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Abstract

This paper analyses the recent changes in financadtiges and relations in emerging capitalist
economies (ECEs) using the example of Brazl It argtieg in ECEs these financial
transformations, akin to the financialisation phenomenaerebd in Core Capitalist Economies
(CCEs), are fundamentally shaped by their subordinated atiteyr into a financialised and
structured world economy. To analyse this subordinated imlgation the paper draws on the
framework of international currency hierarchies. It shiwwsneans of two specific processes how
the existence of a hierarchic international monetasfesy has changed the financial behaviour of
domestic economic agents and with it the structure offilbacial system. The first process
highlights the phenomenon of reserve accumulation ancchibaging behaviour of domestic
banks. The second pointsHQEs’ sustained external vulnerability and its impact on the operations

of Brazilian non-financial corporations. The paper also shivsnot only were these financial

transformation shaped by ECEs’ subordinated financial mntegration, but it was these



financialisation tendencies themselves which contebute cementing existing hierarchies and

further deepened existing asymmetries between ECEs aBg.CC
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1. Introduction

This paper analyses the emergence of new financialtigesc behaviours and relations in
Emerging Capitalst Economies (ECEs) using the exampBraal. It argues that in ECEs these
recent financial transformations, which reveal tengenakin to the financialisation phenomena
observed in Core Capitalist Economies (CCES), are fundaryersisdped by their subordinated
integration into a financialised and structured intdwnal monetary and financial system
Moreover, it is these same financialisation tendenmésch reinforce ECEs’ subordinated

financial integration and asymmetries with CCEs.

The paper makes four contributions to the lterature andmalisation.

First, while there is by now an extensive literaturefimncialisation in CCEs, there is still little
systematic analysis of the varying manifestations goatentially distinctive nature of
financialisation tendenciedm ECEs. A small but growing literature documents similaanghs in

the financial practices and relations of economic agentECEs to those observed in CCEs

Demir, Zoozﬁ, Demir, 20Q&rgiines, 2012}|Erturk, 2003, Gabor, 201|3, Painceira, 208, Powell,

2011| Rethel, 201D, Bonizzi, 2013, Correa et al., 2012, Doucette and Sdp, 20timdtara01y,

Levy—OrITk, 20172 FESSUD, 2013-20{15). Financialisation in Brdwk been analysed, among

others, by Coutinho and Beluzzo (1998), Miranda et al. (RJ09ncédtai (201[L), Bruno et 3

(2011))) Araujo et al. (2012), ahd Bin (2016). Few of these contimitithough focus explicitly
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on the question of how financialisation in ECEs might difem that in CCE$. Lapavitsas (2009a,

2014)| Painceira (2011), Td Powell (2p13) have pointed to the pbtestibbrdinated nature of

financialisation in ECES. Becker et al. (2010), and mostntyq Rodrigues et al. (2016), have

highlighted the specific nature of financialisation ie tsemi-periphery. We contribute to this
emerging Iterature by focusing on the distinct processughr which recent financial

transformations in ECEs have come about.

We believe that financialisation offers a useful yial tool in providing a general benchmark
of financial transformations whose manifestations, $piéies and contradictions can be analysed
in specific institutional, macroeconomic, spatial and sose&ttings. However, we agree with
Christophers (2015) that there is a need for greater iaabldnd empirical precision about the
concept of financialisation being usedeWllow Lapavitsas’ (2014) broad interpretation, which
defines financialisation as the structural changethanfinancial relations, practices and needs of
key economic agents: banks, households, and non-financial camorétiFCs). This process we
argue differs in ECEs through the higher importance hef ibternational economy and the

subordinated way ECEs integrate into fit.

Second, by emphasising the driving role of the internatioahamy in shaping ECEs’ recent

financial transformations, the paper responds to cals fointagration of the analyses of

financialisation with that of financial globalisatioand cross-border capital flows (Christophers,

2012| French et al., 20"1, Montgomerie, 2P08, Guttmann, [2008). Christo@bdi®) §hows the

potentially fundamental changes an international pemgpeainakes tothe analysis of
financialisation. Halso points to the importance of taking into account theigusitof countries

in the international flows of value. Our analysis followhese leadsMoreover, we highlight the

1 Although our analysis differs from that of Chripteers. Rather than analysing the global intercotimeof supply
and demand and international flows of value, weosithow national economic and financial structues
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two-way relationship between these two processes. Whetteasational integration transforms
the domestic financial system in ECEs, it is these dsmsformations which facilitate and further

deepen financial integration.

Third, to analysethe link between ECEs’ subordinated financial integration and financialisation
we draw on the analytical framework of international ntarye hierarchies. We present a
multidisciplinary discussion of this lterature and shbew different disciplines, in particular
International Poltical Economy and Heterodox Economics, ccantribute to our understanding
of asymmetric monetary and financial processes. Basingamalysis on international monetary

relations, we provide an explict monetary foundation foratheysis of financialisation-an effort

that has been missing from large parts of the lteratmefinancialisation so rar (Christophefs,

2015). Finally, the paper presents more detail on the theaisfirtancialisation cements and

A —4

exacerbates uneven development (e.g. Pike and Polardlf 2010, Sokfl, 2@116!,‘1911‘) Coutinhg

and Belluzzo, 19&16). Whereas the role of international atiegr in exacerbating spatial

differences has tradtionally been analysed in the cootethe real economy, namely, processes
of trade and foreign direct investment, we extend thistilee to the new reality of financialised

international markets.

To ilustrate our argument we present two specific pr@sedsough which Brazl’s rising
international financial integration and its subordidateature hege shaped recent changes in the
financial practices and relations of economic agents. fildte channelis the phenomenon of
reserve accumulation and the way it has altered thavioer of banks. The secondHsazil’s

continued wulnerability to large and sudden capital ancheewe rate movements (largely

conditioned by their asymmetric integration intoafincialised capitalism. Our focus is primarily e financial
systemitself (the circulation sphere)rather thlsio the creation of value.
4



independent of domestic economic conditions), which has haificaigt repercussions on the

interaction of Brazilian companies with financial mdske

Following this introduction, section 2 briefly sets out tteydtures on financialisation and the

hierarchic international monetary system. Section 3isE&sBrazil’s recent financial integration

and detais how this integration and its subordinated enahatve conditoned the financial

behaviour of economic agents in Brazil. Section 4 concludes.

2. Financialisation and the hierarchic Nature of the International M onetary System

There is by now an extensive lterature on finanaaibsn in CCEs. The phenomena investigated

include the increased holdings of financial assets ankleminding by large NFC

20061| Stockhammer, 20p4), the importance of shareholder

the rising involvement of households in predatory debt redat

s (Orhangagi,

value i(kazowd O'Sulivan, 20Q0),

Ohalbers, 2008, Montgomerig,

2009,| Dymski, 201p)banks’ changing income pattern from deposits and lending to fees and

commissions and rise in market fundivI\g (Erturk and Solari, |2065 Santos, 20019, Lapav'rtszrs,

2009R), and the financialisation of everyday |rfe (Langley,

to the variegated nature of these new financial practices ralations

Lapavitsas and Powel, 20

13).

(Engelen et al., 2(

pORIBreover, authors have pointed

10,

The analysis ofCCEfinancialisation has traditionally taken place witthe canvas of the nation

state. This applies to both the characteristic elemertsanéialisation and the factors which have



given rise to therf. As to the former, there is surprisingly little analysisthef international aspect

of financialisation, which is most frequently associauétti financial globalization, which in turn

is equated to a rise in international cross-border ﬂI)WS KBamamer, 20103.As to the latter, the

sources of financialisation have been largely locatedational economic developments. These
include the stagnation of late capitalism, the fallirade rof proft and the consequent contraction

of demand, requiring a series of financial activities tif@ continuance of the system (Magjoff

and Sweezy, 191R, Magdoff and Sweezy, 1P87, Arrighi, 1994, Brenner|; 200dgregulatory

government actions which have unleashed the forcesianicé and led to an unprecedented

increase in financial markets and financial actprs €BoyY000| Aglietta and Breton, 2001,

Duménil and Lévy, 2004, Stockhammer, 204, Crotty, 2005, Orhangazi] 2008).

However, as shown Ipy Christophers (2[012), an accurate umdmgtaof financialisation can be

gained only through addressing the international natucamtalst finance. Herites: “It is surely
the case, therefore, that any identification of fundaatestructural shits in capitalism, such as
“financialisation”, must be framed at the international scale — or, at the very least, must critically
interrogate the full array of internatioln@apital flows in which individual “national economies”

such as the US are embedded” (p. 279).

Christophers’ analysis echoes earlier cals| by Montgomerie (2008), Guttng2008), and Frengh

et al. (2011), who haveoted the absence of an explicit consideration of the role afttwatio nal

financial system and the global financial networks foartialisation phenomefAaAs French,

2 Some authors have pointed to the role of risinthamge rate volatility to spur economigeats’ increased
articulation into financial markets (el.g. Helleind©94|Braga, 199§ Belluzzo, 1998). However, these are not
embedded into a more systematic analysis of hoswriational financial integration shapes domestarficialisation
processes.
3 This thenhowever, raises questions about the novelty optbeess (e.g. Hirst et al., 2409). Moreover, traati
financial globalization as a merely quantitativepbmenon neglects the crucial qualitative changésancial
markets highlighted by the financialisation litens.
4 The only exception we are aware df is D'Arista0BJ0 She, however, does not write about ECEs.
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Leyshon et al. (2011joint out: “...prioritizing the nation state as container of economic activity
fails to adequately take into account the central paregldy the emergenca the 1980s of a
new international financial system founded upon disintdiamed and securitized financial
capitaism run mainly through New York and London... (pg’18)ontgomerie (2008) makes very
clear that once we consider the global financial netwoitténwand through which financialisation
takes place, relations of power and inequality, ih#te conditons under which inclusion in these
networks takes place, gain centre st&je. writes: “....the US and the UK are powerful global
financial centres which occupy a unique place within kiiead) economy. What happens in Anglo -
American financial markets has profound ramificationstherrest of the world, a point not often
considered in the financialisation literature. ..... For nesta different poltical and institutio nal
complexes alow global finance to proliferate through unegelltions between new emerging

markets and well-established global financial centfps248).

Compared to #asubstantial body of work on the financialisation in CCEs,ahalysis of such a

trend in ECEs is still relatively lmited. An emerginljerature points to similar financial

transformation to those observed in CCEs. For example, IRBOEY)| Powell (2013), Akkemik

and Ozen (2014), and Correa et al. (4012) show the increasddeiment of ECE NFCs with

financial markets. Kalinowski and Cho (2009) pnd Seo ef@ld) highlight the importance of

shareholder value in Kor¢a. Gabor (2D10)|and Karacimen (2015)tpdhe rising integration of

ECE households into credit markets through consumption ahdiming loans. A few authors

have noted the changing behaviour of ECE banks, which imereasingly substituted (household)

deposits for market funding (Painceira, 2[)11, dos Santos)(2009, BI$ 2015).

For Brazi, a growing lterature shows the changingnéie@ behaviour of large Brazilian NFCs,

which have increased their holdings of financial ads®tkiding those of cash), financial income



and expenditures, and have substituted bank lending for mamaing, mostly offshore on

international financial centres and in foreign cuwyefAimeida et al., 2016, Araujo et al., 2012,

BCB (Central Bank of Brazil), ZOlﬂb, Cintra and da Siva F013} Bruno etal., 201|1, Mirangla

et al, 2009). Another characteristic of financialisationBiiazi is the (speculative) operations by

NFCs and banks on the liquid, local derivatives mafket (faahiBorghi, 20(1]9, Prates and Farhi,

2009, Olveira de and Novaes, 2007). Finaly, Brazlian authow® mmointed to the rise in

household lending in the form of both consumption lending andgagms$ to the middle class

Lavinas, 201%, Shicca et al., 20{12, BCB (Central Bank of Br&f},5a). However, these papers

largely inquire into specific financialisation phenomemather than focusing on the drivers and
determinants of these trertiSome authors note the importamtle of ECEs’ insertion into the
global economy, but there is no explcit and systematic demagion of how this insertion
interplays with domestic financialisation phenomena. Maeovery few authors inquire into

whether and how financialisation in ECEs might difieom that in CCEs. Exceptions are

Lapavitsas (2009a, 201L#), Becker et al. (2010), Painceira |(2011), and B@Mi} who point to

the peculiar and potentially subordinated nature of finisai@on in ECEs. For example, Becker

et al. (2010) highlightECEs’ financialised accumulation models based on the reliance on (short-

term) financial capital, high interest rates, and ova®d exchange rates. The authors also show
the contradictions of this model which is characterisedwiohening current account deficits,

external debt, a slow-down of the productive sector, and ultynditeincial crises. Most recently,

Rodrigues et al. (2016) have shown the specific natur@asicialisation in the European semi-

periphery at the example of Portugal.

5 One exception aje Akkemik and Ozen (2P14) whostigate explicitly the determinants of financiatisa in
Turkey and show the important role of the highlcertain macroeconomic environment. However, thegatdink
this result to ECEs’ asymmetric position in the global capitalist system.




ECEs’ asymmetric and subordinated international integration, which constrains national styas
of development and self-determination, has traditonallyntm®lysed in the context of trade
relations and foreign direct investment (at the core dthwistood the ability to develop

autonomous processes of technological innovation) by thebretcitions such as dependency

theory and (Latin American) structuralists (e.g. Baaad Sweezy, 19116, Frank, 11167, dos Santos,

1998] Marini, 1978, Furtado, 19|T9, Prebisch, 194%owever, theséreal economic relations

have been complemented, if not outpaced, by the growth mmatitenal financial markets and
ECEs’ integration into them. Just as their integration through product markets, tisesging
financial relatons have been characterised by dependsnbgrdination and hierarchies.s A
highlighted by Latin Americanstructuralists, “peripherals’ vulnerabilities and constraints are
historical, in that they necessarily change and evolex tevin synergy with change and evolution

in the centres” (Fischer 2015, p. 704).

Several authors, many of them from Latin America (ehclg Brazil), have pointed to the

constraints globalized, financialisedand hierarchic international financial markets impose on

A

capital accumulation in ECEs (e}g. Bond, 1998, Biancareli, |200&rds and Fiori, 1998,

A

Tavares, 2002, Beluzzo, 1198, Cintra and Farhi, PG0@pst frequently these constraints are

seen to operate through their impact on key macroeconomies,pdtich as the exchange rate

and/or interest rates which become subject to structymatard/overvaluation pressures and high

6 This is an extensive literature which cannot bated satisfactorily in this article. For excelleerviews and
critical engagements see, for example, Chilcot@g) 9Palma (1978)Vernengo (2006) Amaral (2013), arld Fischer
2015

7 Although this literature does not always use #rmtfinancialisation, many phenomena it descriresakin and
often precede those setoutin the financialisaﬁerature), drawing on the work by Chesnais, and
Coutinho and Belluzzo (1998) explicitly use themdinancialisation (financeirizgio).

8 According tﬂ(ﬁ) Tavares was the fiis¢ to realize that rather than technological delgacy,
financial dependency, reflected in the financialypoand hegemonic position of the US Dollar andtsas
counterpantECEs’ inability to borrow in their own currency and recurrent debt crisess the real constrainton
ECEs’ autonomous development.[Tavares 2002)| refers explicitly to a new dependency. For aesedf articles in
the tradition of Tavas’ seminal work seef Tavares and Fiori (1998). For a review of her wede alsd

Silva (2010)
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volatility (Coutinho and Beluzzo, 1996, Bresser-Pereira, ITOlEaréa,VZOO:Z, Cintra and Castfo,

2001)). Some of these authors also point to the asymmetuice raft the international monetary

system which grants the country of the top currencyrrdotly the US Dollar) an immense

priviege and financial powef (Carneiro, 2Q[LO, Tavares, [{1985,rdavd 994, Beluzzo, 1998,

Fiori, 2004y. ECEs, on the other hand, are characterised by monetarydisabion which means

they are subjected to heightened external vulnerabilityy inabilty to borrow in domestic

currency, a dominance of short-term portfolio flows, and siraictbalance of payments crises

Biancareli, 2008, Bresser-Pereira, 2(]15, Prates, |P002, Carneiro}|B¥I06z0 and Carneirq,

2004 Tavares, 2002).

This paper contributes and extends this literature by defige the crucial implications this
monetary asymmetry has had for the financial behaviowt ralations of Brazlian economic
actors, and consequently uneven development, in the contekicrefsingly financialised
international financial market$® The notion that different sovereigns’ currencies have a varying

status in the international monetary system is a coneept in International Poltical Economy

(IPE) (e.g| Cohen, 19ﬂ8, Helleiner and Kirshner, 2(J09a, McNamara). Zaf¥8example, Susan

Strange (1971) distinguishes between top, master, negotiated utnad oarrencies. Whereas the
top currency is the uncontested leader of the interndtiomametary system due to its economic
attractiveness, master and negotiated currencies maguenternationdly prominent role either

through direct coercion (e.g., through colonial relationsjfinancial and poltical inducements.

9 For exampl) argues that the Volcker shockin #rly 80s restored US hegemony through
maintaining the attractiveness ofthe US Dollar phwhging large parts of the rest of the world irtoession.
Financial power was, among others, exercised thidbhgextremely liquid US government debt markag t
expansion of American banks and multinationals, astrategic financial and military vision whichdagne
dominant across the globe
10 A related literature which pays attention toifterplay between international power relations fimancial
transformations is that on US imperialisin_(Panietd Konings, 20Qffe.q. Harvey, 20QBPanitch and Gindin, |
However, this literature is not primarily coneed with the impact on ECEs, but rather with thg vexent
financial transformations have been shaped by aimdorced American imperial p0w09) ns a
exception though he does not analyse EQEsent financial transformations.
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Neutral currencies are economically attractive but ddaee the means to become top currencies

Strange, 197[L, Heleiner, ZWJS, Otero-Iglesias and Steinberg, 2013).

The IPE literature shows theexorbitant economic priviegethat accompanies a currensy
positon on the top of the hierarchy. The country with the d¢urrency can afford external

disequlibria which “...anywhere else, elicit a withering “disciplinary” response from mternational

financial markets (Kirshner, 2008: 424). Top currency status comes with an avalled

macroeconomic policy space, which grants it inherent valabiity [((Cohen, 2006, McNamara,

20049).

Interestindy, though, while there ianextensive discussion on the advantages (and costs) of being
the top currency, very lIttle is said about the implicagioof being on the lower level of the
hierarchy in this lterature. Although some of the achged of the top currency might represent
analogous disadvantages for currencies at the lower ehe bierarchy, this condition does not
necessarily need to be the case. Issuers of subordinatedciegrrenight face their own constraints
(or indeed advantages) whiclarmot be necessarily inferred from the pecular conditio ndheofdp
currency:? Moreover, there is relatively little dicussion on theplioations thata currencies’
position in the international monetary hierarchy has the structure of the economy itself
Whereas the IPE lterature offers rich insights into howsthéetural characteristics of an economy
inluence currency status, there is little anal@isthe reverse question. For our purpose this is of

partiular interest with regards to financial marketcttme. Deep and liquid financial markets are

11 The determinants of a currency’s international monetary position vary in the IPE literature. Whereas market based
approaches highlight the attractiveness of a cayr¢hrough its value stability (primarily due towdd

macroeconomic fundamentals) and liquidity and teamisnal networkg_(Helleiner, 20{)8ielleiner_and Kirshner, |
instrumental and geopolitical approaches stileegconomic and political decisions of foreign gmments
[Minh. 2012) Institutional approachds (e.q. Eichengreen. 2018epthe spotlight on the wilingness and abilify o

a currency’s issuerto safeguard its market based attractiveness.

12 There is some discussion of ECEs’ “original siri’, thatis their inability to borrow in their own currency, in the IPE
literature [(Eichengreen et al., 2403). This phermwmeis not directly linked to the literature on radary hierarchies
though.
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crucial to support a currerisy top postion [ (Kenen, 2009, IMF (International Monetary Fund),

2011)). At the same time, however, it is arguably this topimosivhich shapes global financial

relations and with it international monetary asymrastd

Some more discussion OBCEs’ position in the international currency hierarchy and the

implications of this position for macroeconomic policy, captaicumulation and financial

structure can be found in the Post Keynesian IiteraItumr,(HiQQZ , Herr and Hubner, 2(ﬂ)5, Prates

and Andrade, 2013, De Conti et al., 2[)14, Kaltenbrunner, |P015, Dow| 1999266 Fritz e

al., 2014, Prates and Cintra, 20Rferring explicitly to Keynes’ analysis of money in the closed

economy, these authors believe thatencies’ differential position in the international monetary
system is determined by economic actors’ assessment of their international liquidity premium
relative to other currencies. As in the market-based apgpmfa®E, Post Keynesians assert that
the international liquidity premium is determined by currencies’ ability to act as international

stores of value and units of accotft.

Thes differences in currencies’ international liquidity premia, in turn, have crucial implications
for monetary policy autonomy, external vulnerability amértial structure, in particular for
ECEs. As in Keynes’ closed economy, “money rules the roost”. This implies that monetary
conditons in the country with the highest liquidity premigin Keynes’ time the Pound Sterling,
nowadays the US Dollar) wil inluence monetary condtioarcross the globe. The impact wil be

felt strongest in those currencies with lower liquidity pegnthat is, ECES currencies. In a similar

13 For example, Guttmann (2008) notes thating much of the world’s financial capital denominated in U.S. Dollar
helps the US to maintain the deepestand mostllifinancial markets in the world.

14 postKeynesians’ focus on fundamental uncertainty makes them mooeeto concentrate on the store of value
and unit of account functions of money, rather ttieat of medium of exchange. As in the IPE literatithe
determinants of currencies’ international liquidity premia vary. WhereEs Fritz et al. (Zamghlight ECEs’ ability to
run sustainable current account surplyses, De @20til) and Kaltenbrunner (20|15) stress the impdriale of
marketinstitutional factors. Kaltenbrunner (2015) also highlights the importance of currencies’ position in
international debtor-creditor relations.
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vein, any change in international liquidity prefererman lead to large capital and exchange rate
movements that are largely independent of domestic economiitiaaen as investors seek
protection in the currency with the highest liquidityemium. The lowr liquidity premium of
ECE currencies also requires them to offer higher eisterates and/or profitable exchange rate
movements in order to maintain investor demand. Finally,ermg of financial structure, Post
Keynesians have argued that rather than a resuieiofitflationary past (as in many neoclassical
economic accounts ECEs’ inability to issue domestic currency debt is a direct result of their

subordinated posttion in the international monetary hibyarc

These peculiar features of ECHEronetary dynamics, in turn, condition the nature of thepital

accumulation and financial structure, which in turrrpptiate their monetary subordination
Whereas the high interest rates weigh on domestistinest demand and growth, the volatility
of capital flows and the exchange rate undermine thigyabf ECE currencies to perform
international monetary functions. The prevalence ofigoreurrency debt has a similar affect,
since any change in the exchange rate wil incrégS&s real debt burden. This result might not
only lead to short-term solvency and liquidity concerns,alsa require the future generation of
foreign exchange and with it a devalued exchange raiehwurther lowersthese currencies’

international liquidity premiaKeynes’ transfer problem).

In Marxist poltical economy, (asymmetric) monetary ief& are intimately and symbiotically
inked to real capital accumulation and hence processesnesien development!® In this

approach, the concept of international currency hieraishynderstood through the category of

world money |(Lapavitsas, 2009a, Painceira, 2011, Powell, |R013, Lapa\mﬁ? Marx, 1967,

McNaly, 2008| Vasudevan, 2009). World money is a necessary devaiopmine evolution of

15This is also reflected in the fact that many salwin the dependency theory tradition, have tloeits in Marxist
political economy.
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money in the global capitalist market (Itoh and Lapavitd®99| Marx, 196[7). According [to Mafx

(1978) it “serves as the universal means of payment, as the universal means of purchase, and as

the absolute social mamialisation of wealth as such” (p. 242). Countries hoard an internationally
acceptable means of payment in order to be able to particgatecompete in international
markets. The more capitalst accumulation spreads acesgotitd economy, the more countries
need to have access to the warldney’s reserves (Or international reserves as a proxy). Thus, in
Marxist political economy world money is a necessary deveopnfor (and of) international
capital accumulation and the hoarding of it a necessangition to participate in it. This also
means that access to, or indeed issuance of, world moneysconfrtant powers in global
markets. Analogously those who do not have access to world rfdeteir participation in the
world economy severely constrained.

Moreover, in the Marxist tradition there is an orgaritk Ibetween productive and financial

operations. Capital accumulation encompasses both the prodactibrihe circulation sphere,

which stand in an inter-dependent and dialectic relatipnsior Marx|(197R) the credit system

which is part of the circulation sphere, can acceletiagecirculation of commodities and thus the
process of reproduction in general. This means that tlt system, and money that circulates in
it, are instrumental in reinforcing and exacerbating preses$ concentration and centralisation
in capital accumulation. On the other hand, the crediesyslso contains the seeds for capitalist
crises. As real capital accumulation expands, so doegdhé system, but at its own logic and
autonomously from the production sphere. Once the expansidie pfaduction and circulation
sphere become too unbalanced, that is the production of sumples-and its realisation become

too disjoined, crisis ensues.
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provides the organising impetus for the institutional stracthat the world market lack8.This
means, as discussed above, in Marxist political economy ediffet access to world money
fundamentally shapes the nature of capital accumulatiotme global scalé’ For the same reason,
world money crystallises tensions present in the worlkehaand becomes the focus of global
crises. In times of crisis the contradiction betweenntiometary system and the credit system is
revealed as the demand for money (as money, not as capital) increases. In Marx’s words “in times

of squeeze, when credit contracts or ceases entirely, rsodegnly stands as the only means of
payment and true existencsf value in absolute opposition to all other commodities” Marx (1972,

p. 516).

Today’s configuration of international monetary relations is complicated by the fact that not gold

(as in Marx’s time) but the currency of a nation state (the US Dollar) assumes quasi-world money
statust® In contrast to the gold regime, in which gold was the dvawbney and global capitalist
crises were characterized by sudden swings in gold haartt® present international monetary
arrangement, we see arise in the demand for dollar denednigasets, mainly for US public debt

securities, in the moment of crisis . Indeed, most findnciises in ECEs manifest themselves as

16 The world market, which is the universal sphereiiulation of capital and enables the relatiotween national
markets, is structurally different from the domestiarket. It has fewer homogenising mechanis mswef |
institutional practice, custom and regulation thedomestic market and it incorporates relatiohgoaver and
national exploitation| (Lapavitsas, 200&onsequently, the role of money in the world matkas a pronounced
weight, significance and meaning.
171n this regard, the process of capitalist develepincan be directly connected to this aspect otthdit system at
the global scale. Based on Marx’s new material (MEGA), ) argues that the capitalist conipatiat
the global level and the trend for uneven development can be inferred directly from Marx’s writings. In this sense,
capitalist accumulation and the category of capital “reflect the tendency of the capital of the leading state s towards
universal dominance” which is the base for Marxist imperialism theory developed in the beginning of 20th century
(particularly Lenin and Hilferding). This imperigfin theory was, in turn, the major background fer dlevelopment
of Latin American dependency theory.
18 The term quasi-world money (instead of world monieyused to describe the US Dollar because teare formal
agreement, as there was in the era of gold, fou8i®ollar to be the global store of value. Furthae, there is no
clear mechanism of international adjustment asetlvas under the gold regime which has increasezhial
instability [McNally, 2008). According one of the main challenges for political econdmag been, in
fact, to fully explain the role of the US dollar asrld money.
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problems of US dollar liquidity or solvency. This role of th& Dollar as quasi world mongy
however, creates a direct link between the issuer céurtigmestic sphere and the internatio nal
financial sphere. The 2007-8 crisis, for example, becamipbal gfinancial crisis due to the
connection between financial operations undertaken witl@nUS financial system and the global
financial system. This also implies that in contrastfrmovements in the gold era, when there
was no clear group of beneficiaries in the internatiomahetary system, the current arrangement
has one country as the issuer of world money, which prafite those uneven monetary relations
and cements its position on the top of the internationaletapn hierarchy. ECESs, on the other
hand, which cannot issue world money and frequently face gmmeblaccessing it, assume a
subordinated role in international financial relations

In sum, this section showed the important role differentipdises attribute to the existence of
international monetary asymmetries for external adfigist, autonomy, economic structure and
the distribution of the costs of financial crises. Aself yio paper has systematically linked these
international monetary asymmetries to the recemdmd transformation observed in ECEs. This

is what this paper turns to next.

3. From Subordinated Financial Integration to Domestic Financialisation

Capital flows to ECEs have surged over the last decadeyfassing previous waves. According

to the Institute of International Finance, total capikdibws to ECEs increased from US$200

bilion in 2000 to US$1.1 trilion in 2014 (lIF, 201L5). In terms of &mrAkylz (2015) records

that for the period of 2000-13 gross international assetsadmlitids of ECEsgrew by about 15
and 12.5 per cent per annum respectively; their gross badmess expanded by more than

fivefold.
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Figure 1 shows the unprecedented increase in shorteegpital flows to Brazil

Figure 1. Net Short-Term Capital Flows and Current Account Balaité®$ millions)

100.000 = - — = ——

e [ Emgfagrice First signs of
o ® o the ——f——  theUsFed
© 1st Stage of Eurozone \
the Global ‘ Crisis__f
000d Financial

tapering

40.000

20.000

(20.000)

Pick up in

International

(40.000) Capital Flows
J Deepening
(60.000) of the
) Global Eurozone
~—Current Account —4—Portfolio Flows = Other Investments Crisis hit g Crisis
(80.000) A EME
| |
(100.000) ‘ L t
2B 2% 2% %0 B0 %08 0%, 2%, 0. 5.0, B0 B 0 B 2% 2. 0. 8.0 B0 B 0 B 2

Source (BCB 20164)

Cumulative 12-months short-term capital flows surged fammoutfiow of US$8 bilion at the
beginning of 2000 to more than US$60 bilion and US$50 bilion aetite of 2007 and 2010
respectivelyt® Brazl’s total stock of outstanding short-term external liabilities reached US$679
bilion, or 46.1% of GDP in June 2008 just before the failure ofriagh Brothers. This condition
compares to a stock of only 28% of GDP before the Brazilian crisis in 1999. Brazil’s stock of
short-term external liabilities stood at US$883 billion or 39.7%DP in March 2011, before a

further worsening of the Eurozone crisis.

19This process was related to Brazilcontinued capital account liberalization whichridd in the 1990s and
consolidated further in the 2000s_(see e.q. Gold&id Minella, 2005)
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Moreover, flows have been characterized by very highiligldargely resulting from changes in
international market conditio?8. Short-term capital flows picked up at the beginning of 2003 as
liquidity returned to international financial marketsygea in the frst stage of the international
financial crisis when international investors “diversified” into high yielding and liquid ECEs
assets, and contracted dramatically as the failure ohdmetBrothers led to a global liquidity and
funding crunch. Simiar patterns have repeated themseiuesg the Eurozone crisis, as initial
uncertainty led to return chasing and diversificatioto ECES, folowed by an abrupt contraction
as conditons worsened. These dynamics were exacerbated régradimary loose monetary
conditions in the CCEs, which pushed international investorseek higher returns in alternative
asset classes. The effects of external factors aneuaily visible in the last capital flow cycle,

as the first “tapering” announcements by the FED in May/June 2013 led to a renewed withdrawal

of funds from ECEY (Eichengreen and Gupta, 4013, Prachi 20&4)2!

In addition to their increase in size, capital flows to EG&#&e seen important qualtative changes
over recent years. On the investor side, traditonal E@&stors (such as banks and dedicated
funds) have been complemented with a wide range of otl®ogsa including institutional

investors (pension, mutual and insurance funds) and new bfpeutual fund investors such as

exchange-traded funds and macro hedge 1l|4ndS (Yuk,[|2012, Jone, @BiLat Al., 2010). Given

the enormous size of these financial investors, everalh spallocation of their portfolio shares

can have a substantial impact on capital flows to £@Goreover, these different actors have

20 The procyclical nature of capital flows, which a@héven by‘push’rather than ‘pull’ factors, has been discussed
extensively in the literature, including by mairestm economists (elg. Stiglitz, 2¢Q04¥génor, 199§ Cerutti et al., |
21|n Brazl, this last cycle of capital flows hasdmemuch more pronounced in banking than in poatftidiws. This
has been due to two reasons. First, portfolio ibmesshave increasingly hedged their exchange igiteon the
domestic market rather than withdrawing funds. 8elcbanking flows have been exacerbated by theipnsiof
domestic banks, which have increased their int&rnat operations over recent years.
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diverse investment strategies and funding patterns, stikya increasing the complexity of
foreign investment. On the asset side, these investawrs lecome exposed gocomplex set of

domestic currency assets, including domestic currencyresgivebonds, equities, derivatives and

the currency itseff as in the notorious carry-trade @menon [(Akylz, 2015). For example,

foreign investors’ participation in the Brazilian stock market increased from below 25% at the end

of 2003 to more than 50% at the end of 2G24.

Thus, over the last decade, foreign capital has permeateglyenew areas oBrazl’s economic
(and indeed sociallift and by doing so findamentally changed the country’s economic and
financial structure. To illustrate this transformatiygower of foreign capital and Brazil’s
subordinated position with regards to it, the next two sectomeyse its relation to the recent
changes in the financial practices of two key economientag banks and non-financial

corporations.

3.1. Reserve accumulation and the financialisation of banks and households

One of the most substantial changes in internationahdial relations since the milennium is the
vast accumulation of foreign exchange reserves by EEXHS’ total stock of reserves increased
from US$0.5 trilion in 2000 to US$8.1 trilion in 2014. Figure 2 shdhe surge in foreign

exchange reserves in Brazi, which rose from US$50 bilio8004 to US$364 billion in 2014.

Figure 2: Foreign Reserves and Monetary Steriization Operafi@sos)

22 This changing nature and increased complexty t&rimational capital flows raises the question wketie are
observing a distinct ‘international’ financialisation process which goes beyond a mere increase in cross-border
capital flows
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This vast accumulation of reserves (mostly in US Dolae direct outcome of bo#CEs’ surging
financial integration and its subordinated nature. Indepgndetheir current account positions
ECEs have been net recipients of capital inlows ®ill3 leading to an excess of foreign
exchang@3 Rather than letting this excess be absorbed in the doneesihomy, ECE central
banks have accumulated‘vear-chest of foreign exchange reserves. First, the unprecedentd an
massive wave of capital inflows relative to the size doimestic fihancial markets created
unsustainable pressures on domestic liquidity, asset padsthe exchange rate. Reserve

accumulation (and consequent steriization operationsghsoto contain these. Second, as

23 Reserve accumulation can originate from the ctimenount or the capital account or both. In costtta what
would be advocated by neoclassicaleconomic theecgnt capital flows to ECEs have gone far beybede
countries’ needs to finance current account deficits. To the contrary, the strongest recipients were those with current
account surpluses, leading to excess reservesig BGEs. This has changed since 2013 when the caitan of
monetary tightening in CCEs, lower commodity prieasl the slowdown in China has led to capital owtl.
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discussed in section 2, being at the lower rungs of gmnational monetary hierarchy means that
ECEs have to be prepared to face large and sudden flightscuniencies with higher liquidity

premia (or into world money), frequently unrelated to economiaditons. Reserve accumulation
IS anecessary precaution to satisfy this demand and avoidcasste impact on the domestic

economy (for an analysis of the demand for ressefrom a Post Keynesian perspective see, for

example| Carvalho (2009)).

This reserve accumulatipras one manifestation of ECEs’ subordinated financialisation, however,
has had crucial implications for the structure and hbetmavof the Braziian domestic banking
system. In order to control the monetary expansion from itgfoexchange purchases (and hence
the potential inflationary pressures), the Brazilamtred bank (BCB) engaged in extensive
monetary sterilisation operations. That is, it undertookrgel amount of repurchase agreements
(repos) offering public debt securities to the domestic barggymstem in order to drain the excess
of bank reserve¥! As can be seen in Figure 1, the outstanding stock of repos redyrtted BCB
increased from R$58 bilion in 2004 to R$858 billion in 2014. Moreover, itardgs was closely

related to international capital fiow movements.

Compared to cash, repos, which are interest bearing assets laffeer profitability (most of the

time very closeto the basic Braziian interest rate the Selic). Atghme time, they are very liquid
as banks careconvert them into cash with the central bank at verydogt and pretty much any
time. This promise of liquidity on the asset side of thwglance sheets, which is particularly

important in moments of crisis, bolsterbanks confidence to increase their own liabilities. Thus,

24|n these sterilisation operations the central baffdrs the banking systempublic debt securitish( a
commitment of future repurchase) against cash.@per under the institutional framework of an Itk
Targeting Regime (ITR), thBCB is institutionally bound to engage in these statiion operations to reduce the
inflation pressures stemming from the expansiothénmoney supply from its FX purchases. Thus, auddcargue
thatan ITR institutionalizes the financialisatidgnamics described in this paper.
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through their portfolio management techniques, Brazliamkbased these short-term assets from
the central banlasa form of collateralto issue new liabilities. In order to match their repo asset

positions, these issues were mainly in the form of shant-tsecurities, predominantly certificate

of deposits| (Painceira, 2012

Figure 3 shows that the rising repo stock recorded by the \B&Bmirrored by an increase in

banks’ inter-financial positions of liquidity. According to BCB (2016b) ddtese inter-financial

positions are essentially composed of central bank repos, hdneh made up more than 80% of
inter-financial positions since 2006 (the other categoriespasitions on inter-financial deposits

(DIs) and on foreign currencs.

Figure 3: Brazilian Banking System Main Assets (R$ milion) defated by the IGR-

25 During this time repos have replaced Selic-indegeiblic bonds (LFTs) as the main shtiim asset on banks’
balance sheets. The share of LFTs in the Brazilamestic public debt fell from more than 50% in ¢aely to
2000s to only 7% by the end of 2014. Before resanmimulation, LFTs were crucial for banks to ratig their
interest rate risk. Similarly to LFTs, repos hawswlow interest rate risk due to their very shuoaturities.
However, they offer some additional benefits tarthelders. First, holders of repos have directesacto central
bank liquidity, which becomes patrticularly importam times of crises. Second, they can obtain eapgiains
through short selling the debt securities whicheaectollaterals in these repo transactions.
26 Figure 3 shows bankdata at the level 2 of disegaftion and represents the four major asset classBmazilian
banks’ balance sheets. Repo positions can be seen through the level 3 of the disaggregated bank data, which is the
last level publicly available. For more details 8&8
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Notes: The banking data analysed include the wihaleking system, except development barikse IPG-M is

Brazil’s main general price index and includes variations in both consuamd wholesale prices.

These inter-financial positions also co-moved signifigamtith the cycle of international capital
flows. After an inttial increase unti the global ficded crisis of 2008 and contraction afterwards,
repo holdings by banks rose further as developmientee Eurozone crisis and the expectations
of US tapering led to a renewed surge in capital flows. gteee of total bank assetanks’ inter-

financial positions rose from 11% in 2005 to a peak of 20% in 200®iw#ke of the global

financial crisis?’” The share had stabiised at 18% by the end of 2014 (BCB [2016b).

Overall credit operations (credit operations and other crigghits) also saw a continuous increase.

In principle, this increase should be beneficial for chptecumulation as companies are

27 For more details on those interventions in a coatpee perspective with South Korea, [see Paind@isdd).
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traditionally the main demanders of bank loans. However, asilwsee below, the structure of

bank credit in Brazil has changed substantially ovemtegsars.

Figure 4 shows how banks used these very liquid (andshtéesaring) assets tteveragé and

increase their own funding.

Figure 4: Main Types of Banking Deposits (R$ million) deflated by HR&-M
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Notes: Bank deposits are the mdiem of Brazilian banks’ liabilities (around R$L.8 trilion at the end of 2014). The
other categories are repo obligations (appR#é.4 trilion at the end of 2014), other obligatiofessentially various
types of obligations and obligations in the forenrency portfolio (FX loans are notincluded; epp R$1 trillion
at end of 2014) and obligations with loans anddfars (essentially FX loans and governmental temisstanding at
just overR$660 bilion at the end of 2014).

Time deposits, which are mainly composed of certificates of deposse significantly relative
to the other deposit categories. Certificates of depositseargities issued by banks that can be
consideredbanks’ own liabilties. Al deposits are banking liabilities in as mual banks have
obligations to depositors. However, only liabilities issued bk&asuch as certificates of deposit

or financial debentures, abenks’ own liabilities, because their issuance is primarily determined
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by banks’ portfolio decisions (while the other liabilities are tcamé extent determined by the
creditors or clients of the banks). Figure 4 also showstltkae deposits rose concurrent to the
rise in capital inflows and the central bank repos on banks’ balance sheets. One can observe some
decline in time deposits after 2011 due to the subdtaih@p in the Selic (which favoured savings

deposits) and a rise in real estate bils (recursos dg letbiliarias)?®

This additional borrowing, in turn, allowed banks to inflateo diee asset side of their operations.
Brazilian banks used the steriisation bonds, issued bgehgal bank to deal with the adverse
consequences of reserve accumulation, to expand their dancdvaheets. Moreover, given the
short-term nature of these steriisation boandd hence banks’ borrowing, their new assets also

remained relatively short-term.

Figure 5 ilustrates how theanks’ changing funding pattern influenced their credit allocatiol
shows the dramatic switch in credit alocation frgmnoductivé lending to industry (traditionally
more long-term), to more short-term consumption and housinding. This switch would have
been even more pronounced if one discarded the increasdustryn funding provided by the
Brazilian Development Bank (BNDES), which traditionally one of the most important sources

for industrial loans in Brazil, after 2039.

Figure 5: Brazlian Financial System Credit Allocation— Main Items (%)

28 The latter category can be considered a typeef tieposit though.
29 Obviously, thechange in banks’ funding structure was not the only reason for the increase in consumption
lending. Some policy measures, such as the pdgraling operations (creditos consignados), whieteled the
interest rates for a relevant share of households,and Brazil’s traditionally high interest rates, which constrain
productive sector borrowing, have also influenceid $hift from productive to consumer loans. Ecoicognowth,
the rising real minimum wage and the profitabil@fthese loans also contributed to this trend. Hewewithout
the expansion ofanks’ balance sheets through the BCB’s sterilization operations and the shortening of their
funding structure, accommodating the rising demmmchousehold credit would have been much morecdif for
banks.
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Notes: In contrast to the banking data presenteigures 3 and 4, these data also include the tpesaby
development banks, including lending by BNDES

As banks’ liabilities became more short-term, due to their repo postitesy tried to match this
changing maturity of their funding with their new agsesitions. Household credit, which usually

has a shorter maturity than manufacturing credi, alovedhtto do so.

It is interesting to note, that in the sequence describededanks’ behaviour is in ine with what
has been put forward by Post Keynesian banking theory. §hiitigbanks’ asset postions that
drive their liabilities (rather than the other way mbus in neoclassical theory). This is so because
in the first instancejn ther repo operations with the BCB, Braziian banks lend motenking
reserves) to the central bank, backed by domestic publcsdelnities as collateral, which they
can then use to issue therr own (more short-term) ligslit Binks’ changing and expanding
liability structure then shaped their asset allocatiobut the initial impulse came from their

lending operations to the central bank as part of its séidiz (repo) operations.
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Above discussion set out hoBrazil’s subordinated financial integration, manifested in the large
reserve accumulation, induced banks to stretch their dealsimeets, rely on more market funding
and substitute firm for household lending, al of which amnsformations akin to the

financialisation phenomena highlighted in the lteratufable 1 summarises the argument.

Table 1: From Reserve Accumulation to Bank and Household digfiaation

Reserve Accumulation through capital flows or current

accountsurplus

Increasein liquid assets (government debt) held by banks

Expansionof banks' own liabilities at s hort maturities

Expansion of banks' assets with short maturities

Expansion of banks' balance sheets, reliance on market
fundingand household borrowing > Financialisation

At the same timeit was these same transformations that faciitatBehzl’s rising financial
integration. The short-term financial assets on doméxtias’ balance sheets, which could be
easily resold at little cost, granted the banks room for mar@eand thus reduced theisk to act
as counterparties to foreign investors. This was partiguthe case during market turmoil when
repos alowed banks to easily access central bank liquidiougih open market operations. This
reduction in banks’ balance sheet risk made them more able and wiling to capture foreign

resources thus stimulating further capital inflows.

Finally, there are two important mechanisms through wthehprocesses described above could
have contributed to exacerbating uneven development and toegmdBCES subordinated

international (monetary) posttion. First, reserve acaiioul implies a constant resource transfer
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from ECEs to CCEs. Whereas ECE central banks hold lowinggldsafe and liquid CCE

sovereign bonds, foreign capital flows generate substangtiains which are repatriated abroad

Painceira, 20(113, Carvalho, 2Q39)At the same time, sterilization operations lead to aedse

in public debt whose service negatively weighs on E@desl capacity (Cardoso de Mello, 1998).

Second, the substitution of productive loans by household lodusrsaly affects capital

accumulation, negatively weighing on ECEgowth potential.

3.2. External vulnerability and the financialisation of non-financial corporations (NFCs)

The second manifestation of ECEs’ subordinated financial integration is their vulnerability to large
and sudden capital and exchange rate movements frequashtlpendent of domestic economic
condttions. As indicated in section 2, this external wulnétabhas traditionally been analysed in
the context of ECEs’ mability to borrow in their domestic currency, their “original sin”, which

made (international) investors waalout ECEs’ repayment capacity.

For neoclassical theoristhis “original sin” was the result of misguided economic policies which

caused information asymmetries and moral hazard (Krygd@8g, MacKinnon and Pil, 1998),

and/or weak domestic institutions (Burger and Warnock, R006)efdhe, the maintenance of

sound economic fundamentals, the development of credible dornsstistions, and the retreat
of the state from the market more generally should red@@Bs’ external vulnerability. At the

same time, the switch from foreign to domestic currendyt, gehigh level of foreign exchange

30 |ndeed, as Yu (2013) shows for the case of CHE@ES are ultimately very limited in how they caretisese
international reserves given the need of centrakb&o match, as much as possible, the foreignnresessets on
their balance séet with thér domestic liabilities (debt securities, includetdatthey have to issue (or use) in order
to purchase thesereserves. This is exacerbatéldelfgct that in many cases these reservebarmmwed’ reserves,
thatis accumulated largely from capital inflowsievhcan be reversed anytinie_(Carvalho, 4009)
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reserves, and the development of domestic financial markets thought to help stabilize

international capital lowg (Cabalero et al., 2{)04, Goldsteth Tamner, 200‘4).

Figure 1 showed earlier that this has not been the caaddiiion to their massive surge, capital

fows have been characterized by high volatilty, largehaped by conditons on international

financial markets. For the case of Brgzil, Kaltenbrunnad Rainceira (2015) show that this took

place irrespective of Brazil’s sound fundamentals, the massive accumulation of foreign exchange
reserves and the switch from foreign currency to domesticency debt! Indeed, Brazil had

become a net foreign currency creditor, neverthelessmiined subject to the violent swings of

foreign capital.

The consequences were nearly as violent exchange ragenent¢. Figure 6 shows the Brazilian
Real and the VIX, a measure of the implied volatility offSB00 index options and widely used

indicator of international market conditions.

Figure 6: Brazilian Real and VIX

31 Of course, these swings could have been even bigifeout the accumulation of FX reserves and deepe
domestic financial markets. However, if the aim waseduce, or potentially even eliminate, the tilitka of capital
flows, these measures were arguaiflyimited success.
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The Brazilian Real (BRL) appreciated from nearly R$3.6hathieginning of 2003 to close to
R$1.5 to the US Dollar in August 2008, but it then lost about 608 agtil the beginning of
December 2008 during the worst of the international finhroigis. The BRL had regained most
of this loss by mid-2011 to depreciate by 16%, during the worsesfirthe Eurozone crisis in
September 2011. This depreciation accelerated in the middle of &fli3he first signs of §
monetary policy normalization, and further in the end of 2014tal@esharp drop in commodity

prices and rising domestic poltical and economic uncertainty

Just as reserve accumulatidBrazil’s continued external vulnerability is the result ofrting and
subordinated financial integration. On the one hand, tissivea stock of foreign capital in the
Brazlian economy meant that any change in internatianarket conditions and reallocation of

international portfolios had strong repercussions on theliBra economy. On the other hand, the
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nature of these foreign investments continued to be shap®iahls subordinated position in
the international monetary and financial system. ,Fidthough increasingly denominated in
domestic currency (in an apparent move away fronE@i&s’ original sin), these investments had
remained short-term and concentrated in high yielding vafadile asset classes. For example,
athough lengthening, the average maturity of Brazil’s domestic public debt was at approximately
4.3 years in 2014, one of the lowest among ECEs. The avegrtgeatymin Russia, South Africa,
and Mexico was 6.3, 14.2 and 8 years respectively (BIS, 204kihg into account the BCB
monetary steriisation operations (repos) the averagerityatirops even lower to 2.7 yeafs.
Stock market and derivatives investments are inherentlye sbort-term as their main revenue
comes from trading and securing the consequent capital Hais short-term nature the result
of ECE curren@s subordinated position in the international monetary lshyals international
investors are not prepared to commit longer-term funds. $taidrities allow quick and easy
resale in the case of a changing international risk environment, ‘compensating’ for ECE currencies

lower international standing.

Second, the majority of investments into ECEs remain funasedCCE currencies, most

prominently the US Dolar, the world money. Due to its posiwmnthe top of the international

currency hierarchy, the US Dollas the world’s most important funding currency [Shin, 2016,

32 This maturity difference indicates that there soene specificities in Brazil which have reinfordda very short-
term nature of its assets. The first specificityBiazil’s hyperinflationary history which saw the development of an
institutional arrangement which linked most final@ssets to government bonds remunerated at ther&e. This
meant that these government bonds faced no inteagstisk, which ha‘crowded out’ the development of other
assetclasses (in particular fixed income seca)itigth a longer maturity (normally the longer tiaturity of an
assetthe higher its interest rate risk). While rifa¢urity of domestic public debt has increasedes,ithis
institutional structure has remained in place @liph not subject of this paper it is important tdenthat this
institutional structure has also created severetications for Braziian monetary policy (see fLopreato (2008),

Oliveira_and Carvalho (2010)). Second, the exs¢enftan active repo market, 95% of which is tradeernight
BCB 2016c), has had a similar effect as the liguidnd attractiveness of this market has weighethe
development of longer maturity assets. Finally, Brazil’s high interest rates, in particular on the short end of the yield
curve, have maintained the attractiveness of steom-assets.
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McCauley and Zukunft, 20(8). Its high international liqyidgremium alows US agents to offer

low interest rates and secures the stabilty of ilsevaluring periods of rising uncertainty. At the
same time, the US’s deep and liquid fihancial markets offer a wide range sifumerns to
investors. The US Dolar role as theworld’s main funding currency, however, means that any
deterioration in international liquidity condtions, and,aaresult, in funding constraints, wil lead
to rising demand for the greenback. Investment currenciels as the Braziian Real, on the other

hand, are subject to latent depreciaton pressures asa@gioration in international market

conditons wil result in seling pressures (for empirieaidence see, for example, Kohler, 2010).

This vulnerability to large and often unpredictable chpital exchange rate movements, however,

fundamentally shapesonomic agents’ relations with financial markets|(Coutinho and Beluzzp,

1994} Fiori, 1998). As indicated in section 2, over recent yeageXl&8razilian NFCs have become

very active on financial markets, both on the asset anthbility side of their balance sheets. To
protect themselves against adverse exchange rate movemgnisting NFCs have increased their
holdings of short-term financial assets and cash and opeayat¢he local derivatives market to
hedge their expected export revenues or shortfalls. Ertiggubtential gains on the exchange rate

these operations have turned speculative in some camsemlgleo substantial losses and near

bankruptcies during the international financial crig&arhi and Borghi, 2009, Cintra and Fathi,

2009). On the liability side, Brazilian NFCs have ratchatedtheir foreign currency borrowing

on oftshore markets. The Bank for International Settlesne(@IS) shows that these external

liabilities were partly related to carry trade operationsaziéan NFCs borrowed offshore in US$
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in order to invest in domestic currency assets, taking ntmy@ of both high interest ratesdan

favourable exchange rate movements (Bruno and Shin,| 2915).

Again, not only did Brazl’s subordinated financial integration shape the behaviour of domestic
economic agents, but it was the operations by these ageiais underpinned further capital
inlows. The derivatives operations of NFCs acted as opamt@&s to the operations of financial
actors alowing them to further expand their positions. héndaseof ‘speculativé FX positions
domestic banks most frequently acted as counterpartiesis lcetke, banks would incur losses on
the exchange rate, but would make significant gains orntbeest rate margin by borrowing
foreign currency offshore and lending it on to domestic comparidomestic banks could square
these positions again with foreign investors, speculatingthe exchange rate. In the case of
‘hedging positions, it was either banks or indeed foreign investors tabk the counterparty,

taking advantage of favourable exchange rate movements.

Finally, the financi& operations of NFCs provide the clearest examples of howcifiiaation

potentially cements and exacerbates uneven developljent.r 2008) shows for Argentina,

Mexico and Turkey that financial investments have crowdad real investments, thereby

reducing capital accumulation. In a similar vein, NFCs’ losses during financial market turmoil
have negatively impaetl growth. Even if certain fractions of domestic productiveitab can take
advantage of increased financial penetration, others mightbe able to do so. In that sense,
financialisation might lead to a bifurcation in the N&F@orld, with large, sawy frms being able

to take advantage of new financial opportunities, whereadesnand medium sized enterprises

33 Anotherreason that Brazilian NFCs tap internalarapital markets is closely related to monetargadination
itself. Due to the high interest rates and shamiteature of Braziian domestic-currency assetsGNFesort to
borrowing on international financial markets predcantly in foreign currency.
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lack the expertise and financial resources to effegtivplay the game| (Powel, 2013). This

implication echoes older arguments that financial disinediation (that is, the move from bank

to capital-market financing) wil exacerbate the unevesn®f credit and lead to heighte ned

dynamics of inclusion and exclusio|n (Rethel, 2”)10, FrendhLayshon, 20d#, Boyer, 2007).

Besides these implicationfr the ‘real’ economy, financialisation also arguably cements existing

international currency hierarchies and the ECS&igbordinated position within them (Tavarges,

199€1| Braga, 1998). Whereas the D@lar’s role asthe world’s most important funding currency

grantsit substantial value stability, the opposite is the casénfamcfialised investment currencies

facing latent depreciation pressures and the likely largesudden loss of value during periods of
market turmoil. These latent depreciation pressures mate¥néitional) investors reluctant to

commit longer term funds to these currencies or indeedsdothem asa funding currency,

cementing their subordinated posttion in the internationametary hierarchy.

4. Conclusions

This paper has argued that recent changes in theifithapractices and relations of Brazilian
economic actors have been fundamentally shaped by tlegraitibn into the world economy and
the subordinated nature that this integration has takenilustrate its argument, the paper
presented two processes. The frst process was that oleresmcumulation and the
financialisation of banks and households, and the second preasdbkat of th&ECEs’ continued

external vulnerability, which has served to intensiifie financialisation of NFCs. The analytical

framework underlying i analysis has been the concept of international curréigrchies
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which is central to International Poltical Economy and Postriésian and Marxist poltical

economy.

In carrying out such an analysis, the paper has attentptechke several contributions to the
iterature on financialisation. First, it has presenteijhts into the distinct nature and processes
of financialisation outside the Anglo-Saxon core. émphasised in particular the differential
processes and mechanisms through which financialisahioBCES has developed. Second, the
paper has extended analyses of the connection betweetiafisation and cross-border capital
flows. In contrast to existing work, it has focused on thepiets of capital and the implications
of international financialisation for domestic finariciand economic structures. Third, by
emphasising the close connection between international tamgneconstelations and
financialisation, it has frmly embedded the analysighinv a critcal analysis of money, a
contribution that has been conspicuously missing from thgrig of the financialisation
iterature. Finally, and perhaps most importantly, it has shthah not only is financialisation
fundamentally shapebly ECEs’ subordinated position within the international financgbnomy

but financialisation itself cements this posttion anecexbates uneven development. This works
both through the ‘real’ implications that financialisation has and by thé re#iforcing processes
within financial markets themselves. This last poisbahows the potentially important policy

implications of our analysis. In line with what has beegued by critical (Latin American and

Brazilian) scholars for many years (e|g. Fritz and Prates, |[4013, PaihaOaampo, 2008,

Gallagher et al., 2012, de Carvalho and Sicsu, [P004, Ferrari Fiho}| 2&®8 and Cintra, 2009),

in this view the prudent, comprehensive and potentially pemnbamanagement of capital account

openness becomes a precondition for sustainable developmensspsoe@ad potential catching

up.
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