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Is a finance-led growth
regime a viable alternative
to Fordism? A preliminary
analysis
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Abstract

The viability and desirability of a finance-led growth regime is first assessed against
the historical evidence about the many alternative regimes that have been proposed as
successors to Fordism. A purely hypothetical model is then built by assembling various
hypotheses derived from the observation of current American trends. The imposition
of financial norms, such as shareholder value, requires a new and coherent architec-
ture for the mode of governance of firms, the form of competition, the wage labour
nexus and the objectives of monetary policy, public budget and tax system. Accord-
ing to the model, any requirement for increased profit has a variable macro-economic
impact on wages and economic activity according to the size of accelerator effects and
the relative importance of wage and profit in income formation. The stability of an
equity-based regime depends on monetary policy which controls financial bubbles
and thus the diffusion of finance may push the economy into a zone of structural insta-
bility. The next major financial crisis may originate in the USA whose economy
approximates most closely to the model. But, the so-called American ‘new economy’
combines diverse but interdependent structural transformations: diffusion of Infor-
mation and Communication Technologies, search for new rules for competition,
increased flexibility in wages and employment, shift from manufacturing to services.
Finance is an element in, but not the whole of] this complex emerging regime.
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112 Economy and Society
Introduction

Since the demise of the Fordist accumulation regime in the US (Aglietta 1976),
much research has been devoted to investigation of possible successors to this
unprecedented synchronization of mass production and consumption. Many
structural and multifaceted transformations have occurred and stimulated
various proposals about the nature and properties of alternative accumulation
regimes. It is important to emphasize that the 1990s have seen the emergence of
atotally new candidate for the succession to Fordism, as a finance-led regime has
captured and fascinated many observers including regulationist researchers
(Aglietta 1998). This is the starting point of the present article.

The bulk of the development is devoted to analysing the theoretical and
empirical relevance of a financialized growth regime as the latest candidate for
replacing Fordism. First, it is argued that, in such a regime, the hierarchy among
institutional forms (Boyer and Saillard 2000) is drastically shifted: the financial
regime plays the central role that used to be attributed to the wage-labour nexus
under Fordism. Second, a steady state model describing the full implementation
of such a financialized model is then presented, discussed and solved in various
steps. Stability of short-run equilibrium in such a model is a major concern,
because such stability is a preliminary condition for studying long-term prop-
erties. Special emphasis is put upon the new role of the Central Bank in the
context of a fully financialized and potentially unstable economy. Third, the
empirical relevance of this model is assessed by looking at the statistical evidence
on structural parameters. This indicates that the mechanisms necessary for such
a regime are quite unequally diffused among OECD countries, suggesting the
need for some caution in deriving conclusions from the theoretical model. A
fourth section considers some necessary extensions of the analysis. Finally, all
these analyses are synthesized in order to provide some interpretations of the
emerging imbalances, as they appear in the special case of the United States.

Muddling through the Fordist crisis: many growth regimes
that did not materialize

Since the American crisis, initiated by productivity slow-down and accelerating
inflation at the end of the 1960s, economists, specialists in technical change, soci-
ologists and even more so politicians have contemplated many ways out of the
crisis. A short retrospective analysis may help with understanding the points of
similarity and difference between these earlier visions and contemporary hopes
and fears about a restructuring of accumulation which is dominated by finance.
Each of the visions calls for a specific institutional architecture, accepting it is
unlikely that each country will be part of the related growth regime (Table 1).

» Since the mass-consumption and mass-production growth regime ran into
crisis under the strains associated with productivity slow-down, from the
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1970s to the mid-1980s, an emerging synergy between mass production and
product differentiation has been identified as a means of overcoming one of
the major shortcomings of Fordism (Boyer and Durand 1997). In this period,
up to the mid-1980s, Japan was supposed to be the world leader in the
exploration of such a Toyotist regime and many analysts seriously considered
a possible Japanization of national production systems. At the end of the
1990s, the severity of the Japanese financial crisis has put an end to this belief]
even if the associated shift from overestimation to underestimation of Japan-
ese manufacturing performance is too extreme. Anyway, the search for other
alternatives is open.

In this respect, the long-run history of industrial revolutions suggests a
second and quite different hypothesis: the emergence and diffusion of infor-
mation and communication technologies (ICT) which means the implemen-
tation of a totally new productive paradigm. This is a typically Schumpeterian
hypothesis, now increasingly accepted but not unchallenged. First, detailed
statistical and econometric studies suggest that the impact of ICT on growth
and employment is positive but the size of the effects are indeed quite modest
(Boyer and Didier 1998). Second, even in the US as the leader in ICT; the job
creation in ICT-related industries is important but does not represent the
major source of the so-called American miracle in terms of job creation.
Third, some international comparisons show that there is no correlation
between the mastering and diffusion of ICT and unemployment performance
(Amable ez al. 1997).

But clearly, all innovations in the contemporary world cannot be reduced to
ICT since many other sources of technological and scientific advances are
observed and may play a major role in fostering growth. Thus, the mechan-
isms for diffusing information should not be confused with knowledge cre-
ation and use. The advances in basic knowledge would be more easily
converted into profitable new products by the close articulation of scientific
research, market analysis and flexible manufacturing. This would define a new
paradigm and is the premise of the OECD’s knowledge-based economy
(KBE) (OCDE 1999). But one may challenge the generality of this phenom-
enon. Furthermore, this assembly of production and sources of economic per-
formance simultaneously generates various forms of tacit knowledge that
increase the power of a limited section of employees who are able to imple-
ment the radical innovations which determine the competitive position of a
firm: creative people in advertising; financial experts creating new options;
software designers; and artists at the roots of the leisure industry.

But there is yet another vision of the future of growth and employment, as
definitely service led. On one side, the manufacturing sector experiences a
slimming down by the subcontracting of many tertiary activities to highly
specialized firms in accounting, finance, marketing and human resources
management. Therefore, many sources of firm competitiveness are manu-
factured within the so-called service sector, especially in the case of modern
business services (Petit 1998). On the other side, life-styles are becoming more
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and more heterogeneous and call for highly specific personal services, with a
high employment content. Some analysts even think that the transformations
related to equal gender opportunity within the family and within society as a
whole are powerful enough to engineer a new virtuous circle of changed life-
style: transformation of consumption norms — insertion of new talents into
the economy — new directions for innovation (Majnoni d’Intignano 1999).
This vision of the future of capitalism has recurrently been proposed, but has
not yet proved its complete relevance. Furthermore, does not the division of
labour initiated by manufacturing, by ICT or by KBE, supply the leading
factor in the so-called ‘tertiary economy’?

* A different view emphasizes the direct link between European growth and the
competitiveness of nations, in a world increasingly open to trade, investment,
finance and even some highly skilled professionals. During the long and
painful 1970s and 1980s, almost every country has struggled to restore its
competitiveness, either by labour-cost reductions or by innovations and
quality. From a theoretical point of view, the form of competition, between
firms and nations, is now governing structural adjustment in the wage labour
nexus (employment flexibility, wage moderation, rationalization of the welfare
state), the extent of taxation on mobile and immobile factors as well as econ-
omic policy formation itself. Thus, a recovery of growth has been frequently
assumed to depend on the emergence of a totally new growth regime: its
characteristics would include cost and price moderation, increasing exports,
spill-over to investment and consumption, recovery of demand and cumula-
tive growth through interaction of competitiveness and domestic demand.
But the South Asian crises have shown that such strategies are finally up
against severe structural limitations, especially in a world of financial inno-
vation and globalization and major uncertainties about the prospect of world
trade.

e There is one further but nevertheless important alternative vision of the
future of capitalist growth, which is becoming increasingly influential in the
second half of 1990s. Many giant mergers, capital mobility between countries,
pressures on corporate governance, diffusion of equity among a larger frac-
tion of population; all these transformations have suggested the emergence of
a finance-led accumulation regime. This would lead to a totally novel regu-
lation mode, currently labelled ‘the new economy’ this regime would
combine labour-market flexibility, price stability, developing high tech sectors,
booming stock market and credit to sustain the rapid growth of consumption,
and permanent optimism of expectations in firms. The capacity of each
country to adopt and implement such a model would be a key factor in macro-
economic performance and would determine that country’s place in a hierar-
chical world economy governed by the diffusion of a financialized growth
regime (Aglietta 1998).

Two major lessons can be drawn from this brief survey. On the one hand, all
these potential regimes are not equivalent from a class analysis point of view,
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Figure 2 The mechanisms of finance-led growth and its institutional conditions

since they are built upon various, or completely different, institutionalized
compromises. Consequently, the institutional configurations and emerging régu-
lation modes are indeed diverse (Table 1). On the other hand, the current fad
about finance has to be put into historical perspective and under close scrutiny,
since almost all the previous scenarios have failed fully to materialize in the pure
form. Therefore, it is likely that a form of hybridization between these pure
systems will take place, with a different mix in each country according to politi-
cal and social legacy, economic specialization and, of course, the strategic choices
of key collective actors.

Nevertheless, it would be intellectually interesting to make a prospective
analysis of the operating conditions of a finance-led growth regime which would
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be poles apart from the post-war Fordist regime, in that the financial system
would now occupy the central place previously held by wage compromise. For
this purpose, we can derive some basic hypotheses from the American economy,
which has long been committed to finding a system of growth which breaks with
Fordism, if only because accumulation has become mainly extensive and based
on the differentiation of modes of consumption and increasing inequalities
(Boyer and Juillard 1995). It is therefore a question of finding the equivalent of
what were the formalizations of Fordism (Bertrand 1983; Boyer 1988; Aglietta
and Mendelek 1987), for this new regime. Just to capture the essence of the argu-
ment, a synoptic view compares a highly simplified Fordist accumulation regime
(Figure 1) to a hypothetical finance-led one (Figure 2). The following develop-
ments give more substance to this second and new regime.

How financialization affects all institutional forms

The American example, like the tendencies in the British and European
economies (Froud et al. 1998) and quite unlike the problems of Japan and the
Asian financial crisis, makes it possible to diagnose the nature of the emerging
economic system. Our aim is to define its properties and the possibilities of long-
term reproduction quite apart from the transitional period when, for example,
pension funds develop, leading to increased market prices and the appearance of
a financial bubble. Financial history suggests such speculative bubbles will not
disappear (Kindleberger 1978), but, if they did, what would be the dominant
characteristics of an economy where finance has imposed its logic? The impact
would @ priori bear on at least five elements (Figure 3).

e The privileging of shareholder value primarily affects firm governance. Many
large groups must increase the internal rate of return to levels which are
compatible with the requirements of large international investors. But the
transformation is more profound than this and does not affect only the
volume, direction and mode of financing investment (arrow A in Figure 3).

* Indeed, managers are forced to review most of their management techniques,
whether these concern the response to economic cycles, the degree of
specialization or even the nature of the capital-labour compromise. All of
these elements have to be re-calibrated to take into account the shareholder
requirement for level and stability of rate of return. Thus, forms of compe-
tition and the nature of the employment relationship are directly affected. On
the one hand, the financial markets will adjudicate between activities with
similar rates of return so that competition shifts from the product market to
the financial market. On the other hand, the need for flexibility is reflected in
the use of new forms of employment contract (arrow B, Figure 3).

* Household behaviour is undergoing a striking transformation in relation to
the Fordist post-1945 norm. Admittedly wages and salaries continue to be an
essential component of reward, but two new mechanisms are emerging. On
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one side, under the pressure for shareholder value, the wage bill has to react
quickly to any discrepancy between actual and expected returns. Depending
on the precise content of the capital-labour compromise, the related flexibility
may affect either the direct wage or working hours and employment. But, on
the other side, wage earners have access to financial gains, via direct equity
holdings or, more likely, by the inter-mediation of pension funds. Conse-
quently, the prospect of gains on the financial markets has a direct influence
on the decision to save or spend. This is true whether households use pension-
fund intermediaries or whether they invest their savings directly on the stock
exchange, or even if they join savings plans run by the firm. This is why this
system can be described as equity based (‘patrimonial’) because wealth, as
measured by the financial markets, tends to become an important influence
on the consumption of durable goods and also in house purchase and indebt-
edness to banks. If they are sufficiently developed, these new behavioural ele-
ments can inject an unprecedented dynamic into consumption, on the model
observed in the United States between 1992 and 1998 (arrow C, Figure 3).

* Relations between the State and the economy have themselves changed con-
siderably in a great many ways. First, unsuccessful attempts to reduce public
borrowing throughout the 1980s and then the 1990s have bequeathed a high
level of public indebtedness, so that government expenditure is becoming
increasingly sensitive to the actual rates of interest on state bonds. Next, and
consequently, the financial markets attach great importance to restraint of
public borrowing within strict limits (arrow F, Figure 3). Moreover, as the
fiscal base no longer enjoys the same level of growth as it did in the thirty years
of the long boom, there is increasingly strong pressure to rationalize public
expenditure. The fact that capital has become extremely mobile causes the tax
burden to fall on the less mobile factors, namely labour and possibly fixed
assets (arrow E; Figure 3). According to this argument, taxation would
become more pro-cyclical and no longer anti-cyclical as in a Keynesian
system.

* Finally, and most importantly, monetary policy no longer has the sole func-
tion of ensuring the best ‘policy mix’ between growth and inflation. The
careful scrutiny of the international financial community and substantial
openness to external competition deliver low inflation or even a deflation-
prone economy where the central bank can much more easily defend price
stability. These structural transformations grant a new degree of freedom just
as the recurrence of financial bubbles gives the central bank a new role: mon-
etary policy should now guide the development of the financial markets in the
best possible way. These are quickly carried away by speculations which the
central bank endeavours to contain. Ideally, it is the stability of the financial
markets and no longer price stability which should be the key criterion when
a fully financialized system has imposed its logic (arrow G, Figure 3).

* The difficulties of financing national insurance systems by redistribution, the
concerns arising from an ageing population and the fragility of existing
pension systems are among the factors which have encouraged the growth of
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private insurance and saving via the capital market, as well as retirement pen-
sions more geared to individual needs. This change affects the employment
relationship just as much as the nature of the financial markets, since a large
part of savings is then professionally managed with the aim of optimizing the
medium-term return. The dynamics of market prices, for example, can be
affected, with long-termists setting the trend and compensating to some
extent for the impatience of the short-termists (arrow D).

This being the case, all the elements of final demand bear the consequences
of the dominance of finance. Productive investment becomes more cautious
since it has to guarantee a sustained higher rate of profit than in the past, but
this development is offset by much easier access to the financial markets for large
groups and by an increasingly favourable tax system. For its part, household
consumption becomes more volatile. On the one hand, income from employ-
ment is more uncertain because of trends relating to hiring and firing employ-
ees, changes in working hours and the fact that pay is more sensitive both to the
general climate and to the financial situation of the firm. On the other hand,
credit is more readily available, but collateral (such as fixed assets or stock port-
folio) is often a prerequisite. Consequently, speculative bubbles can move from
financial to product markets much more directly than in the past. These develop-
ments are even more striking when account is taken of the dynamics of house
purchase and the much stricter management of public borrowing and the
corresponding expenditure. A final consequence is that financial markets ensure
that capital is used effectively so that, in comparison with the Fordist period,
productive capacities and the choice between rationalization or increases in
capacity are transformed.

The whole macro-economic dynamic is thus driven by the compatibility
between the expectations emanating from the financial markets, the reality of
firms’ profit growth and interest-rate dynamics, which the central bank is trying
to direct. Even supposing that expectations are never disappointed, under what
conditions is this new system viable, that is, likely to last for a period of one or
more decades? Hence the interest of a very simple modelling exercise with a
system that retains only the first three mechanisms (A, B, C), with an extension
into monetary policy (G).

A model describing the determinants of macro-economic
activity for a fully financialized economy

The above description leads to a very simple, basically linear model which takes
into account the specific characteristics of this system. We shall comment
briefly on the formalization choices made, the aim being to simplify as far as
possible the features of a model that can subsequently be enriched by adding
more financial variables, a dynamic analysis or even various non-linearities
(Table 2).
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Table 2 A finance-led growth model: the basic relations

1) D=C+1

Q) I=a*K +(r—p)+b+(D-D,)+1

(B) C=o+s MSR+ B+W + ¢

@) K=K +(1-8)+1

©) 0=1n/(0, D)

_ Q- MSR
0 r= £
® w=q- I8

9) MSR=f+Q—c*p+m,

(10) p=p

an ¢=4

(12) i=jy + ¢(VQVr*)

(13) r* = r(QV)

Endogenous Variables: 1

D C I, MSR WK,0,0,ir*

Closed economy without
State or foreign trade.

Investment determined by
the difference between
profitability and the
financial norm and by a

term for increasing demand.

Consumption is set
according to aggregate real

wages and household wealth.

Capital stock develops
according to the rate of
obsolescence and of new
investment.

Production capacity is
determined by capital
stock.

The level of production is
fixed, in the short term,
either by capacity or
effective demand.

The profit rate is defined
as the gross surplus in
relation to capital stock.

Wealth is calculated on
the basis of profit, taking
into account the interest
rate and Tobin’s q.

Aggregate real wages of
employees increase with
demand but decrease with
the financial norm.

The financial markets fix
the profitability norm.

Tobin’s q is assumed to
be exogenous

The central bank sets the
interest rate to avoid the
formation of financial
bubbles.

The wealth/income ratio
depends on the level of
development and on the
discretionary judgement
of the central bank.

Exogenous Variables: 2

b, q
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All the parameters a, b, a, B3, v, 8, f, e, ¢ are positive or nil.
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Financialization affects open economies, including third world economies,
but here we have chosen to deal only with the pure case of the closed economy
in which the financial dynamic develops entirely in the domestic arena. More-
over, monetary policy is retained as the only instrument of economic policy,
because fiscal policy is generally neutralized by financialization (equation (1)).
The model can be thought of as representing the American case, but it is
definitely no more than a debatable approximation in the present context. It
is better to think of the model as a formalization, equivalent to Fordism, which
does not correspond in a direct and unmediated way to any particular
economy.

The financial norms are assumed to act through two main channels. The first
takes into account the restrictive role of financial markets when they set a
norm of increased profitability, even if easier access to financial markets can
initially create a rapid expansion in investment. However, in a permanent
system, ceteris paribus, raising the norm has a negative effect on investment
(equation (2)). The second channel concerns the determination of wages and
salaries. It will be noticed that equation (9) does not specify the relation
between numbers employed and real wages insofar as, in this financial system,
the question of labour productivity is not central as it was under Fordism. All
that matters now is financial profitability, regardless of whether this is
obtained by rapid increase of productivity, pay concessions by the workforce
or (outside this model) oligopolistic rents arising from innovation.

The description of household behaviour is enriched by a term describing the
impact of wealth on consumption decisions (equation (3)). This effect is dis-
tinct from the effect traditionally considered in permanent income theories
or from the effect of actual cash in hand, because it corresponds to a point in
the history of capitalist development when individuals consider stock-market
values before deciding between savings and consumption. This requires the
development of household share or securities portfolios. This hypothesis is
satisfied in the United States and Great Britain, but far from satisfied in other
countries such as Japan, Germany or France.

If we leave aside the effect of capital formation on the growth of production
capacity and the impact of last period demand on investment for the time
being, the model is static and the treatment of the financial market is extremely
simplified. The aim is simply to describe the interaction between the norm of
profitability required by the financial markets, and the actual rate of profit
achieved ex post. As a result, Tobin’s q is considered to be exogenous and in
what follows it can be considered as equal to 1, which would not, of course,
be the case in subsequent dynamic models. Moreover, it is assumed that
wealth is measured on the basis of the interest rate as set by the central bank,
an extreme hypothesis, but one that makes the features of this economic
system clearly apparent.

A distinction can be made between various relative prices (of consumption,
capital goods, cost of capital) whose development is not without importance
in a system of finance-led growth. As in the basic Fordist model, we assume
the existence of a single product, even though we know this is a fiction. For
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example, it might be that the price of capital assets is increasing by growing
more slowly than the price of goods being consumed. However, the present
version of the model cannot deal with this phenomenon, as it does not include
any equations for productivity or employment.

 If we are considering employment problems, equation (9) can be broken down
into two parts, with the same explanatory variables bearing on employment
and wages respectively. This division can be made as a function of the specifics
of each wage relation. Incidentally, this means that conflict in the labour
market has no specific role to play in explaining the distribution of income,
these conflicts being taken into account in the product market only through
the level of demand.

* We should emphasize the novelty of the equation which specifies the central
bank (or issuing institution’s) reaction. If the model had to correspond to the
American case, we would have to consider an interest rate set based on the
inflation rate and of the level of activity. And a first prototype of our model
did actually accept this hypothesis. But Greenspan’s intervention in the
autumn 1998 (to rescue American