
How new will the next regulatory regime actually be?    

1. Twenty years of  ‘laisser-faire’ orthodoxy challenged 

With the victory of the conservative governments of Mrs. Thatcher and President Reagan and the 
triumph of the new classical macro-economy, the previous regulatory regimes for goods, labour 
and especially financial markets have been ‘reformed’, i.e. largely eroded or even dismantled. A 
new doxa had been diffusing all over the world. The idea being that, basically, markets are self-
equilibrating, State interventions are the problem and no more the solution: therefore a light 
touch approach to regulation has prevailed. It was especially so for finance. 
 
With the collapse of the American financial system after the subprime bubble, the fallacy and 
danger of such a market fundamentalism becomes clear. First, financial instability and the 
recurrence of speculative bubbles made an impressive comeback: therefore an ad hoc State 
intervention is again welcome in order to restore one of the first public goods, i.e. financial 
stability and the credibility of money. Second, self-regulation and light touch regulation are 
considered now as needing to be replaced by an explicit surveillance and control of finance by 
public authorities in the next regulatory national and international regimes. Third, given the huge 
costs of bailing out many of the financial entities, economists, analysts and politicians begin to 
reconsider their previous beliefs according to which ‘It is impossible to prevent financial crises; it 
is only required to provide solutions to them and public authorities have the relevant knowledge’). 
Do the collapse of Lehman Brothers and the subsequent systemic crisis mean an unprecedented 
financial divide? 
 
In what direction will the various national mixed economies evolve? A priori several paths are 
open for developed economies. 

2. Converging macroeconomic regulation, monetary and fiscal 
policy: a first possible new paradigm 

Public authorities are not powerless in preventing crises: basically they may adopt strong anti-
cyclical and anti-speculation policies that could be efficient enough to drastically reduce the risk of a 
major economic crisis generated within the realm of finance (Figure 1). 
 
• On top of existing regulations at the level of each entity and asset, the State could design a 

macro prudential regulation:A special agency should be in charge of carrying out, in real time, 
stress tests of the resilience of the whole financial system in response to the mimetic diffusion 
of speculation and its bursting, and/or adverse macroeconomic shocks, simultaneously 
affecting all entities. Facing a clear risk of financial collapse, this agency should be given the 
right to increase capital requirements at an early stage of the speculative boom, however 
unpopular it might be among financiers.  
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Figure 1 Prevention of financial crisis by use of typical macroeconomic tools and regulations.  

 
 
• Monetary policy also has a role to play. When an acceleration of asset prices not explained by a 

clear rise of real rates of return takes place, the short term interest rate should be raised, 
accompanied by a statement of the type: ‘Given the Central Bank’s current information and 
analysis, there is a x% probability that the economy is entering into a speculative bubble; if 
this diagnosis is confirmed by the next set of data it will orient the future decisions about 
interest rate and refinancing of banks’. The Central Bank may continue to target consumer 
price inflation and adjust accordingly its interest rate policy but it will increase the reserve 
ratio of the bank to remove the excessive liquidity that may trigger an asset bubble. 
Furthermore, these reserve coefficients should be differentiated in order to penalize 
speculative activities but not the financing of productive investment.  

 
• The third pillar of this macroeconomic approach relates to fiscal policy. In the American system, 

the deduction of interest payments associated with mortgage credit generates a bias toward 
credit and against saving and this may finally imperil macro stability when this device 
converts some households into ‘Ponzi speculators’. This is also part of the story that lead to 
the subprime crisis. Therefore there is room for a reform of the tax system that would cancel 
interest payment deductions and increase marginal taxation for the financial earnings that are 
in excess of a threshold for the normal rate of return that prevails in the rest of the economy.  

3. Redesign the objectives, incentives and tools of  finance in order 
to foster a more resilient system 

Hence why not reform the very internal sources of financial instability?  
 
• One of the corner-stones of this second approach relates to the reform of remuneration of all 

financial actors according to the ex post medium term performance of the related credit, asset 
or merger; this is, of course, at odds with the previous system. For instance, sellers of 
mortgage credit should be paid according to the reimbursement flows, thus taking into 
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account the risk of default. Similarly, stock options should be banned since they move 
according to so many factors that are far away from a direct measure of the contribution to 
the performance of the firm. Furthermore, they typically promote excessive risk taking 
(Figure 2).  

 
This calls for a drastic reappraisal of fair value accounting principles. They have a clear responsibility 
for the size of the bubble and conversely for the collapse of so many banks since they introduced 
another acceleration mechanism on top of the well known financial accelerator. Furthermore, it is 
meaningless to distribute totally virtual profits that would only be generated if the firm would 
stop its activity and sell all its assets…at the current price! It is time to come back to the 
conventional conception and measure of profit as value creation, to adopt a modernized version 
of historical costs once inflation has been drastically reduced.  
 
 

 

Figure 2 Internally redesigning finance. 
 
• The failure of risk assessment using the conventional models of modern mathematical 

finance calls for the rebuttal of firm specific model evaluation, and the elaboration of a new 
generation of risk assessment models that would correct their clear shortcomings as 
evidenced during the subprime crisis: relatively high frequency of quite extreme events, 
endogeneity of bubbles, need for anticipating a possible freezing of markets and access to credit. 
Financiers should not be entitled anymore to build their own model: a form or another of 
certification, hence standardization, should be applied.  

 
Finally the growing interdependency between commercial banks’ typical activities and the 
dynamism and inventiveness of investment banks calls for an integrated regulation of the whole 
financial system. Due to the fact that, in the US, Wall Street entities have now been incorporated 
into the common status of holding banks they benefit from the same access to deposit insurance, 
liquidity from the Central Bank and credit from the Treasury, they should have to comply with 
the same reporting rules, surveillance mechanisms, transparency and security requirements. 
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Easier proposed than actually implemented! This strategy assumes a drastic shift in the bargaining 
power of national governments and public administrations with respect to the still powerful 
international finance institutions.  

4. Collective control of  financial innovations: still another possible 
paradigm 

In the very domain of finance, it took nearly two centuries in order to design and implement 
regulations in order to prevent the bank runs that used to threaten the basis of any market 
economy: the resilience of the monetary system. Mutatis mutandis, the task of public authorities is 
nowadays to invent rules and mechanisms in order to prevent the collapse of modern financial 
systems under the unexpected feedback of a bunch of powerful, but potentially dangerous 
innovations, such as securitization allied with complex derivatives (Boyer, 2008). The task is to 
invent for investment bank activity the equivalent of that which has been done in the past for 
commercial banks (Figure 3). 

 

Figure 3 Collective control of private financial innovations. 

 
How to prevent the repetition of the 2008 collapse? First it has to be recognized that granting 
credit to people unable to pay it back was a highly profitable idea for the originators only because 
securitization was shifting the risk to less informed agents. Regulators should have forbidden 
such myopic risk transfer. Subprime holders were betting upon an unlimited rise of real estate 
prices: it was thus transforming them into ‘Ponzi speculators’ and it is well known that such a 
scheme is bound— with probability one—to burst . The governments that maintained strict rules 
concerning mortgage credit, such as Canada or Germany, did not at all experience the same 
trajectory as the US. 
 
Consequently a third regulatory paradigm would focus upon financial innovations and propose 
an ex ante certification of new instruments, standardization of a limited variety of these 
instruments, organization of clearing houses with mutualization of risk, real time access by 
regulatory agencies to the full information generated by deep and liquid markets, and finally an 
interdiction of the sale of Over the Counter Products to badly informed agents. 
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5. The search for a new institutional architecture: a response to a 
systemic and structural crisis 

The previous analysis focused mainly on the domain of finance and its relationship with public 
interventions. Nevertheless, the deep and long lasting economic crisis that is derived from the 
quasi collapse of the American financial system calls for a wider analysis (Boyer, 2009). Was not 
the subprime invention a trick to overcome the long-term stagnation of the real income of the 
less privileged fraction of the population? Has not the global 2008–2009 recession shown that the 
international system has drastically changed under the opening of most economies to trade, direct 
investment and finance? This is an invitation to shift from a micro approach to regulation to a 
macro analysis of the role of different financial systems in the dynamism and resilience of growth 
regimes, i.e. régulation in the French meaning (Boyer and Saillard, 2001). 
 
Clearly, the profit motive has had an obvious responsibility concerning the succession of financial 
crises and the power acquired by finance; while liberalization and globalization have induced high 
finance to engage in predatory strategies. In a sense, this is a Polanyian type of crisis: the full 
commodification of finance has led to the collapse of its fundamental pillar, i.e. trust. It is 
conceivable that there could thus emerge a totally different conception of finance: the 
management of a public service, named access to credit and money would be delegated to the 
banks and other entities (Lordon, 2009); their governance structures should give a voice to each 
stakeholder (credit holder, depositor, wage-earner, citizen, communities, State…) in order to 
mitigate the absolutism of the profit motive (Figure 4). 
 
Basically, credit should no longer be a substitute for poor and stagnating incomes. Consequently, 
the power of labour at the firm level should be strengthened, either by a reform of the 
governance of non-financial firms, or by a public control of capital remuneration. Last but not 
least, the weakening of workers’ bargaining power is itself the outcome of the pressure exerted by 
foreign competition, the high mobility of capital and the overcapacity in production associated 
with the entry of China, India and other emerging countries into world competition. Disciplining 
international relations by interregional negotiations would open a new phase of 
internationalization, better accepted by workers and citizens than the present unintended effects 
of large interdependence without clear collective rules (Lordon, 2009). 
 
Such a path is far from a mechanical derivation stemming from the present state of the world 
economy, but the rupture of some of the past determinisms makes it less irrelevant than in the 
past. Everything is up to the collective actors’ ability to start the exploration of such a 
reconfiguration of national economies and international relations. 
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Figure 4 Finance as a public utility, reinstituting some of the power of workers and a new deal 
for international relations. 
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