
become unmoored from the basic values of reason, logical consistency and
factual evidence. What has caused this degeneration? One can cite a com-
plex of factors. Certainly unscrupulous political demagoguery, the debase-
ment of popular culture and the self-enclosed world of cable TV and social
media are part of the problem, as is Trump’s personality. But to attribute
our current state of postfactuality to Trump and his cohorts is to succumb
only to further delusion.” As this book will show, what the history of the
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crisis demonstrates are truly deep-seated and persistent difficulties in deal-
ing “factually” with our current situation. It isn't just those denounced as
populists who have a problem with truth. It goes far wider and far deeper
and it affects the center as much as the margins of mainstream politics.
We do not need to go back to the notoriously misleading and incoherent
case made for the war against Iraq and its fawning media coverage. It
was the current president of the European Commission who announced in
the spring of 2011: “When it becomes serious, you have to lie.”? At least,
one might say, he knows what he’s doing. If we believe Jean-Claude Juncker,
a posttruth approach to public discourse is simply what the governance of
capitalism currently demands.

The loss of credibility is flagrant and it is comprehensive. The damage
goes deep. To say that liberals should simply “pick yourself up, dust yourself
off, and start all over again,” as the Depression-era song goes, that if Amer-
ica has failed we should look for leadership to a fresh-faced president of
France or the relentlessly reliable chancellor of Germany, is either simple-
minded or disingenuous. It does no justice to the scale of the disasters since
2008, or to the failure of the lopsided politics prevailing in both Europe and
America to offer an adequate response to the crisis. It does no justice to the
extent of our political impasse, with the center and the Right having failed
and the Left massively obstructed and self-obstructing. Nor does it ac-
knowledge that some losses are irreparable and that sometimes the appro-
priate response is not just to keep on going but, instead, to linger for a while,
to pick over the ruin of our expectations, to tally up the broken identifica-
tions and disillusionments. There is a certain immobility in such an effort
at reconstruction. But even as we look back, we can rely on the restless
dynamic of global capitalism to force us onward. It is already tugging. As
we shall see in the final chapter, the next moments of economic challenge
and crisis are already upon us, not in America or in Europe but in Asia and
the emerging markets. Looking back is not an act of refusal. It is simply a
contribution to the necessary collective effort of coming to terms with the
past, of figuring out what went wrong. To do that there is no substitute for
digging into the workings of the financial machine. It is there that we will
find both the mechanism that tore the world apart and the reason why that

disintegration came as such a surprise.



