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LATE NEOLIBERALISM AND THE GLOBAL FINANCIAL CRISIS 

 

Prof. Dr Ec. Sc. Atanas Leonidov 

 

In a number of lectures and papers Lord Turner wonders whether modern 

finance has become a "rent-seeking" industry, which is the economic term for 

"parasitism". By "rents" economists mean gains made possible due to the modern 

finances’ role of a "brake" or a "leech" and not due to real economic input. 

Charles Ferguson, "Predatory Nation" 

 

The term "neoliberalism" is used in economic literature to denote a single 

phenomenon. However, this leads to oversimplification of its content. We believe that 

there are grounds to distinguish between two periods in the development of 

neoliberalism: early period and late period. Two main arguments warrant such a 

distinction. The first has to do with changes in the economic and social policy of the 

bourgeois class, and the second accounts for the significant changes occurred in the 

structure of financial capital and the financial oligarchy in the Anglo-Saxon world 

(the US and the UK) in recent decades preceding the global financial and economic 

crisis.  

Early neoliberalism appeared on the historical scene in the late 1920s. As a new 

phenomenon of socio-economic thought it arose as a result of the disastrous 

consequences of the global economic crisis of 1929-1932. This necessitated the 

reconstruction of the bourgeois political economy. In addition to the emergence of 

Keynesianism, this reconstruction was reflected in the further development of liberal 

views on economic life.  

The early neoliberalism did not abandon the ideas of classical liberalism in terms 

of maintaining the internal stability of the market economy and the effectiveness of 

price information and price mechanisms. Alongside this, however, given the new 

economic realities, redefining some basic principles of classical liberalism was 

required. This concerned primarily the revision of the laissez-faire principle and the 
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"invisible hand" of the market. The postulate of the automatic functioning of 

competition was also revised.
1
  

The beginning of late neoliberalism was marked by the coming to power of the 

conservative government of Margaret Thatcher in Great Britain (1979) and the 

administration of Ronald Reagan in USA (1980). 

Unlike early neoliberalism, characterized by measures for social reformism, late 

neoliberalism focuses on actions defined by the pursuit of class revenge and 

revocation of the social benefits obtained by hired laborers through methods of 

violence. This is a line particularly pronounced after the collapse of the communist 

system in the Soviet Union and in Eastern and Central Europe.
2
  

The large-scale privatizations carried out in 1984 in the United Kingdom by the 

government of Margaret Thatcher were marked by the concept of "people's 

capitalism" where the citizens were encouraged to acquire shares. However, 

characteristic of the Conservative government was the use of forceful methods 

directed against the BBC, universities and local authorities. The main targets though 

were the trade unions, especially the National Union of Mineworkers led by Arthur 

Scargill. 

Despite playing to the liberal rhetoric of people’s capitalism, the government of 

Margaret Thatcher went down in history with the brutal curbing of the mineworkers' 

strike led by Arthur Scargill. On the occasion of the 30th anniversary of this strike the 

Sega newspaper covered the event as follows, based on materials in foreign media: 

"The dramatic year-long strike by British miners left behind victims, devastated 

biographies and a deep rift in society". 

Under the heading "Margaret Thatcher – Freedom Fighter" the April 13, 2013 

issue of The Economist dedicated a special material on her role in politics. The article 

outlined several achievements: reduction in inflation rates which dropped) from 27% 

in 1975 to 2.4% in 1986; reduction in the number of working days lost due to strikes 

from 29 mln to 2 mln in 1986, reduction in the highest tax rate from 83% to 40%. 

However, the article does not forgo mentioning some negative sides of the 

longest lasting government in the UK: the authoritarian style and methods within 

                                         
1
  “In place of the automatic harmony of the "invisible hand", ordoliberalism puts the visible hand 

of the state, which exercises permanent control on the structure of competition” 

(Handwoerterbuch der Wirtschsftswissenschaft. 1980, S. 45.). 
2
  To avoid misunderstandings, we consider it necessary to draw attention to the fact that in the  

US representatives of the reformist movements regard themselves as liberal economists. On 
the other hand, economists not only in the US but also in Western Europe, who have 

essentially conservative ideas and defend the existing social and economic status quo, claim 
nonetheless to be successors of the economic liberalism from the era of free competition 

capitalism. 



Articles 

 
7 

 

Thatcher’s own party. Further on in the article it is pointed out that "Her reforms 

sowed the seeds of the current economic crisis. Without Thatcherism the big bang 

would not have happened. Financial services would not have become such a large 

share of the British economy and the country would not have struggled with the 

burden of individual debt caused by excessive borrowing and national debt incurred 

in order to carry out operations to prevent insolvency of the banks... Due to the crisis 

the pendulum is swaying dangerously far away from the principles followed by Mrs. 

Thatcher. In most rich countries the share of the public sector in the economy has 

persistently increased." (Margaret Thatcher – Freedom Fighter. 2013 p.3/3) 

The policy of the Federal Reserve in the grip of market fundamentalism: 

the unconventional position of Nouriel Roubini 

The governors of the US Federal Reserve under Chairman Alan Greenspan 

attached great importance to the concept fetishisizing the unrestricted ability of 

markets to quickly self-correct and eliminate emerging imbalances. From this 

neoliberal creed logically follows the conclusion on the need to minimize the role and 

functions of the state and its authorities, or even their complete non-intervention in 

economic life. In the efficient market hypothesis in particular, these untenable views 

are brought to absurdity, which became evident from the collapse of financial markets 

and the US banking system.  

There is a tendency towards explaining in oversimplified terms the crisis in the 

global financial system as a consequence of the effect of individual factors considered 

in isolation from their overall system context.
3
 We are witnessing attempts to explain 

the crisis by the greed of individual financiers and bankers, by their indiscriminate 

pursuit of personal enrichment. The actual existence of such pursuit cannot be denied. 

But the flaw in this approach is that it does not seek to identify a connection with the 

inherent laws of the capitalist public system. The striving for higher profit determines 

the behavior of businesses, but it is naturally contingent on the bourgeois economic 

relations. Ignoring this fundamental factor leads to a superficial interpretation of the 

global financial crisis as an entirely subjective psychological phenomenon.  

The collapse of the global financial system is the logical result of changes of 

                                         
3
  Not surprisingly, this approach has been criticized in literature. In a 2009 report by 

UNCTAD on the global economic crisis, it is rightly emphasized that the reasons for this 

crisis are undoubtedly more complex than suggested by some simplistic explanations 
focused on the failure of the government. In this context, further on in the same report it is 

stated that "neither excessive liquidity nor global excess from savings can explain the 
collapse of the financial system as a result of the expansionary monetary policy in the US" 

(UNCTAD, 2009, p. XI). 
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institutional and structural nature accrued primarily in the US economy, but also in 

other developed capitalist countries in the course of three decades. One of these 

changes is the removal of institutional constraints imposed after the Great Depression 

of the 30s of last century aiming to counteract strong turbulence on the financial 

markets. Banks were not allowed to carry out unrestrictedly both commercial and 

financial operations, and restrictions on the movement of capital flows were 

implemented. But as we will see, a key factor for the crisis is the excessive expansion 

of the financial sector. 

Last but not least, we should point out the fact that the collapse of the global 

financial system is a logical result of the deeply-seated American belief in the 

unrestricted free market with its alleged ability to automatically self-regulate and 

ensure stable development at national and global level. 

The gradual lifting of) restrictions on the movement of capital flows which 

started after the 80s and the subsequent increase in the volatility of financial markets 

culminating in their collapse at the end of the first decade of the new century fit in 

with the ideology of the extreme market fundamentalism with its blind faith in the 

efficiency of deregulated financial markets. 

The quintessence of this ideology, advocated by representatives of the Chicago 

School, was adopted by the governors of the US Federal Reserve.  

It is precisely this untenable dogma preaching apologia and fetishisizing of 

market forces that was elevated to the height of unshakable wisdom in American 

society in recent decades. Indeed, this extreme neoliberal creed has given rise to the 

efficient market hypothesis (hereinafter EMH). In its strong version it was uncritically 

used as something corresponding to the common sense in the policy of the Federal 

Reserve under Alan Greenspan. 

Indicative is the fact that, given the numerous signs of the looming financial 

disaster, and despite repeated warnings, including the whistle blown by the governor 

E. Gramlich, no measures were taken to prevent the collapse of the banking system in 

USA. Alan Greenspan’s leading role in the practical implementation of late neoliberal 

fundamentalism in Federal Reserve policy has a special place in the book of famous 

American researcher Nouriel Roubini. 

"The markets know best and Alan Greenspan, probably the most prominent 

advocate for a self-regulating financial system, argued that markets would take care 

of things, and warned in 1997 that when it comes to financial innovation "we must be 

very cautious in passing legislation or creating regulations that would unnecessarily 

hinder market development"." And further on, "Greenspan even spoke in support of 

high risk loans, arguing in 2005 that lenders are now fully able to effectively assess 

the risk posed by individual customers" (Roubini, 2010, p. 33). In this regard, he 
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noted that "these remarks seem ridiculous" and continued: "In reality, financial 

innovations have made the question of whether lenders have shown concern for risk 

assessment irrelevant: lenders have rather sought to lend out funds and keep these in 

their accounting books; banks and other financial institutions granted loans, 

regardless of the creditworthiness of their users" (ibid). Then they continued to 

channel the loans towards Wall Street, where these were converted into more 

complex and esoteric securities and then sold worldwide to trusting investors unable 

to assess the risk of the original loans. "Securitization was the name of the game, and 

banks and other Wall Street companies charged heavy fees, while passing the risk 

onto imprudent investors" (ibid).  

According to Roubini, rating agencies like Fitch, Moody's and Standard & 

Poor's could have prevented this from happening. But they have not done this, 

because they also received large fees from the securitization process. Instead of 

criticizing this convenient relationship, Greenspan and other proponents of financial 

innovation gave their blessing to it (ibid). 

Greenspan is rightly blamed for two other serious wrongdoings. The first relates 

to the fact that instead of countering the spread of securitization, it was given the 

green light. This led to flooding not only the US financial sector, but also the global 

economy with high-risk assets. 

According to Roubini, the second lapse concerns the Federal Reserve’s cheap 

money policy which caused a sharp drop in the interest rates of the loans to the 

financial system. From the beginning of 2001 to mid-2003, the interest rate of the US 

Central bank was reduced by 5.5%. Subsequently, interest rates were preserved for a 

long period at a low level. This was a factor for increasing the instability of the credit 

and housing boom. Despite the fact that over the period 2004-2006 long-term interest 

rates and fixed mortgage rates barely moved, measures to tighten fiscal policy failed 

to produce the desired effect. 

Summarizing the effects of the many sources of money abroad Roubini notes: 

"Over the past decade large reserves from savings were accumulated in China, Japan 

and Germany, which were lent back to the US to finance budget deficits and 

excessive borrowing by households and corporations. In fact, China lent America the 

rope to hang itself with" (ibid, p. 33-34). 

It is clear that the views of Greenspan did not reflect the actual operation of the 

markets, especially the financial ones. The roots of these views are found in the EMH 

fiction with the resulting inconsistent conclusions in terms of recommendations for 

the complete abstention of the Federal Reserve from intervention.  
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Efficient market hypothesis – genesis, essence and basic forms or versions 

Given the key importance of this hypothesis and the recommendations made on 

its basis on the policy of the Federal Reserve, we need to analyze in greater detail its 

theoretical nature and substance. 

In financial theory, the efficient market hypothesis is associated with the 

assertion that financial markets are information-efficient markets. This means that it 

is not possible to constantly or sustainably achieve results that exceed the average 

market performance. There are three forms or versions of the hypothesis: "weak", 

"semi-strong" and "strong." The weak EMH claims that the prices of tradable assets 

(e.g. shares, bonds or property) already reflect all previously available public 

information. The semi-strong EMH is associated with the assertion that prices reflect 

all publicly available information so that prices instantly change to reflect new public 

information. Accordingly, the strong EMH further argues that prices instantly reflect 

even hidden or insider information. There is some evidence for or against the weak or 

semi-strong EMH, while there is strong evidence against the strong EMH. The 

validity of the hypothesis is questioned by critics who blame the faith in rational 

markets for many of the impacts of the current global financial crisis (see Wikipedia, 

the Free Encyclopedia). 

The efficient market hypothesis was first formulated by French mathematician 

Louis Bachelier in his Theory of Speculation (1900). In the 50s the same hypothesis 

gained in popularity among academics thanks to the thesis of Prof. Eugene Fama from 

the University of Chicago School of Business, which was published in 1965 in the 

Journal of Business and later achieved wide acclaim, becoming part of the neoclassical 

mainstream. According to Roubini "in the 70s efficient market hypothesis became 

conventional wisdom preached by academic preachers at the University of Chicago and 

elsewhere" (Roubini, 2010, p. 41). In his book he names Robert Shiller of Yale 

University, author of "Irrational Exuberance", as the harshest critic of this hypothesis. 

According to Shiller, the share prices show far greater volatility than EMH can explain.  

In its original form the efficient market hypothesis advocated that the prices at 

which assets (stocks, securities (bonds and shares), property were bought and sold 

reflected accurately all available information on them. According to the above 

hypothesis, prices can change dramatically, but the changes would simply constitute a 

rational response to new information. In contrast to Bachelier’s homeland (France), 

where his ideas were not very enthusiastically embraced by the academic community, 

in the US these ideas provoked much higher interest. 

Referring to EMH, Roubini notes: "the effects of the Great Depression should 

have put an end to this kind of nonsense, but the postwar academic departments of 
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economics and finance have breathed new life into the old fallacy" (Roubini, 2010, p. 

40-41). According to him, a lot of the credit given to this hypothesis is due to the 

economic department at the University of Chicago. Eugene Fama and others 

sympathetic to the economic policies of laissez-faire started to construct mathematical 

models designed to prove that markets are perfectly rational and effective. (Roubini, 

2010, p. 40-41). 

Along with this, it is assumed that various unknown factors may affect price 

developments. Admittedly, it is not possible to predict in which direction prices will 

change. Through this modification the hypothesis takes a more acceptable form. Yet 

its hard core is retained as its fundamental characteristics remain valid: markets are 

efficient; the prices of various assets reflect all available information; there are no 

conditions for excessive profits to be made by economic agents. 

Two are the basic preconditions on which EMH is based: the traditional 

neoclassical assumption that economic agents maximize utility, as well as the 

assumption that they are able to form rational expectations as a basis for predicting 

asset prices. Realistically, however, it is the second precondition that determines the 

nature and essence of the hypothesis. 

The supporters of said hypothesis do not claim that economic agents are always able 

to predict accurately the prices of financial assets. Admittedly, the agents may make errors, 

but the fundamental argument is that markets always predict accurately asset prices. 

The disadvantages of rational expectations are criticized by Western economists. 

They point out both the weak and the strong sides.
4
  

Reality shows that put into practice, EMH proved extremely negative for the US 

financial system. Not surprisingly, the hypothesis is strongly criticized by researchers 

analyzing business policy. Already after the financial crash of 1987 Robert Shiller 

referred to this hypothesis as "the most remarkable error in the history of economic 

theory" and, according to Roger Lowenstein, "he [Shiller] could have called it the 

most damaging error."
5
  

Justin Fox, columnist for Time, recognizes that "true believers in the market’s 

efficiency suffered from a "blinkered" mindset and "tunnel vision". 

                                         
4
  Famous American macroeconomists Rüdiger Dornbusch and Stanley Fischer pointed out 

that the "equilibrium approach is the most controversial element of the concept of rational 
expectations and it is not consistent with the slow response of the political actions economy" 

(Dornbusch, Fischer, 1997, p. 677).  
5
  According to this author the reverse side of the Great Depression is that it could pierce the 

heart of the academic panacea known as the efficient market hypothesis. This theory 
maintains that stock markets are almost perfect, even during the dot-com frenzy, and that 

prices accurately reflect the available information on publicly traded securities. (Fox, 2009).  
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The application of the equilibrium approach both within the new classical 

macroeconomics and in EMH has in both cases led to disregard for the principle of 

discretion, i.e. the necessity of active use of the governments’ economic policy measures, 

evaluated as something devoid of real meaning. The result is lowering the impact of anti-

crisis and countercyclical measures, and measures for stimulating economic growth. At 

the same time we have to take into account the fact that the EMH is related to the 

operation of financial markets characterized by the greatest unpredictability and 

instability, which can cause major disruptions affecting the entire economy. 

Practice shows that this hypothesis, especially in its application in its strong 

version, can generate extremely negative consequences. Not surprisingly, it is the 

focus of criticism from researchers, analysts, politicians and businessmen.  

Alternatives to the concepts of economists 

who believe in the power of markets 

There are in literature two alternative views on the ability of economic agents to 

accurately determine the prices of financial assets. It comes to two types of 

approaches: the behavioral economics approach and the school of behavioral 

psychology. The most famous supporter of the first approach is Daniel Kahneman. He 

is skeptical about the assumption that investors can take over the market. Opponents 

of the efficient market hypothesis bring forward new arguments against its merits 

from the perspective of behavioral finance. Based on the presence of feedback in the 

operation of financial markets, these opponents point out that this increases to a much 

greater extent the instability of the financial system. They emphasize that this creates 

favorable conditions for the generation of speculative bubbles. 

In this regard, N. Roubini reaches a very important conclusion: "All this 

attention to irrational economic behavior created a less flattering portrait of the way 

markets function – or not function. The studies by Schiller and others suggest that 

capitalism is not some kind of a self-regulating system...; rather, it is a system prone 

to irrational waste and unfounded pessimism. In other words, it is extremely 

unstable." (Roubini, 2010, p. 43).
6
  

 

                                         
6
  In this context, another important point is stressed: "This idea is both new and very old. Long 

before behaviorist economics many thinkers of the 19th century noticed that for all its 

remarkable ability to generate wealth, capitalism was prone to spectacular booms and downturns. 
While these thinkers are rarely read today, they are important because their ideas clearly show 

the false lines that still divide our understanding of crises and their consequences." (Roubini, 
2010, p. 43). The reference is to studies by John Stuart Mill, William Stanley Jevons, John 

Maynard Keynes, Hyman Minsky, Irving Fisher and even Karl Marx.  
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Both approaches, behavioral economics and behavioral finance, are based on the 

concept of John Maynard Keynes, who introduced the term "casino economy" and 

emphasized the role of herd impulses as a factor for the instability of the financial 

system. 

Regarding the collapse of the hedge fund, which exploded in 1998, Lowenstein 

concluded that "it so happens extreme events do occur in the financial markets." He 

rightly adds that "contrary to the rating agencies which assume that subprime 

mortgages would have a random behavior... many people would not have become 

insolvent at the same time." 

In literature, as examples of the fact that in the course of 20 years great 

fluctuations in stock markets have occurred, are cited at least "three such statistically 

impossible events that took place just over the 20 years during which efficient market 

hypothesis has been the dominant financial doctrine. These are the stock market crash 

of 1987; the bond and currency market crash of 1994 and the arbitration for interest 

rates in 1998, when Russia stopped servicing its debt and the Long-term Capital 

Management hedge fund collapsed spectacularly." (Kaletsky, 2013, p. 240). 

Changes of macro-economic nature and in the financial sector 

Thanks to approaches that have a place in both behaviorist economics and 

finances, a number of factors against the unfounded view that financial markets are 

able to regulate themselves are revealed. The approaches and arguments used are, 

however, confined to human psychology. The analysis does not include other factors 

related to the profound changes occurring in two main areas: the strong increase in 

the share of the financial sector in developed Western economies, and the emergence 

of new instruments, creating high risk assets. We are talking about deep structural 

changes of macro-economic nature, as well as fundamental changes in the financial 

sector itself. Both types of changes cause a significant deterioration of the 

environment for the smooth functioning of financial markets and increase the 

possibility for great crashes and shocks. 

As early as in the mid-80s James Tobin noted in his lecture that the financial 

sphere, which is best developed in the US, followed by Great Britain, has grown to an 

extent likely to create problems for the economic efficiency of both countries (Tobin, 

1984). Another study raises the question whether the size of the financial sector is too 

large for the new conditions of global crisis. This question is answered in the 

affirmative, stating that this will have a negative effect on economic growth, while 

credit to the private sector exceeds 110 percent of GDP. It is also stressed that 

developed countries currently experiencing the effects of the global crisis have been 

standing on this threshold (Arcand, Berkes and Panizza. 2011, p. 1/5). 
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Martin Wolf draws attention to the fact that the public and private debt relative 

to the GDP in the US has reached 358% in the third quarter of 2008. This is the 

highest debt in US history. The previous peak of 300% was reached in 1933 during 

the Great Depression (Wolf, 2009, p. 1/4). According to him "something decidedly 

unhealthy has come to existence: instead of being a servant, finance became a master 

of the economy." 

The reasons for the current global financial crisis cannot be properly illuminated 

if the role of the new information revolution and the new globalization processes are 

not taken into account. Thanks to these key factors in the development of the world 

economy far more productive financial and organizational technologies have been 

created, which have been widely used in most developed countries. Given the 

established tendency towards a hypertrophied development of the financial sector, 

and its increasing detachment from the real sectors of the economy, financial 

investments have become far more attractive than real investments as a source of 

profit making. As a result, production and economic growth are given lesser priority 

than the financial sphere.  

Examining the global financial crisis in terms of the economic strategy of the 

current US administration, Russian economists V. S. Vasilyev and E. A. Rogovskiy 

analyzed a series of new patterns in the process of reproduction and movement of 

capital. In particular, stressing that capital gains are made possible due to the 

detachment from the production areas and are secured virtually, in a state of 

detachment from the real resources, they make an important conclusion: "the 

widespread financial technology ensuring capital growth in detachment from the 

development of the real economic sector has meant that in the last 20 years the 

financial sector has become the leading sector first of the US economy, and then of 

the world economy" (Vasilyev, Rogovskiy, 2009, p. 23). 

However, this tendency should not be overemphasized; it should not be 

understood as inability to achieve significant growth rates. Even less justified is to 

expect an inevitable prolonged stagnation of production in developed countries and in 

the world economy. Hypertrophied development of the financial sector can result in 

an increasing gap between the opportunities for potential growth and the lack of 

actual growth, and the negative impact of the financial sector on sustainable 

development. 

The excessive expansion of the financial sector of the economy has been 

accompanied by the emergence of a number of innovations such as hedge funds, 

subprime derivatives, securitization of debt, speculative pyramids, etc., all of which 

have been defined in American literature as financial engineering. These new 

instruments were a key factor in enhancing the risks and uncertainty in the financial 
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system, and acted as a powerful catalyst for the outbreak of the global crisis at the 

beginning of the new millennium. 

With the expansion of its elements the financial system increased its potential to 

generate more negative effects in terms of greater systemic risk and uncertainty, 

greater instability of the financial markets and the economy as a whole. 

Late neoliberalism: progress or regress in the economic theory 

and practice of the West 

Unlike early neoliberalism, the ideology of late neoliberalism, whose conceptual 

basis is market fundamentalism, instead of providing the Federal Reserve policy with 

the right basis, contributed significantly to the outbreak of the global financial crisis 

with its grave socio-economic consequences. 

The further development of economic theory during the early neoliberalism was an 

essential factor for the economic success achieved by West Germany after World War II: 

the German economic miracle based on the model of the social market economy. 

The final conclusion that can be drawn from our study is that market fundamentalism, 

characteristic of the late neoliberalism, signifies regress rather than progress in the 

development of economic theory and practice of developed Western countries. 
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LATE NEOLIBERALISM AND THE GLOBAL FINANCIAL CRISIS 

Prof. Dr Ec. Sc. Atanas Leonidov 

Abstract 

The analysis is based on the introduction of the notion of "late neoliberalism" as con-

trasted with the practice established in the literature to unequivocally use the concept "ne-

oliberalism". There are given arguments in favour of the differentiated approach chosen by 

us. The content of the ideology of late neoliberalism is connected with the changes that have 

taken place since the end of the 1970s in the structure of Anglo-Saxon capitalism, as well as 

those in the economic and social policy of the USA and Great Britain under Thatcherism 

and Reaganomics. There is emphasized the central place of the Efficient Market Hypothesis 

(EMH) and is revealed its untenability against the background of the global financial crisis.  

Keywords: late neoliberalism, market fundamentalism, efficient market hypothesis 

(EMN), global financial crisis. 

 

 

 


